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Capex scale-up

Uniom Bughget sets Centre'’s capital expenditure target at TE22 lakh crores Inclia must stay deeply
integrated with global markets, sttracting stable kong-term investment, savs Finance Minister

T.C-A. Sharasl Raghavan

NEW DELIN
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KEY HIGHLIGHTS

Context of the News

¢ Union Budget 2026-27 presented by Nirmala
Sitharaman amid global economic uncertainty.
e Focus on productivity-led growth, employment

* Ninth consecutive Budget by the same Finance

ways o be comscructed
woulkl be in Odisha, con-

foree in areas sach as
healthcare, medical tou-

¢ rism, animal hushandry,

animation, visual effects,
gaméng  and  comics
AANGE), and design.
Ansouncements under
ithe third ko @ inchad-
i R [0 (T
farmer incomes
mn]utuﬂlrlmh.lummrl
and] entrepie
powering India’s d.l-mnr.
and vulnerable population
thrcgh livelihood oppar-
nmities, training, high-

- quality assisthve devices

and access o menial
health and trauma care.

generation, and global integration.

Minister.

* No major changes in direct tax rates for
individuals or corporates.

Key Points
e Capital Expenditure:

o ¥12.2 lakh crore for 2026-27 (RE 2025-26:

¥10.9 lakh crore).

o Reinforces capex-led growth strategy.
Exports & Trade:
o Customs duty reductions for marine,
leather, and textile sectors.

o Objective: enhance export competitiveness

and GVC integration.
Infrastructure & Logistics:

o Integrated East Coast Industrial Corridor.
o Dedicated Freight Corridor: Dankuni (WB)-

Surat (GJ).

o First new National Waterway in Odisha
connecting mineral and port regions.

Strategic Minerals:

o Rare earth corridors in Odisha, Kerala,

Andhra Pradesh, Tamil Nadu.

Three Kartavyas:
o Economic growth and competitiveness.

o Capacity building and skill development.
o Inclusive access to resources and
opportunities.
Sectoral Focus:
o Manufacturing (strategic/frontier sectors).
o MSMEs (champion MSMEs).
o Services skilling: healthcare, medical
tourism, AVGC, design.
Social Inclusion:
o Farmer income through productivity and
entrepreneurship.
o Livelihood, assistive devices, mental health
access for divyang and vulnerable groups.

Static Linkages

Public capital expenditure multiplier
(Economic Survey).

National Industrial Corridor Development
Programme.

National Waterways Act, 2016.

Critical Minerals strategy (energy transition,
strategic autonomy).

Inclusive growth and DPSPs (Articles 38, 39).

Critical Analysis
Positives

Sustains growth amid weak global demand.
Improves logistics efficiency and export
competitiveness.

Strategic focus on rare earths enhances supply
security.

Concerns

Limited boost to consumption demand due to
no tax relief.

Execution and environmental challenges in
mining and corridors.

MSME credit and technology gaps remain.

Way Forward

Strengthen Centre-State coordination in
infrastructure projects.

Complement capex with demand-support
measures if required.

Accelerate MSME finance and technology
adoption.

Ensure environmental safeguards in mineral-
rich regions.



Tax devolution for States at 41%; South gets share hike

T.C.A. Sharad Raghavan
NEW DELHI

The 16th Finance Cormmis-
sion (16th FC) has recom-
mended that the Centre re-
tain the 41% share of tax
devolution to States as has
been in force since 2021. Fi-
nance Minister Nirmala
Sitharaman, in her Budget
speech, announced that
the Centre has accepted
the recommendations.
“The government has
accepted the recommen-
dation of the Commission
to retain the vertical share

of devolution at 41%,” Ms.
Sitharaman said. “As re-
commended by the Com-
mission, 1 have provided
1.4 lakh crore to the States
for the FY 2026-27 as Fi-
nance Commission Grants,
These include Rural and
Urban Local Body and Dis-
aster Management Grants.”

While the report recom-
mended the same share of
devolution between the
Centre and States, it
tweaked the formula that
decides the division of the
share. This raises the share
for five Southern States —

KEY HIGHLIGHTS

Context

Tamil Nadu, Kerala, And-
hra Pradesh, Telangana,
and Karnataka.

The 16th FC submitted
its report to the President
on November 17, 2025,
which was tabled in Parlia-
ment on Sunday. It noted
that the “only in-
strument” available
to the commission
to assist the financ-
es of the Centre was
its share in the divis-
ible pool.

The report said there
was no further space to cut
the States’ share in the di-

e 16th Finance Commission report submitted to
the President on 17 November 2025 and tabled
in Parliament with Union Budget 2026-27.

e Centre accepted the recommendation to
retain 41% vertical devolution of divisible pool
taxes to States.

e 1.4 lakh crore provided as Finance
Commission Grants for FY 2026-27 (Local
Bodies + Disaster Management).

e Horizontal devolution formula revised,
increasing shares of Tamil Nadu, Kerala,
Andhra Pradesh, Telangana, Karnataka.

Key Points

e Vertical Devolution:

visible pool as the Centre’s
cesses and surcharges -
not sharable with the
States — had “cut” the size
of the divisible pool from
89.1% of gross tax revenues
in 2014-15 to 74%-80% dur-
ing the 2020-24 period for
which actual figures
are available.

A State's popula-
tion now accounts
for 17.5% of the
weightage up from
the previous 15%. Its

demographic performance
~ how successfully it has

managed to contain popu-

Static Linkages

lation growth - has a lower
weightage of 10% from the
previous 12.5%. The area of
the State has been granted
a 10% weightage by the
16th FC as compared to
15% previously.

A State’s forest cover
now receives a 10% weight-
age, the same as earlier.
Per capita GSDP difference
- the difference between a
State’s average per capita
income and that of the
State with the highest per
capita income — has the
highest  weightage of
42.5%, down from 45% ear-

lier. As per the 16th FC's re-
commendations, Andhra
Pradesh is to receive
4.217% of the devalved
amount, up from the pre-
vious 4.047%.

Karnataka's share has
gone up to 4.131% from
3.647%. Kerala's share has
increased to 2.382% from
1.925%. Tamil Nadu's share
has increased to 4.097%
from 4.079%, and Telanga-
na’s share has gone up to
2.174% from 2.102%.

4.3% FISCAL DEFICIT
» PAGE 15

e Finance Commission: Article 280, Constitution

of India.

e Divisible pool of taxes: Article 270.

e Cesses and surcharges: Article 271 (not
shareable with States).

* Fiscal federalism objectives: vertical and
horizontal balance.

e Equalisation principle in public finance
(Economic Survey, NCERT Macroeconomics).

Critical Analysis

Positives

e Maintains stability in Centre-State fiscal

relations.

o States’ share in divisible pool: 41%

(unchanged since 15th FC).
* Divisible Pool Concern:

o Share of divisible pool reduced from 89.1%
(2014-15) to 74-80% (2020-24) due to
cesses and surcharges.

e Horizontal Devolution Criteria (16th FC):

o Per capita GSDP distance: 42.5% (¥ from
45%)

o Population: 17.5% (* from 15%)

o Demographic performance: 10% (¥ from
12.5%)

o Area: 10% (¥ from 15%)

o Forest cover: 10% (unchanged)

* Revised State Shares (examples):

o Andhra Pradesh: 4.217%

Karnataka: 4.131%
Tamil Nadu: 4.097%
Kerala: 2.382%
Telangana: 2.174%

O O O O

e Higher weight to income distance strengthens

inter-State equity.

Forest cover criterion supports environmental
conservation.

Addresses concerns of southern States
regarding fiscal imbalance.

Concerns

Excessive use of cesses and surcharges
weakens fiscal federalism.

Reduced weight to demographic performance
may dilute population control incentives.
States’ fiscal dependence on Centre continues.
Local bodies remain financially constrained.

Way Forward

Rationalise cesses and surcharges to expand
divisible pool.

Strengthen States’ own tax capacity.
Enhance transparency and predictability in
transfers.

Provide greater flexibility in utilisation of
grants.

Link future devolution to outcome-based
performance indicators.



Customs procedures to get simpler

Customs Integrated System will be rolled out in two years as a single, integrated and scalable platform for all the Customs processes;
approvals for cargo clearance to be processed through a single and interconnected digital window by the end of the financial year

M. Soundariya Preetha

COIMBATORE

he Union Budget

has removed Basic

Customs Duty on a
range of products, but also
raised the levy on some. It
also envisions simplifica-
tion of the Customs proce-
duires, moving into “trust
based systems™ for ease of
doing business,

The Basic Customs Duty
on potassium  hydroxide
will go up to 7.5% from nil,
increasing input costs for
industries such as chemi-
cals, soaps. detergents,
and batteries unless there
is adequate domestic avail-
ability. The duty on um-
brellas {other than garden
umbrellas) has been re-
vised from 20% to either
20% or 160 per plece, whi-

T :

Hardness test: S0aps and detergents may get dearer as levy an

bt o

potassium Mydrosde has been hiked to 7.5% from nil. FILE PHOTD:

chever is higher, to curb
low-priced imports.

All dutiable goods im-
ported for personal wse
will see a reduction of duty
from 20% to 10%. For
chewing tobacco and Jar-
da-scented tobacco, the
National Calamity Contin-
gent Dury will be increased
1o 60% from 25% from May

1. However, effective duty
rate on these products will
remain unchanged.

The Global Trade Re-
search Initiative report
says that the Budget,
though country-neutral,
improves market access
prospects for LS. expor-
1ers across several high-va-
lue sectors.

