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KEY HIGHLIGHTS
Context of the News

Union Budget 2026–27 presented by Nirmala
Sitharaman amid global economic uncertainty.
Focus on productivity-led growth, employment
generation, and global integration.
Ninth consecutive Budget by the same Finance
Minister.
No major changes in direct tax rates for
individuals or corporates.

Key Points
Capital Expenditure:

₹12.2 lakh crore for 2026–27 (RE 2025–26:
₹10.9 lakh crore).
Reinforces capex-led growth strategy.

Exports & Trade:
Customs duty reductions for marine,
leather, and textile sectors.
Objective: enhance export competitiveness
and GVC integration.

Infrastructure & Logistics:
Integrated East Coast Industrial Corridor.
Dedicated Freight Corridor: Dankuni (WB)–
Surat (GJ).
First new National Waterway in Odisha
connecting mineral and port regions.

Strategic Minerals:
Rare earth corridors in Odisha, Kerala,
Andhra Pradesh, Tamil Nadu.

Three Kartavyas:
Economic growth and competitiveness.

Capacity building and skill development.
Inclusive access to resources and
opportunities.

Sectoral Focus:
Manufacturing (strategic/frontier sectors).
MSMEs (champion MSMEs).
Services skilling: healthcare, medical
tourism, AVGC, design.

Social Inclusion:
Farmer income through productivity and
entrepreneurship.
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.
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KEY HIGHLIGHTS
Context

16th Finance Commission report submitted to
the President on 17 November 2025 and tabled
in Parliament with Union Budget 2026–27.
Centre accepted the recommendation to
retain 41% vertical devolution of divisible pool
taxes to States.
₹1.4 lakh crore provided as Finance
Commission Grants for FY 2026–27 (Local
Bodies + Disaster Management).
Horizontal devolution formula revised,
increasing shares of Tamil Nadu, Kerala,
Andhra Pradesh, Telangana, Karnataka.

Key Points
Vertical Devolution:

States’ share in divisible pool: 41%
(unchanged since 15th FC).

Divisible Pool Concern:
Share of divisible pool reduced from 89.1%
(2014–15) to 74–80% (2020–24) due to
cesses and surcharges.

Horizontal Devolution Criteria (16th FC):
Per capita GSDP distance: 42.5% (↓ from
45%)
Population: 17.5% (↑ from 15%)
Demographic performance: 10% (↓ from
12.5%)
Area: 10% (↓ from 15%)
Forest cover: 10% (unchanged)

Revised State Shares (examples):
Andhra Pradesh: 4.217%
Karnataka: 4.131%
Tamil Nadu: 4.097%
Kerala: 2.382%
Telangana: 2.174%

Static Linkages
Finance Commission: Article 280, Constitution
of India.
Divisible pool of taxes: Article 270.
Cesses and surcharges: Article 271 (not
shareable with States).
Fiscal federalism objectives: vertical and
horizontal balance.
Equalisation principle in public finance
(Economic Survey, NCERT Macroeconomics).

Critical Analysis
Positives

Maintains stability in Centre–State fiscal
relations.
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.
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KEY HIGHLIGHTS
Context

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

BCD on potassium hydroxide increased
from nil to 7.5% → impacts chemical,
detergent, soap, battery industries.
Duty on umbrellas (non-garden) revised to
20% or ₹60 per piece (whichever higher) →
curb undervalued imports.
Duty on dutiable personal imports reduced
from 20% to 10%.
NCCD on chewing tobacco and Jarda
increased from 25% to 60% (effective duty
unchanged).

Export Promotion
Duty-free import limit for seafood
processing inputs increased from 1% to 3%
of previous year’s FOB exports.
Advance Authorisation Scheme: Export
obligation period extended from 6 months
to 1 year for leather, textiles, footwear.

SEZ Reforms
One-time concessional duty for SEZ units
to sell into DTA up to a prescribed export-
linked limit.
Safeguards to protect DTA manufacturers.

