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Sharp fiscal correction to
help ease debt reduction

Fiscal deficits for
FY24 and FY25 set
at 5.8% and 5.1%

PRASANTA SAHU

IDED BY ROBUST non-

tax revenues and some

savings in capital expen-

diture,the Centre has fur-
therlowereditsfiscal deficit target to
5.8%of GDPforFY24 fromthe Bud-
get estimate of 5.9% and pegged it
at 5.1% for FY25, more impressive
thanwhat the market expected,inan
electionyear.

The Budget shows the reduc-
tionin the fiscal deficit to GDPratio
by 60, 70, and 60 basis points in
three consecutive years to reach
4.5% of GDP for FY26 envisioned
in the medium-term glide path.
This could boost India’s credentials
for a sovereign rating upgrade by
global rating agencies.

Asaresult,the Centreannounced
areduction in gross borrowing by
8.4% on-year to ¥14.13 trillion for
FY25 which analysts say will cool
bondyields further over the coming
year. “The higher than expected
capex and lower than projected fis-
cal deficit suggest that the quality of
expenditureis goingtobe healthier,”
Icrachiefeconomist Aditi Nayarsaid.

The Centre’s fiscal deficit,which
hit 9.2% of GDPin Covid-hit FY21,
thehighestin thelast four decades,
wasbroughtdownto 6.7%inFY22
and further to 6.4% in FY23.
Accordingly, the reduction in the
Centre’s debt-to-GDP ratio is seen
from the peak of 60.8% in 2020-
21,the Covidyear,to 56%in 2024-
25 (BE) is 4.8 percentage points.

“This will have a positive impact
on the ratio of interest payments to
revenue receipts. In terms of the
FRBM debt-GDP benchmark of
409%,the Gol still has some distance
to cover,” said DK Srivastava, chief
policyadvisor, EY India.

Interest payments to revenue
receipts, which were at around 39%
in FY23, would be maintained
around that level in FY24 and FY25
as well. With the assumption of a
sharper expansion in revenue
receipts of around 11.2% compared
to revenue expenditure by about
3.2%, the revenue deficit estimate
entailsasubstantial correctionto 2%
of GDPinFY25 from 2.8% projected
forFY24REand 2.9%in FY24BE.

Total expenditure is pegged at
347.66 trillion for FY25, up 6% on-
year.The expenditure is marginally

lower in FY24RE at ¥44.9 trillion as
against the BE of 345 trillion.

The nominal GDP growth is
expected to be 10.5 % and net tax
revenue growth is expected to grow
by 11.95%, which is a conservative
estimate, according to Murthy
Nagarajan,Head-Fixed Income, Tata
Asset Management.

Asreported by FE, the Centre has
continued the thrust on capital
expenditure by providing an outlay
of ¥11.11 trillion for FY25, an
increase of around 11% over FY24
BE and 16.9% over FY24RE. As
expected, the capexoutlaywas mod-
erated to 9.5 trillion in FY24RE
from FY24BE of %10 trillion due to
lowerutilisation bystatesfromaspe-
cial capexloan facility of ¥1.3 trillion
and no capital infusion in state-run
oil marketing firms. Even then, the

FY24 capex works out to be over
28% from the actual of FY23.

To strengthen the hands of the
states, the scheme for providing
financialassistance to the states for
capital expenditure introduced in
2022-23 has been extended to
FY25 aswell with an outlay of 1.3
trillion as against the revised esti-
mate of 1.06 trillion for FY24 as
against the FY24BE of X1.3 trillion.
The reduction in FY24 was due to
non-fulfilment of fiduciary condi-
tions by some states.

Thanks to 188% on-year jump
in surplus transfer to 387,416
crore from RBI in FY24, the Cen-
tre’s non-tax revenues were 25%
higher at ¥3.76 trillion compared
with the BE. For FY25BE, the non-
tax revenues are estimated to be
¥3.99 trillion, up 6% on-year.