Finance Minister Nirma-
la Sitharaman has also pro-
posed to increase the limit
for dutyfree import of
specified inputs used for
processing seafood pro-
ducts for export, from the
current 1% to 3% of
the FOB value of the
previous years ex-
eOTt TUrmover.

The time period
for export of the fi-
nal product under
the Advance Authorisation
scheme has been extended
to one year from six
maonths for export of leath-
er or textile garments,
leather or synthetic foot-
wear and other leather
products.

For better use of capaci-
ties of manufacturing units
in Special Economic Zones
that are hit by global trade

disruptions, there will be a
one time measure of con-
cessional duty to facilitate
sales to sell in the domestic
tariff area limited to a pre-
scribed proportion of their
exporis. Measures will be

taken to ensure that

the units in the dom-

estic tarifl area will

ety
@ nat be affected.
80 For ease of doing

business, approvals

required for cargo
clearance from various Go-
vernment agencies will be
seamlessly processed
through a single and inter-
connected digital window
by the end of the financial
year. Processes in clea-
rance of food, drugs, plant,
animal and wild life pro-
ducts, accounting  for
around 70% of interdicted
cargo, will be operational-

ised on this system by
April. The duty deferral pe-
rind for tier-two and tier-
three Authorised Econom-
ic Operators will be in-
creased 1o 30 days and
eligible manufacturer-im-
porters will also get the du-
ty deferral eility.

The validity period of
advance ruling, binding on
Customs, will be increased
from the presemt three
years to five years.

Regular importers with
trusted long-standing sup-
ply chains will be recog:
nised in the risk system, so
that the need for verifica:
tion of their cargo can be
minimised. Customs Inte-
prated System will be
rolled out in two yearsasa
single, integrated and scal-
able platform for all the
Customs processes.

o

o}

Food, drugs, plant, animal
and wildlife clearances
(*70% interdicted cargo)
operationalised by April.
Duty deferral:
= Tier-2 & Tier-3 AEOs:
extended to 30 days.
= Extended to eligible
manufacturer-importers.
Advance Ruling validity
extended from 3 to 5 years.
Trusted importers to face
minimal cargo verification
via risk-based systems.

KEY HIGHLIGHTS

Context

* Union Budget announces selective changes in
Basic Customs Duty (BCD) along with systemic
reforms in Customs administration.

e Focus on tariff rationalisation, export
promotion, Ease of Doing Business (EoDB) and
trust-based compliance systems.

* Measures proposed by Finance Minister
Nirmala Sitharaman.

Key Points
e Tariff Measures

o BCD on potassium hydroxide increased
from nil to 7.5% > impacts chemical,
detergent, soap, battery industries.

o Duty on umbrellas (non-garden) revised to
20% or ¥60 per piece (whichever higher) »
curb undervalued imports.

o Duty on dutiable personal imports reduced
from 20% to 10%.

o NCCD on chewing tobacco and Jarda
increased from 25% to 60% (effective duty
unchanged).

e Export Promotion

o Duty-free import limit for seafood
processing inputs increased from 1% to 3%
of previous year’s FOB exports.

o Advance Authorisation Scheme: Export
obligation period extended from 6 months
to 1 year for leather, textiles, footwear.

e SEZ Reforms

o One-time concessional duty for SEZ units
to sell into DTA up to a prescribed export-
linked limit.

o Safeguards to protect DTA manufacturers.

e Customs & Trade Facilitation

o Single digital window for multi-agency

cargo clearance by end of FY.

o Customs Integrated System to be rolled out in
two years.
e External Assessment
o Global Trade Research Initiative: Budget is
country-neutral but improves U.S. exporters’
market access in high-value sectors.

Static Linkages

e Customs duties as tools of trade policy and revenue
mobilisation.

e Foreign Trade Policy instruments: Advance
Authorisation, SEZs.

e Risk Management System (RMS) in Customs.

e WTO principles: MFN, bound tariffs.

e NCCD as a non-tariff fiscal levy.

Critical Analysis
Advantages
e Improves Ease of Doing Business through
digitalisation and trust-based systems.
e Boosts export competitiveness in seafood, leather
and textiles.
e Reduces logistics cost and clearance time.
e Supports SEZs affected by global trade disruptions.
Concerns
e Higher input tariffs may raise manufacturing costs.
e Risk of cost-push inflation if domestic substitutes
are inadequate.
e Greater foreign market access may pressure infant
industries.
e Tobacco duty change weakens public health
signalling.

Way Forward

e Align tariff hikes with domestic capacity creation.

¢ Integrate Customs reforms with PLI and logistics
policy.

e Strengthen risk analytics to prevent misuse of trust-
based systems.

e Periodic review of SEZ-DTA concessions.

e Ensure tariff policy consistency with WTO
commitments.



FM hands out
a mixed bag for
capital markets

MUMBAI

Finance Minister Nirmala
Sitharaman  delivered a
mixed bag to the capital
markets, prioritising long-
term capital instruments
over shortterm ones in
Budget 2026-27.

While raising tax on de-
rivative transactions, the
FM increased investment
limits for NRIs, rationalised
taxation on share buy-
backs, and proposed mea-
sures 1o deepen bond
markets.

Ms. Sitharaman pro-
posed to raise the Securi-
ties Transaction Tax (STT)
on Futures to 0.05% from
0.02%. STT on Options
Premium and Exercise of
Options are both
proposed to  be

PROIS will be permitted
o invest in equity
instruments of listed
Indizn compenies
through the Portfolio
Investment Scheme

NIRMALA SITHARAMAN,
Finance Minkster

non-resident Indians, “In-
dividual Person Resident
Outside India (PROI} will
be permitted 1o invest in
equity instruments of st-
ed Indian companies
through the Portfolio In-
vestment Scheme. It is also
proposed to increase the
investment limit for an in-
dividual PRO1 under this

scheme from 5% to

10%, with an overall

raised to 0.05% investment limit for
from the present l all individual PROIs

rates of 0.1% and u“'

0.25% respective-

Iy, she said in her
Budget speech in Parlia-
ment on Sunday.

While stock markets
crashed up to 2% after this
announcement, lax ex-
perts sxy this is more of “a
speed bump than a
roadblock.”

While the announce-
ment was enough o keep
market players disappoint-
ed, Ms. Sitharaman deli-
vered a sweet pill in the
form of an increase in fo-
reign investment limit for

KEY HIGHLIGHTS

Context of the News

e Union Budget 2026-27 introduced selective
capital market reforms with focus on long-term

capital formation.

* Measures included higher taxation on
derivatives, liberalisation of NRI portfolio
investment, and steps to deepen bond

markets.

to 24%, from the cur-
rent 10%,” the FM
said.

Beyond equity capital
markets, the FM also pro-
posed to provide a 100
crore incentive for single
miunbcipal bond issuances
above the value of ¥1,000
crore. This is expected o
improve municipal bond
issuances which are cur-
rently lukewarm. Further,
the Minister also proposed
a framework to create mar-
kets on corporate bond in-
dices and total returns
swaps on such bonds.

o Aggregate limit for all PROIs raised from
10% to 24%.
Municipal Bonds:
o 100 crore incentive for single municipal
bond issuances exceeding ¥1,000 crore.
Corporate Bond Market:
o Proposal for corporate bond indices.
o Introduction of Total Return Swaps (TRS)
on corporate bonds.

Static Linkages

Capital markets as a source of resource
mobilisation (NCERT Macroeconomics).

Role of bond markets in financial stability (RBI,
Economic Survey).

Municipal bonds linked to urban
decentralisation and fiscal federalism (12th
Schedule).

Portfolio Investment governed under FEMA
framework.

Critical Analysis
Advantages

Promotes long-term investment over
speculative activity.

Enhances foreign portfolio participation
without ownership dilution.

Supports development of municipal finance
for urban infrastructure.

Improves depth and risk management in bond
markets.

Challenges

* Objective aligns with improving financial

stability, productive investment, and urban
infrastructure financing.

Key Points
e Securities Transaction Tax (STT):

o Futures: increased from 0.02% to 0.05%.

o Options premium: increased from 0.10% to
0.15%.

o Options exercise: increased from 0.125% to
0.15%.

e Purpose of STT hike: Curb excessive

speculative trading and enhance market
discipline.
NRI Portfolio Investment Reforms:

o Persons Resident Outside India (PROI)
allowed to invest in listed equities through
Portfolio Investment Scheme.

o [ndividual investment limit increased from
5% to 10%.

e Short-term reduction in market liquidity.

e Higher cost burden on retail derivative
participants.

e Weak financial capacity and governance of
Urban Local Bodies.

* Need for strong regulatory oversight for bond
derivatives.

Way Forward

e Strengthen municipal financial management
and creditworthiness.

* Improve investor awareness and financial
literacy.

e Gradual and predictable tax policy changes.

e Complement bond market reforms with
market-making and credit enhancement.



Banking sector set for sea change PFC, REC to be restructured

Lalatendu Mishra

Saptaparno Ghosh
MUMBAI/DELHI

The Indian banking sector
is heading for a ma-
jor change with Fi-
nance Minister Nir-
mala  Sitharaman
proposing to set up
a ‘High Level Com-
mittee on Banking
for Viksit Bharat' to enable
the sector lend differently.