Customs & Trade Facilitation
Single digital window for multi-agency
cargo clearance by end of FY.

Customs Integrated System to be rolled out in
two years.

External Assessment
Global Trade Research Initiative: Budget is
country-neutral but improves U.S. exporters’
market access in high-value sectors.

Static Linkages 
Customs duties as tools of trade policy and revenue
mobilisation.
Foreign Trade Policy instruments: Advance
Authorisation, SEZs.
Risk Management System (RMS) in Customs.
WTO principles: MFN, bound tariffs.
NCCD as a non-tariff fiscal levy.

Critical Analysis
Advantages

Improves Ease of Doing Business through
digitalisation and trust-based systems.
Boosts export competitiveness in seafood, leather
and textiles.
Reduces logistics cost and clearance time.
Supports SEZs affected by global trade disruptions.

Concerns
Higher input tariffs may raise manufacturing costs.
Risk of cost-push inflation if domestic substitutes
are inadequate.
Greater foreign market access may pressure infant
industries.
Tobacco duty change weakens public health
signalling.

Way Forward
Align tariff hikes with domestic capacity creation.
Integrate Customs reforms with PLI and logistics
policy.
Strengthen risk analytics to prevent misuse of trust-
based systems.
Periodic review of SEZ-DTA concessions.
Ensure tariff policy consistency with WTO
commitments.

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.
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KEY HIGHLIGHTS
Context of the News

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.
Objective aligns with improving financial
stability, productive investment, and urban
infrastructure financing.

Key Points
Securities Transaction Tax (STT):

Futures: increased from 0.02% to 0.05%.
Options premium: increased from 0.10% to
0.15%.
Options exercise: increased from 0.125% to
0.15%.

Purpose of STT hike: Curb excessive
speculative trading and enhance market
discipline.
NRI Portfolio Investment Reforms:

Persons Resident Outside India (PROI)
allowed to invest in listed equities through
Portfolio Investment Scheme.
Individual investment limit increased from
5% to 10%.

Aggregate limit for all PROIs raised from
10% to 24%.

Municipal Bonds:
₹100 crore incentive for single municipal
bond issuances exceeding ₹1,000 crore.

Corporate Bond Market:
Proposal for corporate bond indices.
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
Short-term reduction in market liquidity.
Higher cost burden on retail derivative
participants.
Weak financial capacity and governance of
Urban Local Bodies.
Need for strong regulatory oversight for bond
derivatives.

Way Forward
Strengthen municipal financial management
and creditworthiness.
Improve investor awareness and financial
literacy.
Gradual and predictable tax policy changes.
Complement bond market reforms with
market-making and credit enhancement.
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KEY HIGHLIGHTS
Context of the News

Union Budget announcement to constitute a
High-Level Committee on Banking for Viksit
Bharat.
Objective: Review banking and financial sector
architecture to meet India’s next phase of
growth.
Assurance of financial stability, inclusion, and
consumer protection.
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
Indian banking sector status:

Improved asset quality (GNPA at multi-year
low – RBI/Economic Survey).
Record profitability and strong capital
adequacy.
Banking coverage extended to 98%+
villages.

Committee mandate:
Review credit delivery mechanisms.
Assess role of banks in long-term growth
financing.
Align banking with Viksit Bharat vision.

Trade union concern:
Committee seen as step towards
privatisation of PSBs.
Fear of dilution of priority sector lending
and rural banking.

NBFC restructuring:
PFC and REC to support financing of
renewables, nuclear, transmission, storage.
Objective: scale, efficiency, and alignment
with energy transition.

Static Linkages 
Bank Nationalisation (1969, 1980) → rural
expansion & social banking.
Priority Sector Lending (PSL) under RBI
guidelines.
Role of PSBs in counter-cyclical lending.
NBFCs as long-term infrastructure financiers.
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.
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.
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.
Strengthen regulatory oversight and consumer
protection.
Align NBFC reforms with climate and energy
transition goals.
Ensure balanced public–private banking
ecosystem.
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KEY HIGHLIGHTS
Context of the News

The Union Budget introduced targeted tax and
regulatory reforms to promote India as a global
hub for data, cloud computing, and digital
services.
Key measures include expansion of Safe
Harbour Rules, long-term tax holidays for data
centres, and automatic approval mechanisms
for IT-related services.
The reforms aim to attract foreign investment,
strengthen Global Capability Centres (GCCs),
and support AI-driven digital infrastructure.

