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The Union Budget 2025-26 reaffirms the
Government’s commitment to fiscal discipline while
fostering inclusive, long-term  economic  growth in
line with the vision of Viksit Bhavat’. The Budget
announced several measurves under four engines of yrowth
— aygriculture, MSMEs, investment, and exports. The
Government continued with its focus on capex alongside
measuves to support consumption. With a fiscal deficit
target of 4.4 per cent of GDBD, the Budget prudently
balances fiscal consolidation and growth objectives.

Introduction

The Union Budget 2025-26 focuses on accelerating
growth, securing inclusive development, invigorating
private sector investments, uplifting household
sentiments, and enhancing the spending power of
India’s rising middle class. Four principal drivers —
agriculture, micro, small and medium enterprises
(MSMEs), investment, and exports — are envisaged
to propel growth, with innovation and reform acting
as the vital catalysts. The Budget presents a balanced
focus on immediate socio-economic relief and long-
term structural transformation. It underscores the
deployment of targeted measures across ten thematic
areas, ranging from agricultural productivity and
rural prosperity to the modernisation of urban
infrastructure and the strengthening of energy
security. The Budget articulates a reform agenda
spanning six domains - taxation, power, urban

development, mining, financial sector, and regulatory

~ The authors are thankful to Smt. Rekha Misra for her overall guidance
in preparing this article. The authors are from the Department of Economic
and Policy Research of the Reserve Bank of India. The views expressed in
this article are those of the authors and do not necessarily represent the
views of the Reserve Bank of India.
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frameworks - to enhance overall factor productivity
and ensure a more efficient allocation of resources in

the economy.

On the direct tax front, the Budget proposes
tax relief of X1 lakh crore focused on middle-class
taxpayers, which is expected to bolster household
disposable incomes, and stimulate consumption,
savings, and investment. In the realm of indirect
revised customs duties tariff

taxation, target

simplification and address duty inversions.

On the expenditure side, the Budget 2025-26
earmarks X11.2 lakh crore (3.1 per cent of GDP) for
capital expenditure, continuing the impetus observed
in the previous fiscal years. Similarly, the effective
capital expenditure is budgeted to increase to 4.3 per
cent of GDP in 2025-26 from 4.1 per cent of GDP in
2024-25 (RE). Revenue expenditure is projected to
fall from 11.4 per cent of GDP in 2024-25 (RE) to 11.0
per cent in 2025-26 (BE). To further encourage State
governments to augment their own capital spending,
the 'Special Assistance as Loans to States for Capital
Expenditure’ has been extended with a provision of
1.5 lakh crore.

The Union Budget balances growth imperatives
with fiscal prudence by targeting gross fiscal deficit
(GFD) at 4.4 per cent of GDP in 2025-26 (BE), down
from the revised estimates (RE) of 4.8 per cent in
2024-25, adhering to its objective of bringing the GFD
below 4.5 per cent of GDP by 2025-26. From 2026-27
onwards, the Government aims to maintain the fiscal
deficit on a trajectory that ensures a declining public
debt-to-GDP ratio, reaching around 50 per cent by
March 2031.

Against this backdrop, the rest of the article is
divided into eight sections. Section 1II is a discussion
of the underlying drivers of fiscal deficit, followed
by analyses of revenue and expenditure trends in
Sections III and IV, respectively. Section V outlines
the Government's outstanding debt position, while
Section VI focuses on the major sources of fiscal
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deficit financing. Section VII examines the transfer of
resources to States whereas Section VIII puts forth the
concluding observations.

II. Fiscal Deficit — The Underlying Dynamics

As against the budgeted GFD of 4.9 per cent of
GDP for 2024-25, the revised estimates are placed
at 4.8 per cent. The 10-basis point consolidation is
primarily attributable to lower than budgeted capital
expenditure (Chart 1).

The GFD for 2025-26 (BE) is set at 4.4 per cent
of the GDP.' The envisaged consolidation of 45 basis
points for 2025-26 (BE) vis-a-vis 2024-25 (RE) is sought
to be achieved through containment of revenue
expenditure at 11.0 per cent of GDP [from 11.4 per cent
in 2024-25 (RE)] and maintaining capital expenditure
at 3.1 per cent of GDP, while aiming to augment gross
tax revenues to 12.0 per cent of GDP (from 11.9 per
cent of GDP in RE for 2024-25) [Table 1]. The revenue
expenditure - capital outlay (RE-CO) ratio — a summary
indicator of the quality of expenditure - is retained at
4.4 in 2025-26 (BE).

Chart 1: Contribution to Attainment of Fiscal
Deficit Target in 2024-25 (RE) vis-a-vis 2024-25 (BE)
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Sources: Union budget documents; and RBI staff estimates.

! The Union Budget has projected GDP for 2025-26 at X356,97,923 crore
which is 10.1 per cent over the first advance estimates (FAE) for 2024-25
of 324,11,4006 crore released by the Ministry of Statistics & Programme
Implementation (MoSPI) on January 7, 2025.
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Table 1: Key Fiscal Indicators?