She said the committee
will comprehensively re-
view the financial sector

and align it with India's
next phase of growth,
“while safeguarding finan-
cial stability, inclusion and
consumer protection.”

“Indian banking
sector today is cha-
racterised by strong
balance sheets, his-
toric highs in profit-
ability, improved as-
set  quality and
coverage exceeding 98% of
villages in the country,” she
said while presenting the
Budget.

“High Level Committee

KEY HIGHLIGHTS
Context of the News

¢ Union Budget announcement to constitute a
High-Level Committee on Banking for Viksit

Lending a hand: The High Level Committee on Banking for Viksit
Bharat will enable the sector lend differently. FILE PHOTO

to reform banks to suit Vik-
sit Bharat is a clear call to
privatisation of public sec-
tor banks. Private banks

work for profit and not
priority-sector lending, ru-
ral credit access, and finan-
cial inclusion areas where

Static Linkages

public banks historically
play a stabilising role,”
Amarjeet Kaur,

General Secretary, All In-
dia Trade Union Congress,
said in a statement.

“The Finance Minister
mentioned about rural
branches in 98% villages
but does not recognise that
this was possible because
of nationalised banking,”
she added.

Also, keeping the future
requirement in mind the
budget has proposed to
restructure the Power Fi-

nance Corporation (PFC)
and Rural Electrification
Corporation  (REC) to
achieve scale and improve
efficiency in public sector
NBFCs.

Abhishek Nath, Sector
Head for Energy and Pow-
er at the think-tank CSTEF,
said the move would help
NBFCs align with present
requirements. “Today, we
have to look at various
technologies, including RE
and nuclear generation, as
well as transmission and
storage,” he stated.

e Bank Nationalisation (1969, 1980) - rural

Bharat.

* Objective: Review banking and financial sector
architecture to meet India’s next phase of
growth.

e Assurance of financial stability, inclusion, and
consumer protection.

e Statement made by Finance Minister Nirmala
Sitharaman.

* Proposal to restructure Power Finance
Corporation (PFC) and Rural Electrification
Corporation (REC) to enhance efficiency of
public sector NBFCs.

Key Points
e [ndian banking sector status:
o Improved asset quality (GNPA at multi-year
low — RBI/Economic Survey).
o Record profitability and strong capital
adequacy.
o Banking coverage extended to 98%+
villages.
¢ Committee mandate:
o Review credit delivery mechanisms.
o Assess role of banks in long-term growth
financing.
o Align banking with Viksit Bharat vision.
e Trade union concern:
o Committee seen as step towards
privatisation of PSBs.
o Fear of dilution of priority sector lending
and rural banking.
* NBFC restructuring:
o PFC and REC to support financing of
renewables, nuclear, transmission, storage.
o Objective: scale, efficiency, and alignment
with energy transition.

expansion & social banking.

e Priority Sector Lending (PSL) under RBI
guidelines.

* Role of PSBs in counter-cyclical lending.

* NBFCs as long-term infrastructure financiers.

e Financial inclusion as pillar of inclusive growth.

Critical Analysis
Positives
* Prepares banking sector for large-scale
infrastructure and industrial financing.
* Opportunity to rationalise regulation and
improve efficiency.
e Strengthens NBFC role in energy transition
financing.
* Reflects confidence in banking sector health.
Concerns
* Risk of weakening social banking mandate of
PSBs.
* Private banks less inclined towards
rural/priority lending.
e Financial inclusion success largely PSB-driven.
* Need clarity on safeguards against excessive
privatisation.

Way Forward

* Clearly retain priority sector and inclusion
mandates.

* Reform PSBs for efficiency without
abandoning public ownership.

e Strengthen regulatory oversight and consumer
protection.

e Align NBFC reforms with climate and energy
transition goals.

* Ensure balanced public—private banking
ecosystem.



Tax holiday for data centres
enthuses IT business leaders

Budget may facilitate domiciliation of global IT, data operations; boost to Global Capability Centres
may spur innovation; tax holiday proposed for foreign firms establishing data centres in India

BENGALURL

he Union Budget

signalled a strategic

shift toward insting-
tionalised innovation by
aggressively lowering regu-
latory barriers and strategi-
cally re-engineering India's
fiscal framework to esta-
‘blish the nation as the de-
finitive global hub for data,
technology, and innova-
tion, said industry experts
and analysts,

Expanding the safe har-
bour threshold to T2,000
crore alongside an auto-
mated approval system al-
so provided much-needed
fiscal predictability for
large Global Capability
Centres (GCCs), industry
stakeholders said. “The
‘budget’s precise, data-dri-
wen approach to safe har-
‘hour is a master stroke in
regulatory clarity.

The propesal of a tax
holiday until 2047 for any
foreign company establish-
ing data centres in India,
coupled with a specific safe
harbour (a legal provision
or regulation that reduces

Holiday from lewies: A data centre with fully operational server
racks. GETTY IMAGESSTOCK

or eliminates liability, pe-
nalties or, tax, scrutiny for
individuals and business-
es, provided they meet
specific, pre-defined con-
ditions) of 15% on
cost for companies
providing data ser-
vices from India o
a related entity,
creates a powerful
anchor incentive,”
said Avinash Vashistha,
chairman & CEO of Tho
lons and former Chairman
and CEQ of Accenture In-

KEY HIGHLIGHTS

Context of the News
e The Union Budget introduced targeted tax and
regulatory reforms to promote India as a global
hub for data, cloud computing, and digital

services.

dia. According to Mr. Vash-
Istha, by clubbing all IT ser-
vices wunder a single
category with a common
safe harbour margin of
15.5%, enhancing the
monetary threshold
for availing this be-
nefit to ¥2,000 crore
from 2300 crore and
approving it via auto-
matic  rule-driven
model, the government de-
livered a predictable, scala-
ble and globally competi-
tive ecosystem that will

accelerate the domicilia-
tion of global data and IT
operations.

Gartner, a global tech
research firm, said, in to-
day’s VUCA (Volatile, Un-
certain, Complex, Ambigu-
ous) landscape, this move
transformed India from a
mere delivery hub into a
stable, strategic sanctuary
for global enterprises,

New sovereign currency
D.D. Mishra, VP analyst at
Gartner, said, “Simultane-
ously, the 20-year tax holi-
day for Cloud service pro-
viders acknowledges data
is the new sovereign
curTency.

“This is a massive tail-
wind for Al-enabled data
centres, though its success
hinges entirely on our abil-
ity to scale industrial pow-
ef infrastructine and cool-
ing requirements.”

The Budget has sent a
decisive signal to global in-
vestors by providing a
long-term tax holiday for
forelgn cloud service pro-
viders using Indian data
centres, according 1o
KPMG in India.

* Key measures include expansion of Safe
Harbour Rules, long-term tax holidays for data
centres, and automatic approval mechanisms
for IT-related services.

e Thereforms aim to attract foreign investment,
strengthen Global Capability Centres (GCCs),
and support Al-driven digital infrastructure.

Key Points

e Safe Harbour threshold increased from ¥300
crore to ¥2,000 crore under transfer pricing
provisions.

e Uniform Safe Harbour margin (~15-15.5%)
applied to all IT and IT-enabled services.

e Automatic, rule-based approval system
introduced to reduce litigation and discretion.

e 20-year tax holiday (up to 2047) for foreign
companies establishing data centres in India.

e 15% cost-based Safe Harbour for data services

provided to related foreign entities.

Policy recognises data as a strategic economic
asset critical for Al, cloud, and digital trade.
Expected to enhance tax certainty, improve
ease of doing business, and attract long-term
FDI.

Static Linkages

Fiscal policy as a tool for investment-led
growth (Economic Survey).

Transfer Pricing & BEPS framework under the
Income Tax Act, 1961.

Services-led growth model (NCERT - Indian
Economic Development).

FDI policy liberalisation and non-debt capital
inflows (DPIIT).

Digital economy and infrastructure as growth
multipliers (NITI Aayog).

Energy-industry linkage in infrastructure
development.

Critical Analysis
Advantages

Reduces transfer pricing disputes and
improves tax certainty.

Encourages high-value FDI in data, cloud, and
Al sectors.

Supports India’s transition from IT services
provider to digital value-chain hub.

Enhances predictability and scalability for
multinational firms.

Concerns

High energy and water demand of data centres
may strain infrastructure.

Risk of revenue foregone due to long tax
holidays.

Potential regional imbalance in concentration
of digital infrastructure.

Need for robust data protection and
cybersecurity capacity.

Way Forward

Align data centre expansion with renewable
energy and green infrastructure.

Strengthen data protection, privacy, and cyber
governance frameworks.

Promote decentralised digital infrastructure
across states.

Invest in skilling and R&D for Al, cloud, and
data technologies.

Periodic review of incentives to ensure fiscal
sustainability.



Labour-intensive
textile sector, MSMEs
to get new schemes

M. Soundariya Preetha
COIMBATORE

Labour-intensive  textile
and apparel and Micro,
Small and Medium-scale
Enterprise (MSME) sector
impacted by geopolitcal
developments in the last
two years received a boost
from the Budget with new
schemes and  higher
allocations.

Jump in allocation
The textile sector will see
almost a 25 % jump in bud-
getary allocation for 2026-
2027 from the current fi-
nancial year while the
MSME sector will see dou-
bling of allocation.

