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PRELUDE TO UNION BUDGET 2026-27

FY27 budget comes against the backdrop of a global economy ravaged by heightened uncertainty and
fragmentation...financial markets on a precipice..Global commodity prices on a continued uptrend..lt is
important that we continue to be on path of fiscal prudence as global debt threaten to rip apart the existing
order..Remarkably India’s recovery post pandemic is better than what it was post global financial crisis
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Executive Summary.... OSB
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O The presentation of the Union Budget comes against the domino effects of a new emerging order of realpolitik, still largely opaque, yet
frightening..cascading down the annals of global financial markets with misplaced trust being the lynchpin of rout across stretched equities and
bond markets..while a risk on rally is palpable across the broader commodities, front led by precious metals but raring to extend across
industrial metals..A bigger concern is will crude break free from the artificially managed supply glut and join the bandwagon ever for a short
while

a Our expectations from Budget 2026-27:

The nominal GDP growth relevant for Budget math is expected at ~10.5%-11% as surge in international commodity prices may percolate in
WPI inflation. Based on that, fiscal deficit is expected to be at ~4.2% of GDP for FY27. Though the new GDP series may alter the fiscal
arithmetic

Borrowings may give some positive surprise as net Central borrowing for FY27 is expected at Rs 11.7 trillion (~70% of FD) and repayment
of Rs 4.87 trillion while State gross borrowings may come at Rs 12.6 trillion and repayment of Rs 4.2 trillion. RBI would need to do much
more OMOs to balance the borrowing requirements

We expect modest growth in tax revenue and flat growth in non-tax revenue
Government capex may cross Rs 12 lakh crore in FY27...a YoY growth of ~10%

As states account for a significant share of general government debt, state budgets should explicitly chart medium-term,
preferably scenario-based, debt-to-GSDP trajectories, aligned with realistic growth assumptions and development needs, rather
than relying solely on annual deficit targets.The Union Budget may highlight this

0 Our tax related and other sector specific suggestions are as follow:

To boost financial savings: (a) tax treatment for interest on deposits should be at par with LTCG and STCG, (b) Lock-in period for Tax
savings FD may be made equal to ELSS of Mutual funds (3 years), TDS on Savings Bank Deposits interest threshold be raised

Indirect Tax: (a) Definition of Input Service Distributor may be amended to bring better clarity and reduce litigation, (b) GST TDS may not
apply on banking services

Plethora of reforms needed in Insurance and Pensions sector to increase penetration



US Exceptionalism is fading as ‘mutual trust’ hits the nadir post Cold war era.....

OSBI
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Global policymaking role
Free market advocacy
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Consumer spending
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Tech leadership
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Threat level

Broad measures in vogue till sept’25 are undergoing rapid changes....

GREENLAND could be the defining moment.....

Arctic shipping routes

B 3
— Northern Sea Route ICELAND

-- Future Central Arctic :
Shipping Route Rotteré

— Northwest Passage

Source: Arctic Portal

Minerals to strategic positioning, rapid
warming in the arctic is opening new vistas

Source: State Street Investment / Arctic Portal



....India remains an ocean of certainty amongst all the uncertainty QSBI
India’s growth recovery post Pandemic shows a pattern even better than High-Income group e erkerto vy

O The recovery after 2020 pandemic High income
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Fiscal Deficit may be budgeted 4.2% of GDP in FY27 O SBI

India continues to remain the bright spot supported by its strong macro fundamentals
The nominal GDP growth relevant for Budget math is expected at ~10.5%-11% with the uptrend in global commodity
prices may percolate in a higher WPI...A bit slower nominal growth may hurt tax revenues in FY27, requiring better
expenditure planning. However, GST rationalization and reduction in marginal tax rates for personal income tax is expected to
cushion the impact of sluggishness in tax base