Key Points
Safe Harbour threshold increased from ₹300
crore to ₹2,000 crore under transfer pricing
provisions.
Uniform Safe Harbour margin (~15–15.5%)
applied to all IT and IT-enabled services.
Automatic, rule-based approval system
introduced to reduce litigation and discretion.
20-year tax holiday (up to 2047) for foreign
companies establishing data centres in India.
15% cost-based Safe Harbour for data services
provided to related foreign entities.
Policy recognises data as a strategic economic
asset critical for AI, 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
AI 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 AI, cloud, and
data technologies.
Periodic review of incentives to ensure fiscal
sustainability.
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KEY HIGHLIGHTS
Context

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
Textile Sector: ~25% increase in allocation over
2025–26.
Significance: Signals priority to employment-
intensive manufacturing and value addition.
MSME Sector: Allocation doubled.
Significance: Addresses credit constraints,
scaling challenges, and competitiveness of
small firms.

Manufacturing & Technology Support
High-Technology Tool Rooms:

To be set up by CPSEs in two locations.
Digitally enabled, automated service
bureaux.
Functions: Local design, testing, and mass
manufacturing of high-precision
components at lower cost.
Impact: Enhances MSME access to
advanced manufacturing infrastructure.

Scheme for Enhancement of Construction &
Infrastructure Equipment:

Promotes domestic manufacturing of high-
value, technologically advanced
equipment.
Relevance: Import substitution and
strengthening capital goods sector.

Container Manufacturing Scheme:
₹10,000 crore over five years.
Aims to reduce dependence on imported
containers and support logistics resilience.

Textile Sector–Specific Measures
Sports Goods Promotion Programme:

Diversification into high-growth niche
segments.

National Fibre Scheme:
Focus on manmade fibre, silk, wool, etc.
Addresses fibre imbalance and global
demand shift.

Mega Textile Parks (Challenge Mode):
Emphasis on technical textiles and value
addition.

Textile Expansion & Employment Scheme:
Modernisation of traditional clusters.
Capital support for machinery, technology
upgradation, testing & certification centres.

National Handloom & Handicraft Programme:
Targeted support for weavers and artisans.

Mahatma Gandhi Gram Swaraj Initiative:
Boost to khadi, handloom, and handicrafts.

Tex-Eco Initiative:
Promotes sustainable and globally
competitive textiles.

Samarth 2.0:
Upgradation of textile skilling ecosystem.
Overall Impact: Employment generation,
sustainability, and export readiness.

MSME & Industrial Cluster Reforms
Rejuvenation of Legacy Industrial Clusters:

Revival of 200 clusters nationwide.
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SME Growth Fund:
₹10,000 crore dedicated fund.
Objective: Create future champions among
MSMEs.

Self-Reliant India Fund (SRIF):
Additional ₹2,000 crore.
Enables micro units to access risk capital,
not just debt.

Credit, Payments & Market Reforms for MSMEs
TReDS as Mandatory Platform:

All MSME purchases by CPSEs to be settled
via TReDS.
Significance: Addresses delayed payments
problem.

CGTMSE Credit Guarantee for TReDS:
Credit guarantee support for invoice
discounting.

GeM–TReDS Linkage:
Integrates government procurement with
MSME financing.

Asset-Backed Securities (ABS) on TReDS
Receivables:

Enables a secondary market for MSME
receivables.
Impact: Improves liquidity, lowers financing
cost, deepens financial markets.