Union  Finance

mega textile parks deve-
loped on challenge mode
for value addition to tech-
nical textiles, a Textile Ex-
pansion and Employment
Scheme to modernise tra-
ditbonal clusters with capi-
1al support for machinery,
technology  upgradation
and common testing and
certification centres. A Na-
tional Handloom and Han-
dicraft programme would
ensure targeted support
for weavers and artisans,
Mahatma Gandhi Gram
Swaraj initiative would
boost khadi, handloom
and handieraft, Tex-Eco In-
ftiative would promote glo-
bally competitive and sus-

tainable textiles and

apparel and Sa-

Minister Nirmala marth 2.0 would
Sitharaman  said ﬁ upgrade the textile
Central Public Sec- skilling ecosystem.

tor  Entérprises

would  establish

high technology tool
rooms in two locations as
digitally enabled automat-
ed serviee bureaux that lo-
cally design, test and ma-
nufacture  high-precision
components at scale and at
lower cost.

A Scheme for Enhance-
ment of Construction and
Infrastructure Equip-
ment would be introduced
to boost lecal manufactur-
ing of highvalue and
technologically-advanced
equipment.

A sum of 10,000 crore
would be allocated during
the next five years for a
scheme for  container
manufacturing,

For the “labour-inten-
sive textile sector, the go-
vernment proposed com-
prehensive measures that
would include a special
programme  to  promote
sports goods, a National
Fibre Scheme for man-
made fibre, silk, wool, etc.,

KEY HIGHLIGHTS

Under rejuvena-
tion of legacy indus-
trial clusters, the budget
proposed a scheme to re-
vive 200 legacy industrial
clusters, create dedicated
10,000 crore SME Growth
Fund to create future
champions and top up the
Self-Reliant India Fund set
up in 2021 with ¥2,000
crore to énable micro units
access risk capital.

Settlement platform

The TReDS (Trade receiva-
bles discounting scheme)
would be a mandatory
rransaction  settlement
platform for all purchases
from MSMEs by CPSEs. A
credit guarantee support
mechanism would be in-
troduced through CGTMSE
for invaice discounting an
TReDS  platform;  GeM
would be linked with
TReDS and TReD)S receiva-
bles woulf be introduced
as asset-backed securities,
helping develop a secon-
dary market.

Context

e Rationale: Labour-intensive textile and MSME
sectors were adversely affected by
geopolitical disruptions, supply chain
realignments, and export uncertainties in the
last two years.

* Objective: Employment generation, domestic
manufacturing push, export competitiveness,
and MSME credit flow.

Budgetary Allocation

e Textile Sector: ~25% increase in allocation over
2025-26.

* Significance: Signals priority to employment-
intensive manufacturing and value addition.

* MSME Sector: Allocation doubled.

e Significance: Addresses credit constraints,
scaling challenges, and competitiveness of
small firms.

Manufacturing & Technology Support
e High-Technology Tool Rooms:

o To be set up by CPSEs in two locations.

o Digitally enabled, automated service
bureaux.

o Functions: Local design, testing, and mass
manufacturing of high-precision
components at lower cost.

o Impact: Enhances MSME access to
advanced manufacturing infrastructure.

e Scheme for Enhancement of Construction &
Infrastructure Equipment:

o Promotes domestic manufacturing of high-
value, technologically advanced
equipment.

o Relevance: Import substitution and
strengthening capital goods sector.

e Container Manufacturing Scheme:

o ¥10,000 crore over five years.

o Aims to reduce dependence on imported
containers and support logistics resilience.

Textile Sector-Specific Measures
e Sports Goods Promotion Programme:
o Diversification into high-growth niche
segments.
* National Fibre Scheme:
o Focus on manmade fibre, silk, wool, etc.
o Addresses fibre imbalance and global
demand shift.
* Mega Textile Parks (Challenge Mode):
o Emphasis on technical textiles and value
addition.
e Textile Expansion & Employment Scheme:
o Modernisation of traditional clusters.
o Capital support for machinery, technology
upgradation, testing & certification centres.
e National Handloom & Handicraft Programme:
o Targeted support for weavers and artisans.
* Mahatma Gandhi Gram Swaraj Initiative:
o Boost to khadi, handloom, and handicrafts.
e Tex-Eco Initiative:
o Promotes sustainable and globally
competitive textiles.
e Samarth 2.0:
o Upgradation of textile skilling ecosystem.
o Overall Impact: Employment generation,
sustainability, and export readiness.

MSME & Industrial Cluster Reforms
* Rejuvenation of Legacy Industrial Clusters:
o Revival of 200 clusters nationwide.



¢ SME Growth Fund:
o ¥10,000 crore dedicated fund.
o Objective: Create future champions among
MSMEs.
¢ Self-Reliant India Fund (SRIF):
o Additional ¥2,000 crore.
o Enables micro units to access risk capital,
not just debt.

Credit, Payments & Market Reforms for MSMEs
e TReDS as Mandatory Platform:
o All MSME purchases by CPSEs to be settled
via TReDS.
o Significance: Addresses delayed payments
problem.
e CGTMSE Credit Guarantee for TReDS:
o Credit guarantee support for invoice
discounting.
* GeM-TReDS Linkage:
o Integrates government procurement with
MSME financing.
* Asset-Backed Securities (ABS) on TReDS
Receivables:
o Enables a secondary market for MSME
receivables.
o Impact: Improves liquidity, lowers financing
cost, deepens financial markets.




X10,000-crore dosage for biopharma

Biopharma SHAKTI aims at facilitating domestic production of biologics and biosimilars; three new National Institutes of Pharmaceutical
Education and Research to be set up; Central Drugs Standard Control Organisation to be strengthened according to global standards

IDERARAD

he Union  Budge
T has propased a bio-
pharma  sirategy

for healthcare  advance-
ment through knowledge,
technology, and Innova
tion with an outlyy of
U0000 crore over the
mext five years to develop
India as a global biphar-
maa manufect

uring hub,

“Biopharma SHAKTI
will build the ecosystem
ffor domestic production of
béologics and biosimilars,”
Finance Minkster Nirmala
Sitharaman said in the
Budget speech on Sundsy.
Biopharma is part of the
seven sirateghe and fromber
sectors identifbed for scal-
irgg up by the government.

The decision to facilitate

e S

-

Biopharmaceuticals. are comples medicines marsdsctored from
Irving systems rather than chemical synthesls. GETTY MAGES

inmowation and ramp up
pm-ducthm of bopharma:

icals comes against the
'ba.ctdmporlnduidlstm
burden shifting towands
non-commninkcable diseas-
&% such as diabetes, cancer
and  amolmmune  disor-
ders, “Biokogic medicines
are key to longevity and
quality of life 2t affordable

costs” the Finance Minis-
ter sald.
Sefting up three new Na-
tional Instinates of Pharma:
cewtical Education and Re-
search  (NIPER)  amed
upgrading existing seven
Ercilities along with erea-
tion of a network of over
1,000 sceredsted India clin-
ical triaks sites forms. part

of the strategy on biophar-
ma. “We o streng-
then the Central Drugs
standard Comrol Osgani-
stion (CDSC0) to meet
ghobal stamdards and ap-
proval timeframes
throigh a dedicated
scientific  review

cadre and special-

Ibu[ﬂwnmml

|t|€ll|t$ arbd ||r1|-h' other
miedicines they are not ma-
mufactured throwgh chemi-
cal synthesis. According to
0.5, Food and Drug Admi-
nigtration, biological pro-
discts are generally large,
complex  maoleciles pro-
dueed through biotechnol-
oy in a living system such
as a microosganism, plam
cell or animal ocll and of-

ten more difficult o cha-
racterise than small mole-

cule drgs.

Industry reaction
Pharma industry beaders
hailed the Budget an

MOLNCETENL.

Reddy's Labotmlg
sies ehaiaran Satish
Iﬂs Ms Slthara: ’§i Reddy sabd the

H0,000-crare  pro-

gramme will bt‘ a
key enabler for In-
dla'siullnm' from volume
bty value leadership.
“Alongside the expansion
of the national clinical
trials perwork and streng:
thening of the COSCO...,
these inltlatives will en-
hance India’s capacty to
develop complex, igh-va-

lue therapies,” he gid.
“The Budget's focus on
health and biopharma ks a

wweloome step... wealso ap-
preciste the govermmen’s
emphasis on srengthening
CDSC0 amd advancing a
mare predictable, science-
bed regualatory framework.
Migning regulatory  pro
cesses with global stan-
dards, while expanding in
dias  elinical research
capabilicies, will help bring
meddical innovation tw In-
dia faster,” president and
general manager of B Lilly
and Company (India) Win-
selow Tucker said.

Amuj Scthi, senlor direc
bor at Crisill Ratings, sail In-
dias pharmaceatical sec
tor has been a leader in
kow-cost,  small-molecule
penetics. The Bopharma
SHAKTI will enabde domes-
tic companies to expand
nto more complex pro-
ducts such as biosimikars,

KEY HIGHLIGHTS

Background and Rationale

e Structural shiftin disease burden: India is
witnessing a transition from communicable
diseases to non-communicable diseases
(NCDs) such as diabetes, cancer and
autoimmune disorders.

e Policy response: Biopharmaceuticals (biologics
and biosimilars) are critical for long-term
management of NCDs, improving longevity and
quality of life.

e Strategic importance: Biopharma identified as
one of the seven strategic and frontier sectors
for scaling up under India’s industrial and
health strategy.