(Per cent of GDP)

Item 2023-24 2024-25 2025-26
Actuals BE RE BE
1 2 3 4 5
1. Fiscal Deficit 5.6 4.9 4.8 4.4
2. Primary Deficit 2.0 1.4 1.3 0.8
3. Revenue Deficit 2.6 1.8 1.9 1.5
4. Effective Revenue Deficit 1.6 0.6 1.0 0.3
5. Gross Tax Revenue 11.7 11.8 11.9 12.0
6. Non-Tax Revenue 1.4 1.7 1.6 1.6
7. Revenue Expenditure 11.8 11.4 11.4 11.0
8. Capital Expenditure 3.2 3.4 3.1 3.1

of which:

(i) Capital Outlay 2.7 2.8 2.6 2.5
9. Effective Capital Expenditure 4.2 4.6 4.1 4.3
10. Debt 58.7 56.8 57.1 56.0

Notes: 1. Effective revenue deficit is the difference between revenue
deficit and grants-in-aid for creation of capital assets.
2. Capital outlay is capital expenditure less loans and advances.
3. Effective capital expenditure is capital expenditure plus grants-
in-aid for creation of capital assets.
4, BE refers to budget estimates, RE refers to revised estimates.
Sources: Union budget documents; and RBI staff estimates.

Decomposition of GFD
The share of GFD appropriated by revenue deficit

(RD) declined from an average of around 65.7 per cent
during 2018-19 to 2023-24, to 38.9 per cent in 2024-
25 (RE), is budgeted to fall further to 33.4 per cent in
2025-26. Concomitantly, the share of growth-inducing
capital outlay in GFD has risen to 54.0 per cent in
2024-25 (RE) and is expected to reach 57.1 per cent in
2025-26 (BE), from an average of around 35.2 per cent
over 2018-19 to 2023-24 (Chart 2).

III. Receipts

Total non-debt receipts recorded a growth of
12.8 per cent in 2024-25 (RE) and stood at 9.7 per
cent of the GDP. The robust growth in tax revenue,
higher surplus transfers from the Reserve Bank, and
improved dividend income from public sector banks
and financial institutions supported the improved
performance of receipts in 2024-25 (RE) vis-a-vis
2023-24. For 2025-26 (BE), the government expects

2 For details, please refer to Annex L.
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Chart 2: Decomposition of Gross Fiscal Deficit
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Source: Union budget documents.

the non-debt receipts to maintain their momentum,
growing from 9.7 per cent of GDP in 2024-25 (RE) to
0.8 per cent of GDP in 2025-26 (BE). Gross tax revenue
is budgeted to grow by 10.8 per cent in 2025-26, along
with a 9.8 per cent increase in non-tax revenue. With
devolution to the States budgeted to grow by 10.5 per
cent vis-a-vis 2024-25 (RE), net tax revenue is expected
to increase by 11.0 per cent in 2025-26 (BE).
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Tax Revenues

Gross tax revenue recorded a growth of 11.2 per
cent in 2024-25 (RE) over 2023-24, driven by income
tax and GST collections. For 2025-26, the government
has budgeted a 10.8 per cent growth in gross tax
revenue, with the tax buoyancy remaining broadly
in line with the average during 2010-11 to 2018-19.
The buoyancy of the direct taxes is placed lower at
1.25 in 2025-26 (BE) compared to 1.47 in 2024-25 (RE)
reflecting income tax relief, while that of indirect
taxes is expected to recover to 0.82 in 2025-26 (BE)
from 0.73 in 2024-25 (RE) on the back of gains in
customs and excise duties (Chart 3a and b).

The gross tax-GDP ratio is budgeted to increase
to 12.0 per cent in 2025-26, the highest post 2007-08
(Chart 4). The Budget has raised the tax-free income
limit from X7 lakh to X12 lakh under the new tax
regime. Moreover, tax slabs have been revised across
all income brackets. The tax relief is expected to
enhance disposable incomes and provide a boost to
household consumption and investments. The total
revenue foregone on account of various measures is
estimated at around X1 lakh crore in direct taxes and
%2,000 crore in indirect taxes.?

Chart 3: Trends in Tax Buoyancy
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Sources: Union budget documents; and RBI staff estimates.

3 As mentioned in the Union Budget 2025-26 speech of the Finance Minister.
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Chart 4: Tax-GDP Ratio Chart 5: Securities Transaction Tax (STT)
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Sources: Union budget documents; and RBI staff estimates.

Direct Taxes

With a growth of 14.4 per cent, direct taxes in 2024-
25 (RE) surpassed the budget estimates by 30,000
crore, Income tax revenues with a growth of 18.8 per
cent offset the shortfall of 40,000 crore in corporate
tax collections compared to the BE. During 2024-25
(RE), the securities transaction tax outperformed its
BE of 237,000 crore by 48.6 per cent; it is budgeted
to further increase by 41.8 per cent in 2025-26 (BE)
[Chart 5].

For 2025-26 (BE), direct tax revenues are expected
to grow by 12.7 per cent, with growth in income
and corporate tax at 13.1 per cent and 10.4 per cent,
respectively (Chart 6). The Budget has announced
various simplification and rationalisation measures
aimed at promoting compliance and broadening the
tax base.

Indirect Taxes

Indirect tax revenues rose by 7.1 per cent in
2024-25 (RE) but were below the budgeted amount,
primarily on account of 14,000 crore shortfall in
union excise duties.” The GST collections were in

line with the budget estimates. In 2025-26 (BE), the
growth in the indirect tax collections is budgeted at
8.3 per cent, with GST, customs, and excise collections
growth at 10.9 per cent, 2.1 per cent, and 3.9 per cent,
respectively (Chart 7).

Chart 6: Direct Taxes
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Sources: Union budget documents; and RBI staff estimates.