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY



KEY HIGHLIGHTS
Background and Rationale

Structural shift in disease burden: India is
witnessing a transition from communicable
diseases to non-communicable diseases
(NCDs) such as diabetes, cancer and
autoimmune disorders.
Policy response: Biopharmaceuticals (biologics
and biosimilars) are critical for long-term
management of NCDs, improving longevity and
quality of life.
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
Outlay: ₹10,000 crore over five years.
Objective: Develop India into a global
biopharma manufacturing hub, moving from
volume-based to value-based leadership.
Focus areas:

Domestic production of biologics and
biosimilars
Promotion of knowledge, technology and
innovation
Strengthening the entire biopharma
ecosystem

Key Institutional and Infrastructure Measures
Human capital and education

Setting up three new National Institutes of
Pharmaceutical Education and Research
(NIPERs)
Upgradation of seven existing NIPER
facilities

Clinical research ecosystem
Creation of a network of 1,000+ accredited
clinical trial sites across India

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

Regulatory strengthening
Capacity building of the Central Drugs
Standard Control Organisation (CDSCO)
Introduction of a dedicated scientific
review cadre and specialist reviewers
Aim: alignment with global regulatory
standards and faster approval timelines

Significance of Biopharmaceuticals
Nature of biologics:

Large, complex molecules produced using
living systems (microorganisms, plant or
animal cells)
More difficult to characterise and regulate
than small-molecule chemical drugs

Strategic advantage:
High entry barriers → greater value addition
Essential for advanced therapies in
oncology, endocrinology and immunology

Industry and Economic Implications
Sectoral diversification:

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

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

Innovation ecosystem:
Encourages R&D, public–private
collaboration and technology transfer
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KEY HIGHLIGHTS
Context of the News

Union Budget 2026–27 presented amid global
trade fragmentation and geopolitical
uncertainty.
Protectionist trade policies by major
economies affecting global value chains.
Persistent weakness in India’s manufacturing
sector despite multiple policy initiatives since
2014.
Budget signals renewed emphasis on domestic
manufacturing and import substitution.

Key Points
Manufacturing share in GDP stagnated at ~15–
16% (Economic Survey).
Manufacturing employment share declining →
premature deindustrialisation.
Gross Fixed Capital Formation growth modest
→ erosion of industrial capacity.
Rising import dependence on capital and
intermediate goods.
Budget measures include:

Rationalisation of customs duties to
correct inverted duty structure.
Simplification of import procedures.
Focus on electronics components and sub-
assemblies.
Proposal for rare earths corridor in
mineral-rich coastal States.
Expansion and modernisation of MSME
clusters.

Net FDI inflows as % of GDP declined sharply in
recent years (RBI).

Static Linkages
Structural transformation and
industrialisation.
Inverted duty structure in indirect
taxation.
Capital formation and long-term growth.
Import substitution vs export-led growth.
Special Economic Zones as export-
promotion instruments.
Fiscal federalism and Centre–State
relations.

Critical Analysis
Positives

Tariff correction may improve domestic
value addition.
Focus on electronics and critical minerals
strengthens supply-chain resilience.
MSME clustering can improve
productivity and employment.

Concerns
Limited push for fixed investment revival.
Weak focus on attracting high-technology
FDI.
Allowing SEZ units to sell domestically
dilutes export orientation.
Centre–State fiscal issues not addressed
despite upcoming Finance Commission.

Way Forward
Provide stable policy regime to revive FDI
inflows.
Shift from assembly-led to ecosystem-
based manufacturing.
Strengthen export competitiveness of
SEZs.
Enhance Centre–State coordination in
industrial infrastructure.
Integrate industrial policy with skilling,
R&D and technology transfer.
Set medium-term manufacturing targets.

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY



KEY HIGHLIGHTS
Context of the News

Union Budget 2026–27 presented during a
phase of high GDP growth with moderate
inflation.
India has become the 4th largest economy in
nominal GDP terms.
Budget framed amid global geopolitical
tensions, tariff conflicts, and supply-chain
disruptions.
Focus on continuity of public investment,
fiscal consolidation, and long-term growth.