Biopharma SHAKTI Programme

e Qutlay:¥10,000 crore over five years.

e Objective: Develop India into a global
biopharma manufacturing hub, moving from
volume-based to value-based leadership.

* Focus areas:

o Domestic production of biologics and
biosimilars

o Promotion of knowledge, technology and
innovation

o Strengthening the entire biopharma
ecosystem

Key Institutional and Infrastructure Measures
e Human capital and education
o Setting up three new National Institutes of
Pharmaceutical Education and Research
(NIPERS)
o Upgradation of seven existing NIPER
facilities
¢ Clinical research ecosystem
o Creation of a network of 1,000+ accredited
clinical trial sites across India

o Enhances India’s capacity for advanced
clinical research and faster drug
development

e Regulatory strengthening

o Capacity building of the Central Drugs
Standard Control Organisation (CDSCO)

o Introduction of a dedicated scientific
review cadre and specialist reviewers

o Aim: alignment with global regulatory
standards and faster approval timelines

Significance of Biopharmaceuticals
* Nature of biologics:

o Large, complex molecules produced using
living systems (microorganisms, plant or
animal cells)

o More difficult to characterise and regulate
than small-molecule chemical drugs

e Strategic advantage:

o High entry barriers » greater value addition

o Essential for advanced therapies in
oncology, endocrinology and immunology

Industry and Economic Implications
e Sectoral diversification:

o Enables Indian pharma companies to move
beyond low-cost generics to complex, high-
value products

¢ Global competitiveness:

o Stronger clinical trials and science-based
regulation improve India’s credibility in
global markets

* |nnovation ecosystem:

o Encourages R&D, public-private

collaboration and technology transfer



Debating Budget 2026 as turning point or tinkering
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Context of the News * Fiscal federalism and Centre-State
e Union Budget 2026-27 presented amid global relations.
trade fragmentation and geopolitical
uncertainty. Critical Analysis
e Protectionist trade policies by major Positives
economies affecting global value chains. * Tariff correction may improve domestic
e Persistent weakness in India’s manufacturing value addition.
sector despite multiple policy initiatives since * Focus on electronics and critical minerals
2014. strengthens supply-chain resilience.
e Budget signals renewed emphasis on domestic * MSME clustering can improve
manufacturing and import substitution. productivity and employment.
Concerns
Key Points e Limited push for fixed investment revival.
e Manufacturing share in GDP stagnated at ~15- * Weak focus on attracting high-technology
16% (Economic Survey). FDI.
 Manufacturing employment share declining > * Allowing SEZ units to sell domestically
premature deindustrialisation. dilutes export orientation.
* Gross Fixed Capital Formation growth modest * Centre-State fiscal issues not addressed
- erosion of industrial Capacity' desplte upcoming Finance Commission.
e Rising import dependence on capital and
intermediate goods. Way Forward
e Budget measures include: * Provide stable policy regime to revive FDI
o Rationalisation of customs duties to inflows.
correct inverted duty structure. * Shift from assembly-led to ecosystem-
o Simplification of import procedures. based manufacturing.
o Focus on electronics components and sub- * Strengthen export competitiveness of
assemblies. SEZs.
fe) Proposa[ for rare earths corridor in e Enhance Centre-State coordination in
mineral-rich coastal States. industrial infrastructure.
o Expansion and modernisation of MSME * Integrate industrial policy with skilling,
clusters. R&D and technology transfer.
e Net FDI inflows as % of GDP declined sharply in * Set medium-term manufacturing targets.
recent years (RBI).




Budget 2026 bets big on industrial growth

udget 202627 comes at a time when the
economy is experiencing a rare goldilocks
period of high econombc growth and low
inflatiomn, The Indian econamy has become the
fourth Largest, overtaking Japan, retaining its tag
of being one of the fastest growing economiies.
Beneath the headline mumbers lie some inlerent
challenges, which could be amplified by the
uncertainty emanating from the geopolitical
crises and tariff wars, and have the potential o
hinder long-term growth. A fine balance between
ks and realistic s needed at
lhl.s]u.m'mremmxjn and enhance
fare. The Budget attempts this with a slew of
lnna amu shart-term measures, It bys out a grand
vision, skips specificities and maintains
contimty over short-term policy stimuli,

The ralse in the capex target to 212.2 lakh crore
fir FY27 from 2112 lakh exore earmarked for the
current fiscal signals continuity in maintaining
groweth primarily fuelled by public infrasirsciure
expenditure, Reaffirming 2 commitment 1o fiecal
consolidation while contimuing to prioritise
npha]qnndlngmﬁmporlmh the fiscal
deficit target has been set at 4.3% of GDP for
202627,

Stkklngloﬂsul prudence
The Budget shows that the overarching macro
policy ohjective is to stick to fiscal

muiddtermn though it would be 2 55.6% this year.
Fiscal deficit involves & gross borrowing of 017.2
trillion and a m-tlmnm-rgoﬂll T trillion.
Though the net outflow from the market is the
than kst

When we assume growth of 6.8%7. 1% in real
GO, as in the Economic Survey. inflation will be
at 29%-3.2% in terms of the GDP deflator, This
tends 1o indicate an sverage CM inflathon of closer
o 4%-plus in the year ahead, These mmbers will
change when the new series of GDFP is published.
Hewever, there may not be too much room for

£

M. Suresh Babu

s Director, Madras.
Institute of
Dewelopment Siudies

The Budget has
a shew of long-
and short4erm
measures with a
view o
maintaining
comtinuity over
short-term
policy stimuli

KEY HIGHLIGHTS

Context of the News

e Union Budget 2026-27 presented during a

Further rate cuts in this scenario, ghven the larger
borrowing programme.

Suppart for frontier sectors
Marking a stark departure from earlier Budgets,
thchrusum}um-mdwmringmwumﬁgﬁl
u-. beginning of the Finance Minkster's Budget
h. There is a concerted attempt 1o push
mduanalww’lli by targeting the
and the Micro, Smi]l,lrld Medium
Enterprises (MSME) including the khodi and
handicrafts sectors.
The expansion of support for seven strateghc
and frontier manufacturing sectors, which

expectation of revenue realisation from

investments. The target for List year was
47,000 crore of which only 18,768 crore was
realised. Seoond, it laid ;s a proposal for global
cloud service prondders such as Microsoft, Google
and Amaman to use more Indian data centres,
promitsing zero o until 2047 on ghobal cloud
services provided by them through an Indian
entity and from an Indian data centre,
Tweniy-two years of tax concession is one of the
longest ever. Thind, despite the: low employment
elasticity of the services sector, it anticipates
higher employment generation in this sector. This
seems contradictory as we see Artificial

includes semiconductors, lics
biopharma, E capital
gouxds and textiles, is an imtent w0 move beyond
Production Linked Incentives. The Electronics
Component Manuscturing Scheme outlay was
increased to 40,000 crore, while the I:udn

and other technol ing; jobs
out of segments within services. Fourth, the push
for maore data centres does not seem to be backed
lby more thrust on power generation, as these
CENITES CONSUME MOTE Power.

Finally, nmm the Economic Survwey pointed
the system, that is a very good

Semiconductor Mission 2.0 was d o ot the
cleepen domestic chip mar amd reduce
reliance on vulnerable global supply chains.

The Budget akso announced 210,000 crore for
anew container manufacturing scheme and
reinforced the Icwﬂuhackbmwlhansrcnufnlm

reight

i with a rather volatile rupes,
Ihtlsudsu maintains a silence on this.

The gaps
Though the Budget stares with a thrust on the
i meeds w be

EXpOn
corridors and transport investments. It also
respomnded 1o disnuptions caused by the tariff
conflict between China and the United States,
which has tightened acoess 1o critical mi

complemented with a comprehensive industrial
policy. Otherwise, these announcements woukd
remain d?sjoinu'_dwrts of a larger pacl:up.' The

most of which are inputs for electronics, defence
equipment, electric vehicles and renewable
ENETRY SySIES.

Measnes are addressid towards the export
sectors hit by higher ULS. duties, particularly
textiles, leather and seafood. The
announcements related 1o MSMES signal a shift
toward a structural strengthening of financing.
The E00,000 crome small and medinm
enterprises (SME) Growth Fund b expected to

hank credit by ing the equity

gap for scalable enterprises.

The Budget sprang some surprises. First,
dcswmehtw:ppbﬁmnlmmlbﬂamd
execution of disimestments, there s an

phase of high GDP growth with moderate

inflation.

* India has become the 4th largest economy in

nominal GDP terms.
e Budget framed amid global geopolitical

tensions, tariff conflicts, and supply-chain

disruptions.

e Focus on continuity of public investment,

fiscal consolidation, and long-term growth.