4 The moderation in union excise duties was led by a shortfall of 7,460 crore under special additional excise duties (SAED). In July 2022, the Union
government introduced a SAED on production of crude oil and export of petrol, diesel and aviation turbine fuel. As per the notification issued by the
Ministry of Finance, the same was rescinded in December 2024 (Source: Union Budget 2025-26; Petroleum Planning and Analysis Cell; and Central Board

of Indirect Taxes & Customs).
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Chart 7: Indirect Taxes
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Non-Tax Revenue

Supported by the higher surplus transfer from
the Reserve Bank, non-tax revenue recorded a growth
of 32.2 per cent in 2024-25 (RE). For 2025-26 (BE), the
non-tax revenue growth is placed at 9.8 per cent, led
by 25.5 per cent growth in dividends and profits from
public sector enterprises (PSEs), and 9.3 per cent from
the Reserve Bank, public sector banks and financial
institutions (Chart 8).

ARTICLE

Non-Debt Capital Receipts

Non-debt capital receipts in 2024-25 (RE) fell
short of BE by 19,000 crore, primarily due to lower
disinvestment receipts. In 2025-26 (BE), non-debt
capital receipts are budgeted to grow by 28.8 per cent,
with the disinvestment target of 47,000 crore (Chart9).

IV. Expenditure

Total expenditure of the Union government
recorded a growth of 6.1 per cent in 2024-25 (RE), and
it was X1.04 lakh crore below the BE mainly due to
the underutilisation of allocated capital expenditure
(Table 2). The revenue expenditure, in contrast, was
in line with the budget estimates and posted a growth
of 5.8 per cent in 2024-25 (RE). For 2025-26 (BE),
total expenditure is budgeted to rise by 7.4 per cent,
reaching 14.2 per cent of GDP. Capital expenditure is
expected to recover with a growth of 10.1 per cent.
Additionally, effective capital expenditure is budgeted
to register a growth of 17.4 per cent in 2025-26 vis-a-
vis 5.2 per cent growth in 2024-25 (RE) on account of
42.4 per cent growth in grants-in-aid for creation of
capital assets. The Budget maintains the allocation of
1.5 lakh crore for the 'Scheme for Special Assistance
to States for Capital Expenditure’, in 2025-26 (BE) as
in 2024-25 (BE). Revenue expenditure is budgeted to

Chart 8: Major Components of Non-Tax Revenue
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Table 2: Expenditure of Central Government
Item % Thousand Crore Per cent of GDP Growth Rate (per cent)
2023-24 | 2024-25 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2025-26
(BE) (RE) (BE) (BE) (RE) (BE) (RE) (BE)
1 2 3 4 5 6 7 8 9 10 11 12
1. Total Expenditure 4,443 4,821 4,716 5,005 15.0 14.8 14.6 14.2 6.0 6.1 7.4
2. Revenue Expenditure (RE) 3,494 3,709 3,608 3,944 11.8 11.4 114 11.0 1.2 5.8 6.7
(of which)
(i) Interest Payments (IP) 1,064 1,163 1,138 1,276 3.6 3.6 3.5 3.6 14.6 7.0 12.2
(i) Total Subsidies (TS) 435 428 428 426 1.5 1.3 1.3 1.2 -24.7 -1.6 -0.4
of which:
Food 212 205 197 203 0.7 0.6 0.6 0.6 -22.4 6.8 3.0
Fertiliser 188 164 171 168 0.6 0.5 0.5 0.5 -25.1 9.0 -2.0
Petroleum 12 12 15 12 0.0 0.0 0.0 0.0 79.5 20.1 -17.7
(iii) RE-IP-TS 1,995 2,118 2,132 2,242 6.8 6.5 6.6 6.3 2.5 6.9 5.1
(v) Defence (Revenue) 303 208 313 328 1.0 0.9 1.0 0.9 12.7 3.3 4.8
3. Capital Expenditure 949 1,111 1,018 1,121 3.2 3.4 3.1 3.1 28.3 73 10.1
4. Effective Capital Expenditure 1,253 1,502 1,318 1,548 4.2 4.6 4.1 4.3 19.8 5.2 17.4
Source: Union budget documents.
grow by 6.7 per cent, and RE-IP-TS by 5.1 per cent (6.3  Capital Outlay

per cent of GDP).

Quality of Expenditure

The revenue expenditure - capital outlay (RE-CO)
ratio stood at its lowest at 4.4 in both 2024-25 (RE)
and 2025-26 (BE). Revenue deficit as per cent of gross
fiscal deficit (RD-GFD) also stood at its all-time low of
33.4 per cent, indicating improvement in the quality
of expenditure (Chart 10a and b).