Key Points
Capital Expenditure (Capex): ₹12.2 lakh crore
(FY27) vs ₹11.2 lakh crore (FY26).
Fiscal Deficit Target: 4.3% of GDP (FY27).
Debt-to-GDP Ratio: 55.6% (current); medium-
term target of 50%.
Gross Market Borrowing: ₹17.2 trillion.
Net Market Borrowing: ₹11.7 trillion.
Nominal GDP Growth Assumption: >10%.
Inflation Outlook:

GDP deflator: ~3%.
CPI inflation: ~4%+.

Limited space for further monetary easing due
to higher borrowing.

Sectoral Measures
Manufacturing Focus:

Support to 7 strategic/frontier sectors
(electronics, semiconductors, biopharma,
chemicals, capital goods, textiles).
Electronics Component Manufacturing
Scheme: Outlay increased to ₹40,000
crore.
India Semiconductor Mission 2.0
announced.

Logistics & Infrastructure:
₹10,000 crore for container
manufacturing.
Investment in freight corridors and
transport infrastructure.

MSME Support:
₹10,000 crore SME Growth Fund for
equity financing.
Targeted support for export-oriented
MSMEs affected by higher US tariffs.

Digital Infrastructure:
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.
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KEY HIGHLIGHTS
Context

Union Budget 2026–27 presented amid global
geoeconomic and geopolitical uncertainties.
Shift from tax-centric reforms (Budget 2025) to
a diffused, sector-based growth strategy.
Emphasis on stability, implementation and
medium-term competitiveness rather than
disruptive reforms.

Key Points
Manufacturing push across seven sectors:

Biopharma, Semiconductors, Electronics,
Rare Earths, Chemicals, Capital Goods,
Textiles.

Biopharma SHAKTI Scheme: ₹10,000 crore
over five years to strengthen domestic
biopharma manufacturing.
India Semiconductor Mission 2.0 and higher
allocation to Electronics Component
Manufacturing Scheme.
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:

High-level committee on education–employment–
enterprise linkage.
Focus on healthcare and medical tourism.

Capital expenditure:
₹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:
Fiscal deficit: 4.3% of GDP (2026–27).
Corporate tax growth projected ~14%.
Income tax growth muted due to previous slab
rationalisation.
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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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:

Rationalised customs duties
Correction of inverted duty structures
Faster MSME payments
Private sector R&D

Climate focus: carbon capture utilisation and
storage (CCUS) for steel and cement.

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.

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY

CHANAKYA IAS ACADEMY



KEY HIGHLIGHTS
Context of the News

First Advance Estimates project GDP growth
~7.4%, while agriculture growth slows to ~3.1%
in FY26 (from ~4.6% in FY25).
Union Budget continues subsidy- and welfare-
dominated spending in agriculture, with
limited increase in developmental expenditure.
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
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.
Total rural-agrarian support (subsidies +
welfare): ~₹6.7 lakh crore (~12.6% of total
Budget).

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.
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KEY HIGHLIGHTS
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).
For 2026–27, the deficit is reduced further to
4.3%, showing commitment to FRBM targets.
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?
Capital expenditure (capex) creates productive
assets (roads, railways, ports).
Capex increased from ₹4.26 lakh crore (2020–
21) to ₹12.21 lakh crore (2026–27).
Capex has a higher multiplier effect than
revenue expenditure.

Why is the manufacturing push significant?
Focus on strategic sectors like
semiconductors, rare earths, biologics.
These sectors are critical for:

Supply chain resilience
Reducing import dependence (especially
on China)
National security and technology
leadership

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

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

Why is subsidy spending a concern?
Food + fertiliser subsidy reached ₹4.15 lakh
crore (2025–26).
Overshooting indicates:

Open-ended procurement
Underpriced urea

No roadmap for subsidy rationalisation
provided.

Why is lack of privatisation highlighted?
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?
Pollution affects:

Public health
Labour productivity
Investor perception

Budget did not create a dedicated pollution-
control fund.
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