Key Points

e Capital Expenditure (Capex): ¥12.2 lakh crore

(FY27) vs ¥11.2 lakh crore (FY26).
e Fiscal Deficit Target: 4.3% of GDP (FY27).

e Debt-to-GDP Ratio: 55.6% (current); medium-

term target of 50%.
e Gross Market Borrowing: ¥17.2 trillion.
* Net Market Borrowing: ¥11.7 trillion.
e Nominal GDP Growth Assumption: >10%.
¢ |nflation Outlook:

o GDP deflator: ~3%.
o CPlinflation: ~4%+.
e Limited space for further monetary easing due

to higher borrowing.
Sectoral Measures

e Manufacturing Focus:
o Support to 7 strategic/frontier sectors
(electronics, semiconductors, biopharma,

chemicals, capital goods, textiles).

o Electronics Component Manufacturing
Scheme: Outlay increased to 40,000

crore.

o |ndia Semiconductor Mission 2.0
announced.

need
domestic demand, on which there is Bule
liscussion. The effective capital expenditure for
202526 was budgeted at ¥1548,282 crore but the
actual has only been 214,083,906 crore. This
shortfall affects the assumed maltipliers and
demand generation thereal. A external
is volatile, domestic employment and income
growth are crucial for expansion of the
manufacturing sector. This has the potential of
turning out to be the weak link especially during
a period of price rise. Ensuring this woulkd be the
challenge for 200627, for which we need 1o run a
marathan and a sprint at the same time

The virws rxprrsind dne perional

Logistics & Infrastructure:

o 10,000 crore for container
manufacturing.

o Investmentin freight corridors and
transport infrastructure.

MSME Support:

o ¥10,000 crore SME Growth Fund for
equity financing.

o Targeted support for export-oriented
MSMEs affected by higher US tariffs.

Digital Infrastructure:

o Proposal of zero tax till 2047 for global
cloud services provided via Indian data
centres.

Static Linkages

Public capital expenditure and growth
multiplier (Economic Survey).

Fiscal consolidation under FRBM framework.
Manufacturing-led structural
transformation.

MSMEs as drivers of employment and
exports.

Infrastructure-logistics-export
competitiveness link.

Critical Analysis
Strengths

Maintains fiscal prudence while prioritising
growth.

Signals transition from PLI-centric approach
to broader manufacturing support.
Strengthens MSME financing architecture.
Addresses supply-chain vulnerabilities in
strategic sectors.

Limitations

Absence of a comprehensive industrial
policy framework.

Under-execution of capital expenditure may
weaken demand.

Overestimation of services-sector
employment generation.

Data centre expansion not matched with
power sector planning.

Revenue assumptions from disinvestment
remain uncertain.

No explicit policy response to exchange-rate
volatility.

Way Forward

Formulate an integrated industrial policy.
Improve efficiency and timely execution of
capital expenditure.

Strengthen domestic demand through
employment generation.

Align digital infrastructure expansion with
energy planning.

Rationalise tax incentives with
accountability mechanisms.

Address macroeconomic risks from external
sector volatility.



Credible, creditable
The Budget chose prudence over
adventurism, and multipronged
measures over Big Bang reforms

here Budget 2025 was largely domi-

nated by the income-tax rate and slab

relaxations, Budget 2026 has done
away with Big Bang measures, Instead, its scatber-
shot approach, through various sectoral and is-
sue-based measures, when taken together, is
aimed at propelling India’s growth over the medi-
um term. Given the level of geoeconomic and ge-
opoalitical uncertainties that the Indian economy
faces, this diffised approach is likely a more ef-
fective policy than targeted Blg Bang announce-
ments would be. This is not the tdme for further
disruption. Budget 2026 contains announce-
ments for the manufacturing sector, various ser-
vices sectors, as well as particular provisions to
help labourintensive sectors such as textiles and
leather, In terms of mamifacturing, the Budger
includes measures covering seven well thought-
out areas: biopharma, semiconductors, electron-
ics, rare earths, chemicals, capital goods and tex-
tiles. Semiconductor and electronics manufac-
‘turing are the few sectors that have gained from
the government's existing PLI schemes. The In-
dia Semiconductor Mission 2.0 and the increased
allocation under the Electronics Companent Ma-
nufacturing Scheme are appropriate follow-ups
to this. These are sectors where India needs w
become globally competitive. The Biopharma
SHAKTI scheme i aimed at making India a global
biopharma manufacturing hub with an alloca-
thon of 210,000 crore over the next five years.
Pharmsaceuticals, already a sector that India does
well i, are exemipt from the ULS"s 50% tariffs. Itis
ako Important to support those sectors that are
currently hit by those same tariffs. The Natonal
Export Promation Mission announced in the last
Budget was implemented only by December
2025, nin¢ months into the financial year. The
Ceentre should ensure that this Budget's integrat-
ed programme for the textiles sector does not
face similar delays, Also, the various measures
aimed at creating *Champion MSMES', providing
them equity, Bquidity, and professional support,
st be implemented quickly, MSMES account
for 48.6% of India's exports, and the EU FTA,
even if it Is implemented soon, will not kick in
quick enough to offset the ongoing pain caused
Ty thee UL, tariffs. The services sector, too, stands
to benefit from Budget 2026. The high-powered
‘education to employment and enterprise” stand-
ing committee, announced by the Finance Minis-
ter, should get off the ground soon. The focus on
health care and medical tourism, where India is
already developing strengths, is a good start. In
keeping with the Budgers mulipronged ap-
proach, the Centre has sought to cater to the elec-
tion-bound States this year through several small-
e AnnoL —such as ded d h
corridors to beneht Odisha, Kerala, Andhra Pra-
desh and Tamil Nadu, a Coconut Promotion
Scheme for Kerala, an imegrated East Coast In-
dustrial Corridor for West Bengal, and the first of
the new national waterways 1o begin in Odisha -
rather than through the consolidated packages of
the past.

KEY HIGHLIGHTS

Context

e Union Budget 2026-27 presented amid global
geoeconomic and geopolitical uncertainties.
e Shift from tax-centric reforms (Budget 2025) to

As for the Centre’s finances, Budget 2026 off-
ers a mix of expenditure enthusiasm and revenue
sobriety. The capital expenditure push, especial-
Iy with regard to infrastructure creation, has con-
tinued, perhaps in reaction to the realisation that
current conditions do not encourage private in-
vestment. Overall, capital expenditure is set to
grow to 2.2 lakh crore in 2026-27, amounting to
4.4% of GDP, the highest in at least the last 10
years. This includes the announcement of dedi-
cated freight corridors and training institutes for
the manpower needed. These rail corridors are
also to be supplemented by a Coastal Cargo Pro-
motion Scheme to incentivise increasing the
share of inland waterways and coastal shipping.
It is noteworthy that the Centre has revised
downwards its capital expenditure for 202526 to
0.9 lakh crore from the 1.2 lakh crore initially
budgeted. It remains to be seen if this year's tar-
get will be met, but even coming close will pro-
vide a substantial fillip to the economy. On the re-
venue front, the Centre did not announce any
major tax cuts for individuals or corporations. In
2019 and 2025, respectively, corporations and in-
dividuals received substantial tax relief. To an-
nounce more would have put undue stress on
central finances at a time when its expenditure
commitments - known and anticipated - are
substantial. However, while direct taxes have lar-
gely received procedural improvements, the Bud-
get has included a slew of indirect tax relaxations
for the promaotion of marine, leather and textile
products exports, and speeding up India’s energy
transition. The tax revenue projections are large-
ly sober. Corporate tax revenue is projected to
grow nearly 14% over the Budget estimates of
2025-26. This is broadly in line with the revised
estimates for 202526 coming in 12.4% higher
than the actuals of the previous year. Income-tax
revenue has been budgeted to grow 1.9% over the
BE of 202526 - an expected outcome following
last Budget’s substantial rate relaxations. Gross
GST revenue has been projected to contract
13.5% in 2026-27, a reflection of the September
2025 rate rationalisation and the end of the Com-
pensation Cess. Taken together, the Centre’s fis-
cal deficit has been projected at 4.3% of GDP in
2026-27, down from 4.4% estimated for 2025-26.
While the Centre’s fiscal consolidation path since
the COVID-19 pandemic has been admirable, con-
tinued aggression in reducing the deficit deserves
some questioning. Even the Economic Survey ar-
gued for some fiscal flexibility for the Centre gi-
ven the geoeconomic and geopolitical condi-
tions. Overall, Budget 2026 may disappoint those
looking for massive tax relief or subsidies, but is
nevertheless a credible and creditable effort.

a diffused, sector-based growth strategy.

e Emphasis on stability, implementation and
medium-term competitiveness rather than
disruptive reforms.

Key Points

e Manufacturing push across seven sectors:

o Biopharma, Semiconductors, Electronics,

Rare Earths, Chemicals, Capital Goods,

Textiles.

e Biopharma SHAKTI Scheme: ¥10,000 crore
over five years to strengthen domestic
biopharma manufacturing.

* |ndia Semiconductor Mission 2.0 and higher
allocation to Electronics Component
Manufacturing Scheme.

e Targeted support to labour-intensive sectors

(textiles, leather, marine exports) through
indirect tax rationalisation.

¢ Champion MSMEs programme: focus on
equity, liquidity and managerial support.

MSMEs contribute 48.6% of India’s exports.

Services sector measures:

o High-level committee on education-employment-
enterprise linkage.

o Focus on healthcare and medical tourism.

Capital expenditure:

o 12.2 lakh crore in 2026-27 (4.4% of GDP) — highest
in a decade.
Dedicated freight corridors, rail skilling institutes.
Coastal Cargo Promotion Scheme to enhance inland
waterways and coastal shipping.