Capital outlay (capital expenditure less loans and
advances) grew by 7.6 per cent in 2024-25 (RE). It fell
short of the budgeted target by X70,959 crore, inter
alia, due to the model code of conduct in the run-up to
the general elections and heavy rains in the monsoon
season. In 2025-26 (BE), capital outlay is budgeted
to grow by 5.6 per cent (Table 3). Capital outlays of

Railways, and Road and Bridges — the major drivers of

: :
Chart 10: Quality of Expenditure
a. RE-CO and RE-CE b. RD-GFD
144 90 A
12 1 80 A
10 1 70 A
9
S 89 = 601
e 9]
=
3
61 A 50 A
44 40
2+—T—T T T T T T T T T T T T T T T T T T T T T T T T 30
TN OTINONYORO - NMNONTINOMNODNO — NN T —
@RIy g gy panAgga A
O N OITNONYOIO - NMONITINONODTO = N N ==
S 000000000 I == =N NNN Ao 20
OC)DOOOOOOOOOOOOOOODOOOODNN LN B B B R B B B B B B BN B B N B B R B B B B B R i—
NARNRAANRANANRANRANRNANANRARQAS SN O TINONWOOO ~NMFINO NS — N MO F
3 aQ 0900 Q00000 AN GNGEE
o Q O AN MNITNOMNNPO —~NNONTINONKODO — N N =—
N 000000000 M At A== NN N O
X ) QOO0 000000000000000000ONN
Revenue expenditure to capital outlay (RE-CO) NANANNNNNNNNNNNNNNNNNNNNNN SN
oo
Revenue expenditure to capital expenditure (RE-CE) IS
Source: Union budget documents.

72

RBI Bulletin February 2025



Union Budget 2025-26: An Assessment

ARTICLE

Table 3: Capital Outlay

Item % Thousand Crore Growth Rate (per cent)
2023-24 2024-25 2024-25 2025-26 2023-24 2024-25 2025-26
(BE) (RE) (BE) (RE) (BE)
1 2 3 4 5 6 7 8
1. Total Capital Outlay 788 919 848 895 26.1 7.6 5.6
2. Defence Services 154 172 160 180 7.9 3.4 12.9
3. Capital Outlay (excluding defence) 634 747 688 715 31.6 8.6 3.9
()  Major Infrastructure (of which) 576 600 590 573 34.7 2.4 -2.9
Indian Railways 243 252 252 252 52.3 3.9 0.0
Roads & Bridges 270 259 259 259 28.2 4.1 0.1
Communications 61 84 75 50 8.8 24.0 -33.1
(i) Industry & Minerals 6 13 12 3.6 97.7 3.1
(iii) Science, Technology and Environment 7 6 8 -8.1 -10.6 27.0
(iv) Others 44 133 79 122 11.2 80.0 54.3

Source: Union budget documents.

the Centre's capital spending — in 2025-26 (BE) have
been retained at their 2024-25 (RE) levels.

Combined Capex of the Union Government and
Central Public Sector Enterprises

Central sector (CPSEs)
finance their capex through internal and extra
(IEBR)’

support from the Union government, which forms a

public enterprises

budgetary  resources and budgetary

part of the government's total capex. The combined
capex of the Union government and CPSEs will
increase marginally from 4.2 per cent of GDP in
2024-25 (RE) to 4.3 per cent of GDP in 2025-26 (BE)
[Chart 11].

Major Government Schemes

Among central sector programmes, PMGKAY

receives the largest allocation at 4.0 per cent of total
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Source: Union budget documents.

Chart 11: Capital Expenditure by Union Government and CPSEs
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> IEBR comprises of internal resources (comprising of retained profits - net of dividend to Government, depreciation provision and carry forward of
reserves and surpluses) and extra budgetary resources (consisting of receipts from issue of bonds, debentures, external commercial borrowing, suppliers’
credit, deposit receipts and term loans from financial institutions). Budgetary support and IEBR together finance the capital expenditure (capex) of CPSEs.
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Table 4: Expenditure on Major Government Schemes
Item % Thousand Crore Per cent of Total Growth Rate
Expenditure (per cent)
2023-24 | 2024-25 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2025-26
(BE) (RE) (BE) (RE) (BE) (RE) (BE)
1 2 3 4 5 6 7 8 9 10 11
A. Central Sector Schemes
1. PM-KISAN 61 60 64 64 1.4 1.3 13 5.5 3.4
2. Pradhan Mantri Garib Kalyan Anna Yojana - 205 197 203 - 4.2 4.0 - - 3.0
(PMGKAY)
3. Road Works 109 115 111 116 2.4 23 23 43.3 1.7 5.2
B. Centrally Sponsored Schemes
1. MGNREGA &9 86 86 80 2.0 1.8 1.7 -1.8 3.5 0.0
2. Jal Jeevan Mission 70 70 23 67 1.6 0.5 1.3 28.0 -67.6 195.2
3. Samagra Shiksha 33 38 37 41 0.7 0.8 0.8 1.0 12.7 11.5
4. National Health Programme* 25 29 29 30 0.6 0.6 0.6 2.8 15.8 4.3
5. PM Awas Yojana 43 85 48 78 1.0 1.0 1.5 -41.0 9.5 64.1
Note: 1. -: Not available.

2. *: Flexible Pool for RCH & Health System Strengthening, National Health Programme and National Urban Health Mission.

Source: Union budget documents.

expenditure in 2025-26 (BE) [4.2 per cent in 2024-25
(RE)], with the outlay rising by 3.0 per cent to %2.03
lakh crore. PM-KISAN allocation has been maintained
at last year's level; and road works' outlay has been
expanded by 5.2 per cent to X1.16 lakh crore. Amongst
the Centrally sponsored schemes, MGNREGA is
unchanged at 86,000 crore, the Jal Jeevan Mission's
outlay is budgeted at 67,000 crore (195.2 per cent

increase). PM Awas Yojana's outlay has been increased
by 64.1 per cent, with the Centre sustaining its focus
on housing (Table 4).

In recent years, there has been a significant
increase in fund transfer by the government to
beneficiaries under various social programmes
through the DBT mechanism, resulting in savings for

the government (Box A).

In India, both the Central and State governments
oversee a vast array of social transfers (viz., cash and
in-kind transfers) to protect vulnerable populations.
With the objective of reducing leakages and ensuring
that intended beneficiaries receive timely transfers at
minimal cost, the Centre introduced the Direct Benefit
Transfer (DBT) programme in 2013 (Paramasivam and
Arun, 2018). It transfers subsidies directly to the bank
account of verified beneficiaries, thereby minimising
the role of intermediaries in funds disbursal. Requiring
beneficiaries to possess bank account prevents
duplication and leakage, while integration with the
Aadhar system strengthens verification (Barnwal,
2016).

Box A: Direct Benefit Transfers in India - Decadal Experience

The DBT was launched on a pilot basis in select
districts on January 1, 2013, initially covering few
schemes. In 2013 itself, the Central government
introduced the DBT for LPG subsidy payments, followed
by major schemes such as Mahatma Gandhi National
Rural Employment Guarantee Scheme (MGNREGS);
National Social Assistance Programme (NSAP); Public
Distribution System (PDS); and student scholarship
schemes (Paramasivam and Arun, 2018). By August
2015, DBT became the world's largest cash transfer
programme providing direct benefits to around 14
crore households (Barnwal, 2016). Similarly, during the
COVID-19 pandemic, DBT played a very significant role

(Contd.)
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Chart A.1: Progress of DBT in India
a. Number of DBT Schemes b. Year wise DBT Beneficiaries (non-unique)
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when the speed and scale of cash transfers in India
was unprecedented (Bhattacharya and Sinha, 2021).

From a modest coverage of 28 schemes in 2013-
14, DBT has been implemented in 323 schemes across
54 ministries of the Central government during the
financial year 2024-25 (Chart A.1a). The number of
beneficiaries as well as the funds transferred under
various schemes have also risen notably over time
(Charts A.1b and A.1c). Further, incorporating various
social welfare programmes under the DBT umbrella
has led to identification and removal of fake and
duplicate beneficiaries, resulting in significant savings
(Chart A.1d).

For instance, the implementation of DBT has
aided the Department of Fertilisers in reducing its
fertiliser sale to retailers by 158.1 lakh metric tonnes.
Similarly, in case of MGNREGS, payment through
DBT has helped to eliminate 7.1 lakh fake job cards.
Likewise, channelling LPG subsidy payment through
DBT has resulted in elimination of 4.15 crore duplicate,
fake, or inactive LPG connections.® The DBT-styled

public interventions implemented by India have been
recommended by the World Bank for adoption by
other countries for ensuring disaster resilience (World
Bank, 2022).
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The expenditure towards new and renewable
energy is budgeted to increase from 0.37 per cent of
total expenditure in 2024-25 (RE) to 0.52 per cent in
2025-26 (BE) led by increased allocations towards PM
Surya Ghar Muft Bijli Yojana (Chart 12). The gender
budget of the Union government is also budgeted to
increase to 8.9 per cent of its total expenditure in
2025-26, led by Pradhan Mantri Garib Kalyan Anna
Yojana and Pradhan Mantri Awas Yojana (Chart 13).

V. Outstanding Debt

After peaking at 62.6 per cent of GDP in
2020-21 amidst the COVID-19 pandemic, the
total outstanding debt of the Union government
declined to 57.1 per cent of GDP in 2024-25 (RE)
from 58.7 per cent in 2023-24 and is budgeted to
decline further to 56.0 per cent of GDP in 2025-26.
The interest payment to revenue receipts ratio is
budgeted at 37.3 per cent in 2025-26. The interest
rate — growth rate differential (IRGD), an indicator
of debt sustainability, remains favourable (Chart 14a
and b). Going forward, the government has indicated

that it would maintain a fiscal deficit level which will
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help in bringing Centre's debt-to-GDP ratio to 50 *1
per cent by March 31, 2031.

VI. Gross Fiscal Deficit Financing

On the financing side, gross market borrowings
through dated securities for 2025-26 are budgeted at
X14.82 lakh crore [an increase of about 5.8 per cent
over X14.01 lakh crore in 2024-25 (RE)]. Net market
borrowings are placed at X11.54 lakh crore as compared
with the previous year's X10.75 lakh crore.” The Budget
has also provided for gross switches of securities
totalling X2.50 lakh crore in 2025-26, as against X1.47
lakh crore in the previous year's revised estimates.
The government has not budgeted for any buyback
of securities during 2025-26. Net market borrowings
are expected to finance 73.5 per cent of GFD in 2025-
26 (BE), higher than 68.5 per cent in 2024-25 (RE). An
amount of 3.43 lakh crore from small savings (NSSF)
would finance 21.9 per cent of GFD in 2025-26 (BE),
down from %4.12 lakh crore (26.2 per cent) in 2024-
25(RE) [Chart 15].

7 Net market borrowing figures for 2024-25 (RE) includes buy back of
securities [X (-)88,164.01 crore].
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Chart 14: Outstanding Liabilities and Interest Rate Growth Differential
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The gradual downscaling in the market borrowing
requirements (as per cent of GDP) of the Union
government towards the pre-pandemic level will
facilitate greater availability of resources for the
private sector (Table 5).