Fiscal indicators:

o Fiscal deficit: 4.3% of GDP (2026-27).

o Corporate tax growth projected ~14%.

o Income tax growth muted due to previous slab
rationalisation.

o GST revenue contraction due to rate rationalisation
and end of Compensation Cess.

Static Linkages

Public capital expenditure as a counter-cyclical fiscal
tool.

Manufacturing and MSMEs in structural transformation.
Logistics efficiency and infrastructure multiplier effect.
Fiscal consolidation under FRBM framework.

Export competitiveness and global value chain
integration.

Critical Analysis
Strengths

Reduces policy disruption during global uncertainty.
Strengthens strategic manufacturing sectors.
Infrastructure-led growth compensates for weak
private investment.

Maintains fiscal discipline while supporting growth.
Region-specific projects support cooperative
federalism.

Concerns

Risk of implementation delays.

MSME support effectiveness depends on timely
execution.

Aggressive fiscal consolidation may limit policy
flexibility.

Export relief insufficient to offset short-term tariff
shocks.

GST revenue contraction may constrain future
spending.

Way Forward

Time-bound implementation and monitoring of sectoral
schemes.

Greater Centre-State coordination for industrial
corridors.

Allow calibrated fiscal flexibility during external shocks.
Strengthen logistics and trade facilitation.

Align industrial policy with skilling and labour reforms.
Improve outcome-based evaluation of MSME support
programmes.
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counterproductive, Indla has sustained
larger deficits inthe past while maintain-
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chairmanship ol tse FREM Review Cam-
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Second, state finances rein-
foree this concemn. State deflcits.
have risen since FY22, reaching
arcund 3.2 per cent of GDP in
FY25, while state debt remains
chose to 38 per cent of GO, In n-
regrated sovensign bt markets,
sub-national stippages ralse bor-

Thechallenges of building
coalitions will include finance,
investment, encrgy, climate,
biodiversity and security. The

Budgetimplicitly
acknowledges these

throtgh a nuptre, the old order is
dead, andthe trnsition disorderly.
Influersce will acenie 1o thise e
pabie of forming agile alllances.
across trade, energy, and security.
The challenges will include fl-

‘nance, irvesement, enengy, climate,
hodiversity and securlty, The
Budget implicitly acknowledges
these as it socks o protect growth,

KEY HIGHLIGHTS

Context of the News

Union Budget FY26 assessed in the context of
global economic fragmentation and
geopolitical uncertainty.

Budget reflects a shift towards trade-led
growth, export competitiveness, and
technology-driven capital formation.

Aligned with macroeconomic assessment in
the Economic Survey.

Key Points

Growth strategy based on capital, technology,
exports.
Trade agreements with EU, UK, Australia, UAE,
Oman to diversify export markets.
Current Account Deficit at 1.3% of GDP (Q2
FY26); sustainable level ~2-2.5% of GDP.
Fiscal deficit reduced from 9.2% (FY21) to 4.4%
(FY26 BE).
Public capital expenditure increased to ¥11.21
lakh crore.
General government debt-GDP ratio declined
by ~7 percentage points since FY21.
State fiscal deficit around 3.2% of GDP (FY25);
state debt ~28% of GDP.
Investment rate stabilised near 30% of GDP.
Industrial GVA growth 7% in H1 FY26; medium
and high-technology manufacturing ~50%.
Budget focus on:

o Rationalised customs duties

o Correction of inverted duty structures

o Faster MSME payments

o Private sector R&D
Climate focus: carbon capture utilisation and
storage (CCUS) for steel and cement.

resilience. We are inthe c!mc!rhumpe
teriancase, od'wnmlnnedmh “creative

Wntlnltk‘sh{ln\wlmmlhc nﬂ'md en-
Teaneing Indiss creativiry.

Singh is president, Institure of Economic
Growth, and was chalman. Fifteanth Flnance
Commission. Stern is chairman af the
Grantham Ressarch institute on Chmaty
(Change and the Emvironment snd masmbar of
the Flowse of Lords

Workforce size >56 crore;
unemployment 4.8%; female LFPR
>41%.

City Economic Regions (CERs): ¥5,000
crore per CER over five years.
Municipal bonds raised ¥2,834 crore
(2017-25).

Property tax ~60% of ULB revenues.

Static Linkages

Fiscal deficit and debt sustainability.
Twin deficits hypothesis.
Crowding-in vs crowding-out of private
investment.

Cooperative fiscal federalism.
Agglomeration economies in
urbanisation.

Climate change as non-tariff trade
barrier.

Schumpeterian creative destruction.

Critical Analysis
Strengths

Fiscal consolidation improves macro
credibility.

Public capex supports private
investment.

Trade diversification reduces single-
market risk.

Climate-aligned manufacturing
enhances export resilience.

Urban reforms support productivity
and labour absorption.

Challenges

High government borrowing absorbs
household financial savings.

Elevated cost of capital for MSMEs.
Rising state-level fiscal stress.

Climate compliance costs for industry.
Weak municipal governance capacity.

Way Forward

Focus on quality of fiscal
consolidation.

Strengthen state-level fiscal discipline.
Reduce economy-wide cost of capital.
Integrate climate strategy with
industrial policy.

Deepen municipal finance and
governance reforms.

Build trusted trade and technology
partnerships.

Invest in human capital and
productivity-enhancing technologies.



Finance Minister has bypassed

large parts of farm sector

FROM
PLATETO
PLOUGH
BY ASHOK
GULATI

AND PURVI
THANGARAJ

Investin
agricultural
research and
development.
Indiaspends
less than 0.5 per
centofits
agricultural
GDPonR&D,
well belowthel
percent
benchmark
associated with
sustained
productivity
growth

the overall GDP growth is pro-

jected at 74 per cent, agriculture
growth is likely to slow down from 4.6 per
centin FY25t03.1 percent in FY26. Expecta-
rions that the Union Budget will give a
boosterdosetothe sector, which employs45
per cent of the workforce and contributes
roughly 17 per cent tothe overall GDP, have
been belied. The business-as-usual approach

HEFIRST advance estimates for
GDPin 2025-26 present asober-
ing picture for agriculture, While

expenditures continues,

Farmand allied sectors have received Rs
163 lakh crore. The Ministry of Agriculiure
and Farmers"Welfare (MoAFW) received Rs
14 lakh crore in Fy27 (budget estimate, BE),
an increase of 54 per cent from Rs 1.33 lakh
crore in FY26 (revised estimate or RE).
Within the MoAFW, the Department of Ag-
ricultural Research and Educationhas seen
a3 percent decrease, The allocation to the
Ministry of Fisheries, Animal Husbandry,
and Dairying increased by 267 percent —a
stepinthe right direction.

However, the bulk of the suppon to the
rural-agrarian sector, amounting to Rs 6.7
lakh crore (126 per cent of the total Budget
of Rs 53.5 lakh crore), focuses on welfare
measuresand subsidies. Allocations for food
and fertiliser subsidies together stand at
nearly 745 per cent of total Budget expendi-
ture, The food subsidy alone is estimated at
Rs 2.27 lakh crore, broadly the same as last
year's revised estimate. The fertilisersubsidy
is pegped at Rs 1.7 lakh crore, decreasing from
Rs L86lakh crore (FY26, RE),and increasing
from Rs 1.67lakhcrore (FY26, BE), The Viksit
Bharat-Guarantee for Rozgar and Ajeevika
Mission (Gramin) (VB-G RAM G) was allo-
cated Rs 95,692 crore.

‘Thevision of Viksit Bharat cannot bereal-
ised without a strongerand more productive
rural economy. Developmental expendi-
turesare the only way to improve rural liveli-
hoods. But the higher share of welfare
measures and subsidies compared to
MoAFWsbudget does not advancethis goal.

Ourprescription for addressing thisim-
balance is straightforward: Invest in agri-
cuiltural research and development. India

KEY HIGHLIGHTS

Context of the News

e First Advance Estimates project GDP growth
~7.4%, while agriculture growth slows to ~3.1%
in FY26 (from ~4.6% in FY25).

e Union Budget continues subsidy- and welfare-
dominated spending in agriculture, with
limited increase in developmental expenditure.

e Policy concerns raised regarding low public
investment in agricultural R&D and persistence
of input-linked subsidies, as highlighted in the
Economic Survey.

Key Points

e Agriculture employs ~45% of workforce and
contributes ~17% to GDP.

* Allocation to farm and allied sectors: ~¥1.63
lakh crore.

¢ Allocation to Ministry of Agriculture & Farmers’
Welfare: ~¥1.4 lakh crore (#5.4% increase over
previous RE).

* Allocation to Department of Agricultural
Research & Education: ~3% decline.

¢ Allocation to Fisheries, Animal Husbandry and
Dairying: ~26.7% increase.

e Total rural-agrarian support (subsidies +
welfare): ~¥6.7 lakh crore (~12.6% of total
Budget).

spends less than 0.5 per cent of its agricul-
tural GDPon R&D, well belowthe 1 percent
benchmark associated with sustained pro-
ductivity growth. ICRIER's research shows
that forevery million rupees spent on ferti-
lisersubsidies, only 26 people are lifted out
of poverty, whilethe same amount spent on
agricultural researchand extensioncan lift
as manyas 328 people outof poverty. Every
rupeespent on fertiliser subsidies genertes
a returnof just Rs0.88 in agricultural GDP,
while the return from agricultural RED is
Rs11.2. Yer, year after year, public spending
choices reflect the opposite priorty. Sub-
sidies look beneficial at first glance and
feteh votes, while rerurns on research and
infrastructure take time. But climate
change, groundwater stress, declining soil
quality and biodiversity loss make this
model unsustainable.