VII. Resource Transfer from Centre to States

The gross transfers to States have been

budgeted to increase by 12.5 per cent for 2025-26

Chart 15: Sources of Financing Gross
Fiscal Deficit
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[10.2 per cent during 2024-25 (RE)], largely on
account of transfers under centrally sponsored
schemes and special assistance to States for capital
expenditure. The gross transfer of resources to
States will increase from 7.0 per cent of GDP during

Table 5: Market Borrowings of the Union

Government

(X crore)
Financial Year | Gross Market Borrowings Net Market Borrowings
2018-19 5,71,000 4,22,735
(3.0) (2.2)
2019-20 7.10,000 4,73,968
(3.5 (2.9)
2020-21 12,60,116 10,32,907
(6.3) (5.2)
2021-22 0,638,382 7.04,097
4.1) (3.0
2022-23 14,21,000 11,08,259
(5.3) 4.1)
2023-24 15,43,000 11,77.754
(5.2) (4.0)
2024-25 (RE) 14,00,697 10,74,514
4.3) 3.3)
2025-26 (BE) 14,82,000 11,53,834
4.2) 3.2)

Notes: 1. Net Market Borrowings for 2024-25 (RE) includes buy back of

securities.
2. From 2023-24 onwards, market borrowings have been adjusted
for switching of securities.
3. Figures in parentheses are as per cent of GDP.
Source: Union budget documents.
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Chart 16: Gross Resource Transfer to States and UTs
a. Resource Transfer to States/UTs b. Share in Gross Transfer to States in 2025-26 (BE)
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2024-25 (RE) to 7.2 per cent during 2025-26 (BE).
Devolution of States’ share in taxes constitutes the

largest component of gross transfers (Chart 16a

and b).?

While tax devolution forms the cornerstone of
fiscal transfers, post-devolution revenue deficit grants
(RDGs) play a crucial role in stabilising state finances
by bridging structural fiscal gaps (Box B).

The Finance Commission is, inter alia, entrusted
with the task of mitigating revenue shortfalls and
cost disparities that hinder various States from
delivering high-quality public services (Rao, 2022).
In this context, Finance Commission grants serve
as a crucial supplement to the formula-based tax
devolution targeting State-specific fiscal needs such as
disaster relief, development of local bodies, sectoral
investments, and revenue deficit support. These grants
help States with weaker fiscal capacities to meet their
expenditure obligations without excessive borrowing.
Among these, post-devolution revenue deficit grants
(RDGs) play a particularly vital role by bridging post-
devolution revenue shortfalls. Provided under Article
275 of the Constitution, RDGs help to maintain
fiscal stability and enable States to sustain essential
governance and developmental commitments.

Box B: Revenue Deficit Grants - An Instrument for States’ Fiscal Stability

Historically, all Finance Commissions have
recommended RDGs to address fiscal imbalances
among States and allocated it based on normative
assessments of States' revenue and expenditure gaps.
Additionally, RDGs help States transition through
changes in tax devolution patterns recommended by
successive Finance Commissions. They allow States
time to adjust their fiscal positions in line with
evolving assessments of needs, fiscal capacity, and
governance performance (Finance Commission - XV).

RDGs could create moral hazard, where
reliance on Central grants discourages States
from implementing critical fiscal reforms, such
as improving tax administration or expenditure
rationalisation. Successive Finance Commissions
have sought to mitigate these concerns by adopting

(Contd.)

=3

For details, please refer to Annex II.
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Chart B.1: Revenue Deficit of States: Actual vs. Without RD Grants
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a normative approach to assess each States' fiscal
needs. Unlike a simple gap-filling approach, which
could inadvertently reward inadequate revenue effort
or excessive spending, this normative framework
corrects for structural deficiencies in fiscal capacity
while discouraging fiscal profligacy (Reddy and
Reddy, 2019). The Fifteenth Finance Commission
recommended that States should, over time, eliminate
their post-devolution revenue gaps. Consequently,
the recommended revenue deficit grants declined
from X1.18 lakh crore in the first year to X13,705 crore
in the final year of its award period. The number
of States eligible for these grants came down from
17 during the first year to 6 in the final year. This
phased tapering of grants would provide the States
reasonable time to make suitable adjustments in their
fiscal management to eliminate their post-devolution
revenue deficits (Rao, 2021).

An analysis of overall revenue deficit of States
with and without RDGs highlights their stabilising
effect on State finances. The onset of the pandemic
placed additional strain on State finances, and RDGs
played a pivotal role in cushioning the associated
fiscal shock. Without RDGs,
faced a higher revenue deficit by 29 basis points
during the 2020-25 period (Chart B.1), necessitating

States would have

increased borrowing or expenditure cuts, thereby
weakening public service delivery and development

expenditures.

Over the past 15 years, RDGs have helped States
reduce their deficits by 0.2 to 0.3 per cent of GDP on
average, preventing excessive borrowing and enabling
stable public spending. Central transfers, including
RDGs, remain an essential mechanism for supporting
fiscal federalism and help States in pursuing their
developmental while

goals maintaining fiscal

responsibility.
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Table 6: Finance Commission (FC) Grants to States and UTs
Item  Lakh Crore Share in Total FC Grants Growth
(per cent) (per cent)
2024-25 (RE) 2025-26 (BE) 2024-25 (RE) 2025-26 (BE) 2024-25 (RE) 2025-26 (BE)

Finance Commission (FC) Grants 1.3 1.3 -14.4 4.4

1. Grant for Local Bodies - Urban Bodies 0.2 0.3 16.5 19.7 -1.1 24.6

2. Grant for Local Bodies - Rural Bodies 05 05 354 36.6 -4.8 7.9

3. Grants for Health Sector 0.1 0.2 8.0 11.5 117.9 49.4

4. Post Devolution Revenue Deficit Grants 0.2 0.1 19.3 10.3 -52.6 -44.0

5. Others* 0.3 03 20.8 21.9 11.7 9.9

Note: 'Others’ includes Grants for incubation of new cities, Grants for shared Municipal Services, Grants-in-Aid for State Disaster Response Fund and

Grants-in-Aid for State Disaster Mitigation Fund.
Source: Union budget documents.