Fertiliser subsidies continue tobe input-
linked and price-based, encouraging exces-
sive use of nitrogenous fertilisers while dis-
couraging themore ecologically sustainable
balanced nutrient application. Asthe Econ-
omi¢ Survey peinted out, a gradual shift
from product-based fertiliser subsidies to
per-acre, cropand agro-climatic zone-linked
income support, combined with invest-
meents in soll testing and extension, will pro-
tect farmerswhile reducingdistortions. The
Budget has failed tobite the buller.

Inudia’s farmers face variable monsoons,
rising input costs, and natural resource con-
straints. Redirecting a portion of subsidies
inno targeted transfers, research and exten-
sion, and region-specificecological recovery
will sustain farmer incomes and publie fi-
nances, while making agriculture more pro-
ductive, resilient and sustainable. That is a
reform agenda worth pursuing now.

There is also inherent consumer bias as
the food subsidy remains the most domi-
nant at Bs 2.27 lakh crores despite a signifi-
cant reduction in poverty. This only speaks
of imationality in allocating scarce budgetary
resources, The Centre'’s “reform express”
seems to have bypassed large pans of the
farm sector.

Gulati is distinguished professar and Thangaraja

consultant at ICRIER. Views are personal

Food subsidy: ~%2.27 lakh crore (largest
component).

Fertiliser subsidy: ~¥1.7 lakh crore; remains
price-based and input-linked.

India spends <0.5% of agricultural GDP on
R&D, below the ~1% level associated with
sustained productivity growth.

Evidence shows higher poverty reduction and
GDP returns from agri-R&D compared to
fertiliser subsidies.

Static Linkages

Role of public investment in agriculture for
long-term productivity.

Green Revolution model and fertiliser-use
imbalance (N:P:K distortion).

Capital formation in agriculture vs revenue
expenditure.

Sustainable agriculture: soil health, water use
efficiency, biodiversity.

Food security vs farm income enhancement
debate.

Critical Analysis
Strengths

Increased allocation to allied sectors supports
diversification.

Food subsidy ensures short-term food
security.

Marginal reduction in fertiliser subsidy
indicates fiscal caution.

Limitations

High share of subsidies crowds out productive
investment.

Input-linked fertiliser subsidy causes nutrient
imbalance and soil degradation.

Low R&D spending weakens climate resilience
and productivity growth.

Spending pattern not aligned with declining
poverty levels.

Way Forward

Gradual shift from price-based fertiliser
subsidies to per-acre / agro-climatic income
support.

Increase public spending on agricultural R&D,
extension and irrigation.

Strengthen soil testing, precision farming and
technology diffusion.

Promote region-specific, climate-resilient
agriculture.

Use DBT mechanisms to protect farmers while
reducing distortions.



Budget moves forward
with future as focus but
ducks key reforms

HERE ARE several things to commend in Union

Finance Minister Nirmala Sitharaman's ninth full

Budget. First, the continued focus on fiscal consoli-

dation. Sitharaman has achieved the budgeted 4 4
per cent of GDP target for 2025-26, despite a huge Rs 1.63
lakh crore shortfall in tax collections. For the coming fiscal
year, she has targeted a fiscal deficlt of 4.3 per cent. Along-
side this, there is an emphasis on bringing down the Centre's
debt stock from 56.1 per cent of GDP in 2025-26 to 55.6 per
centin 2026-27. Seen in the context of the deficit- and debt-
to-GDP ratios reaching 9.2 per cent and 61.4 per cent in the
Covid yearof 2020-21, this represents a remarkable commit-
ment to fiscal prudence.

Second, this consolidation has taken place even as the
Centre’s capital expenditure has more than doubled, from Rs
4.26 lakh crore to Rs 10.96 lakh crore between 2020-21 and
2025-26. For 2026-27, the capex has been budgeted at Rs 12.21
lakh crore. Simply put. the quality of government spending
has improved with more money being allocated to growth-
stimulating avenues. Third, there isa well-meaning emphasis
anscalingup domestic manufacturing in strategic and frontier
industries suchas biologics and biosimilars, semiconductors,
electronics components, rare earth permanent magnets, and
even shipping containers and tunnel-boring equipment —
where China helds a dominant position. Fourth, the Budget
Thas wel I owards reducing tax litigation by re-
placing prosecutions with penalties and fines in the case of
miner offences and technical defaults, This has been accom-
panied by liberalisation of the safe harbour provisions invel-
ving transfer pricing in transactions between related entities.
ForITservicescompanies, the threshold for avalling them has
been raised from Rs 300 crone to Rs 2,000 crore, and it has also
been made an automated rule-based process without any tax
officer involvement.

HAT SAID, this Budget makes a misstep, while also

being a missed opportunity. At a time when India's

equity market is hugely underperforming relative to

its emerging-market peers and there is outflow of
money from foreign portfolio as well as direct investors. raising
thesecuritiestransaction tax on Ratures and optionswas a bad
idea. That the markets did not take kindly to it was reflected
In the BSE Sensex closing 1,547 polnts lower or 1.88 per cent
onSunday. That the Budget had no positive stimulus to offer
— acut in capital gains or last time's mega income tax reliefs
— did not help either.

KEY HIGHLIGHTS

Managing the economy is as much about managing senti-
ment in troubled geopolitical times. This was a Budget that
should have addressed the major concern flagged by the Econ-
omibe Survey: What Is causing forelgn investors to pause, and
“their reluctance to commit to India™? The Survey had called
for aggressive disinvestment and even lowering the minimum
state stake from 510026 per cent for the purpose of defining a

“government company ™. The I!udgel haslittletooffer onthat,
either, Nor doesith fonalisationof sub-
sidies. The combined nutgn on food and fertiliser subsidy in
2025-26 stood at Rs 4.15 lakh crore, overshooting the Budget
estimate by Rs 43,307 crore. For the coming fiscal year, thebill

hasbeen pegged at Rs 398 lakh crore, which could well be ex-
ceeded without any moves to cap consumption of subsidised
ureasalesoropen-ended procurement of wheat and rice. The
question to ask Is: When will the Narendra Modi government
bite the bullet on privatisation and subsidy rationalisation?
Hereon, the political space for taking hard decisions will, if
anything, only recede.

HE HALLMARK of the Modi government has been

that many of its consequential economic reforms

have been announced outside the Budget. This goes

for the 2019 corporate tax cuts, the labour codes, and
the recent reduction and simplification of GST rates. That,
on the face of it, holds out hope of more purposefiul measures
and action in the days ahead. One can certainly expect the
Centre to act on the Finance Commission’s recommenda-
tions on incentivising states to undertake much-needed
power sector and subsidy reforms, apart from setting their
fiscal house in order.

But the Union Budget mat 2r i ingthe
government's priorities, be it toinvestors or society at large.
Forinstance, one of the major issues shaping the perceptions
about India, not to speak of affecting its citizens, is pollution.
Couldn’t the Budget have proposed, say, a large dedicated fund
for tackling this menace within the overall capital expenditure
allocation head? The conviction that the Modi government
showed in signing free trade agreements with the European
Union, the UK, Australiaand others needs replication whenit
comes to domestic economy and governance refoms, too,

Why is the Budget considered fiscally prudent?
* Fiscal deficit shows how much the government

borrows in a year.

* Despite a ¥1.63 lakh crore tax shortfall, the
government met its 4.4% of GDP target (2025-

26).

e For 2026-27, the deficit is reduced further to
4.3%, showing commitment to FRBM targets.

e Debt-to-GDP ratio is projected to fall from
56.1% to 55.6%, indicating improving long-term

sustainability.

Why is higher capital expenditure important?
e Capital expenditure (capex) creates productive
assets (roads, railways, ports).
e Capexincreased from ¥4.26 lakh crore (2020-
21) to ¥12.21 lakh crore (2026-27).
e Capex has a higher multiplier effect than

revenue expenditure.

Why is the manufacturing push significant?
e Focus on strategic sectors like
semiconductors, rare earths, biologics.
* These sectors are critical for:
o Supply chain resilience
o Reducing import dependence (especially

on China)

o National security and technology

leadership

Why are tax litigation reforms relevant?
e Criminal cases for minor tax defaults
discouraged investment.
e Budget replaces prosecution with penalties for
technical offences.
e Safe harbour limits expanded to ¥2,000 crore
for IT services.

Why was the STT hike criticised?
e Securities Transaction Tax on futures and
options was increased.
e At atime of FPI outflows, this reduced market
attractiveness.
e Markets reacted negatively (Sensex fell
sharply).

Why is subsidy spending a concern?
e Food + fertiliser subsidy reached ¥4.15 lakh
crore (2025-26).
e Overshooting indicates:
o Open-ended procurement
o Underpriced urea
* No roadmap for subsidy rationalisation
provided.

Why is lack of privatisation highlighted?
e Economic Survey suggested lowering
government stake from 51% to 26%.
* Budget did not announce major privatisation
or disinvestment.
¢ Political economy constraints may delay
reforms.

Why does pollution matter in Budget analysis?
e Pollution affects:
o Public health
o Labour productivity
o Investor perception
e Budget did not create a dedicated pollution-
control fund.