Finance commission Grants are budgeted to
increase by 4.4 per cent in 2025-26, mainly due to
increase in grants for local bodies (both urban and
rural) as well as grants for health sector (Table 6).

The Budget has allocated 1.5 lakh crore under
the 50-year interest-free loans for States’ capital
expenditure and reform-linked incentives. Urban
sector reforms will be incentivised, focusing on
governance and municipal services. Towards
boosting infrastructure, States will be encouraged
to seek funding for PPP projects under the India
Infrastructure Project Development Fund. The Budget
proposes key power sector reforms to improve State-
level electricity distribution and infrastructure. States
will be incentivised to enhance financial health and
efficiency of electricity distribution companies. To
support this, States undertaking reforms will be
allowed an additional borrowing of 0.5 per cent of

gross state domestic product..

Many sector-specific initiatives in partnership
with the States have been announced. In agriculture,
States’ partnership is sought to implement schemes
like Prime Minister Dhan-Dhaanya Krishi Yojana,
Rural Prosperity and Resilience Programme and
Comprehensive Programme for Vegetables and Fruits.
The Jal Jeevan Mission is extended until 2028, with

&0

MoUs to be signed with States to ensure sustainable
rural water supply. The Union government will also
partner with States to develop 50 tourist destinations
through a challenge-based mode. States must provide
land for infrastructure to qualify for funding.

VIII. Conclusion

The Union Budget 2025-26 reaffirms the
Government's commitment to fiscal discipline while
fostering inclusive, long-term economic growth in
line with the vision of Viksit Bharat'. Towards this
objective, the Budget has announced several measures
under four engines of growth — agriculture, MSMEs,
investment, and exports propelled by innovation and
structural reforms. The Government has continued
with its focus on capex alongside consumption
boosting measures which would help the economy to
improve its growth momentum. With a fiscal deficit
target of 4.4 per cent of GDP, the Budget balances
consolidation and growth objectives. The government
would deploy debt/GDP ratio as a medium-term fiscal
anchor going forward to preserve macroeconomic
stability. Through structural reforms, augmented
investments in critical sectors, and the rationalisation
of taxes and expenditure, the Government seeks
to maintain a stable macroeconomic environment

conducive to robust and sustainable growth.
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Annex I: Union Budget 2025-26 - Key Fiscal Indicators

Item % Thousand Crore Per cent of GDP Growth Rate
2022-23 | 2023-24 | 2024-25 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2025-26
(BE) (RE) (BE) (RE) (BE) (RE) (BE)
1 2 3 4 5 6 7 8 9 10 11 12
1. Direct Tax 1,660 1,956 2207 | 2237 2,520 6.6 6.9 7.1 17.9 14.4 12.7
(i) Corporation 826 911 1,020 980 1,082 3.1 3.0 3.0 10.3 7.6 10.4
(ii) Income 809 1,011 1,150 1,202 1,360 3.4 3.7 3.8 25.0 18.8 13.1
(iii) Securities Transaction Tax 25 34 37 55 78 0.1 0.2 0.2 34.7 62.8 41.8
2. Indirect Tax 1394| 1,509| 1,633| 1616 1,750 5.1 5.0 4.9 8.2 7.1 83
(i) GST 849 957| 1062 1,062| 1178 3.2 33 3.3 12.7 10.9 10.9
(i) Customs 213 233 238 235 240 0.8 0.7 0.7 9.3 0.8 2.1
(iii) Excise 323 309 324 310 322 1.0 1.0 0.9 4.2 0.2 3.9
3. Gross Tax Revenue (1+42) 3,054 3,466 3,840 3,853 4,270 11.7 11.9 12.0 13.5 11.2 10.8
4. Assignment to States 948 1,129 1247 1287 1422 3.8 4.0 4.0 19.1 13.9 10.5
5. NCCD Transfers 8 9 9 10 10 0.0 0.0 0.0 9.7 9.5 8.0
6. Net Tax Revenue (3-4-5) 2,098 2,327 2,583 2,557 2,837 7.9 7.9 7.9 10.9 9.9 11.0
7. Non-tax Revenue 285 402 546 531 583 1.4 1.6 1.6 40.8 32.2 9.8
(i) Dividends and Profits 100 171 289 289 325 0.6 0.9 0.9 71.0 69.3 12.3
(ii) Interest Receipts 28 38 38 34 48 0.1 0.1 0.1 37.4 -11.0 40.2
8. Revenue Receipts (6+7) 2,383 2,729 3,129 3,088 3,420 9.2 9.5 9.6 14.5 13.2 10.8
9. Non debt Capital Receipts 72 60 78 59 76 0.2 0.2 02| -172 -1.3 28.8
(i) Miscellaneous Capital Receipts 46 33 50 33 47 0.1 0.1 0.1 -28.1 0.4 42.4
(ii) Recovery of Loans 26 27 28 26 29 0.1 0.1 0.1 1.9 2.4 11.5
10. Total Receipts (ex. Borrowings) (8+9) 2,455 2,789 3,207 3,147 3,496 9.4 9.7 9.8 13.6 12.8 11.1
11. Revenue Expenditure (RE) 3,453| 3,494 3,709| 3.698| 3,944 11.8 11.4 11.0 1.2 5.8 6.7
() Interest Payments (IP) 929| 1,064| 1,163| 1,138| 1,276 3.6 3.5 3.6 14.6 7.0 12.2
(ii) Total Subsidies (TS) 578 435 428 428 426 1.5 13 1.2 -24.7 -1.6 -0.4

of which:

Food 273 212 205 197 203 0.7 0.6 0.6 -22.4 6.8 3.0
Fertiliser 251 188 164 171 168 0.6 0.5 0.5 -25.1 9.0 2.0
Petroleum 7 12 12 15 12 0.0 0.0 0.0 79.5 20.1 -17.7
(iii) RE-IP-TS 1,947 1,995 2,118 2,132 2,242 6.8 6.6 6.3 25 6.9 5.1
12. Capital Expenditure (i + ii) 740 949 1,111 1,018 1,121 3.2 3.1 3.1 28.3 7.3 10.1
(i) Capital Outlay 625 788 919 848 895 2.7 2.6 25 26.1 7.6 5.6
(ii) Loans & Advances 115 161 192 171 226 0.5 0.5 0.6 30.8 6.0 323
13. Total Expenditure (11412) 4,193 4,443 4,821 4,716 5,065 15.0 14.6 14.2 6.0 6.1 7.4
14. Gross Fiscal Deficit (13-10) 1,738 1,655 1,613 1,570 1,569 5.6 4.8 4.4 -4.8 5.1 -0.04

Source: Union budget documents
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Annex II: Resource Transfers from Centre to States and UTs with Legislature

Item % Thousand Crore As per cent of Growth Rate
Gross Transfers
2023-24 | 2024-25| 2025-20 | 2023-24 | 2024-25 | 2025-26 | 2023-24 | 2024-25 | 2025-26
(RE) (BE) (RE) (BE) (RE) (BE
1 2 3 4 5 6 7 8 9 10
1. Devolution of States Share in Taxes 1,129 1,287 1,422 54.7 56.6 55.6 19.1 13.9 10.5
II.  Finance Commission Grants 148.5 127.1 132.8 7.2 5.6 5.2 -14.0 -14.4 4.4
of which:
1. Grant for Local Bodies - Urban Bodies 21.2 21.0 26.2 1.0 0.9 1.0 19.2 -1.1 24.6
2. Grant for Local Bodies - Rural Bodies 47.3 45.0 48.6 23 2.0 1.9 3.6 -4.8 7.9
3. Grants for Health Sector 4.7 10.2 15.3 0.2 0.4 0.6 42.2 117.9 49.4
4. Grants-in-Aid for SDRF 194 20.6 21.6 0.9 0.9 0.8 18.4 5.8 5.0
5. Grants-in-Aid for State Disaster Mitigation Fund 4.3 5.1 5.4 0.2 0.2 0.2 21.5 20.8 5.0
6. Post Devolution Revenue Deficit Grants 51.7 245 13.7 25 1.1 0.5 -40.1 -52.6 -44.0
III. Some Important Items of Transfer 160.3 201.1 229.0 7.8 8.8 8.9 33.1 255 13.9
of which:
1. Externally Aided Projects-Loan 31.3 34.4 42.7 1.5 1.5 1.7 11.0 9.9 24.2
2. Special Assistance as Loan to States for 109.6 125.0 150.0 5.3 5.5 5.9 34.9 14.1 20.0
Capital Expenditure
3. Special Assistance under the Demand - 11.7 18.0 10.0 0.6 0.8 0.4 408.5 53.9 -44.4
Transfers to States
IV.  Total Transfer to States [other than I+1I+III] 571.3 604.5 717.0 27.7 26.6 28.0 0.8 5.8 18.6
1. Centrally Sponsored Schemes (Revenue) 425.3 302.7 514.4 20.6 17.3 20.1 4.8 7.7 31.0
2. Central Sector Schemes 15.1 63.8 76.5 0.7 2.8 3.0 17.0 322.5 20.0
3. Other Categories of Expenditure 131.0 147.9 126.0 6.3 6.5 4.9 -11.6 12.9 -14.8
4. Capital Transfers 0.0 0.1 0.1 0.0 0.0 0.0 -50.0 | 10100.0 1.0
V. Transfer to Delhi, Puducherry, and 55.2 55.9 58.5 2.7 2.5 23 -1.8 1.3 4.5
Jammu and Kashmir
VI. Gross Transfers to States/UTs (I+11+II1+IV+V) 2,065 2,276 2,560 100.0 100.0 100.0 10.7 10.2 12.5
VIL. Less Recovery of Loans and Advances 12.2 50.3 50.3 0.6 2.2 2.0 21.0 311.1 0.0
VIII. Net Transfers (VI-VII) 2,053 2,225 2,510 99.4 97.8 98.0 10.7 8.4 12.8
IX. Gross Transfers / GDP (per cent) 7.0 7.0 7.2
X. Net Transfers / GDP (per cent) 6.9 6.9 7.0

Source: Union budget documents.
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