O Based on the above nominal forecast, fiscal deficit is expected to be at ~4.2% of GDP for FY27. The cost of borrowing
from the government is expected at 6.8-7.0% for FY27 with risk evenly balanced

O The new GDP series may alter the fiscal arithmetic

Budget Math

FY27 BE Fy27
Rs lakh crore FY25 FY26 RE (SBI) BE/FY26 RE
(% YoY)

Tax Revenue 25.0 27.7 30.5 10.0
Non-tax Revenue 5.4 6.3 6.4 1.6
Recoveries of Loans 0.2 0.3 0.3 6.7
Other Receipts 0.2 0.5 0.5 6.7
Total Receipts 30.8 34.8 37.7 84
Total Expenditure 46.6 50.6 54.2 7.1
Fiscal deficit 15.8 15.85 16.50 4.10
Fiscal Deficit (% of GDP) 4.8 4.4 4.2
Memo item:
Nominal GDP | 3307 357.1 | 394.6 10.5
Source: CGA, Budget documents, SBI Research




Government net borrowing likely to increase moderately to Rs 11.7 lakh crore in FY27
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0 Estimated Net Central borrowing for FY27 is expected at

Rs 11.7 trillion (around 70% of FD) and repayment of Rs
4.60 trillion including Rs 1 lakh crore expected buyback
and Rs 1.5 trillion estimated switches while State gross
borrowings may come at Rs 12.6 trillion and repayment of
Rs 4.2 trillion. There is a possibility of scaling down
SDLs and hence net state borrowings through
meaningful reforms and net centre borrowings
through higher borrowing through T-Bill issuance
With such large borrowings, the Government and the RBI
may also have to work together to bring meaningful
reforms in the SDL market.

Further RBI would need to do more OMOs to balance the
borrowing requirements though it needs to be hyper tuned

with market preferences for papers and yield management

Market Borrowings (Rs lakh crore)

FY25 FY26 (RE) FY27 (BE)
Centre
Gross Borrowing 14.00 14.01 16.3
Repayments* 4.98 3.30 4.60
Net Borrowing 9.0 10.7 11.7
State
Gross Borrowing 10.7 12.4 12.6
Repayments 3.1 3.7 4.2
Net Borrowing 7.6 8.7 8.4
Central+ States
Gross Borrowing 24.7 26.4 28.9
Net Borrowing 16.6 19.4 20.1

Source: SBI Research, including expected buyback of Rs 1 lakh cr and expected switches of Rs 1.5 lakh cr

Net Borrowings could decline by Rs 1-1.5 trillion with SDL reforms for States
and a surge in short term treasury bills for Centre



Direct taxes to total tax revenue stands at 59% in FY26 GSBI
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0 The contribution of direct taxes to total tax revenue budgeted at 59% in FY26, the highest in 15 years. While the
share of indirect taxes to total tax revenue may decline to 41 %
0 Personal income tax (PIT) collections have been surging higher than corporate tax collections since FY21

0 We expect the trend to remain intact for FY27 budget

Contribution of Direct Tax in Total Tax Revenue increased 10%in Personalincome tax collections more than corporate tax collections in last
5-Years three years
64.0% 70%
59% 59%
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30%
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40.0% 41.2% 40.8% 2013-142014-152015-162016-172017-18 2018-192019-20 2020-212021-222022-23 2023-242024-25 2025-26
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Source: Union Budget Documents; SBI Research



We expect stable growth in Non-Tax Revenue..Market volatility could be a deciding factor oSBl

_for disinvestment o
0 We expect stable growth in non-tax revenue as both the dividend RBI Dividend (Rs crore)
received from RBI and from the PSBs will be in line with the FY25 2,68,590
numbers 2,10,874

1,75,988
0 Non-Tax revenue in FY26 may be impacted because of the volatile

markets even as the Government will strive to optimize Non-Tax 99,122 87,416
57,128
revenue s‘i"’ I 30,307
FY27
FY27 BE . -
Rs lakh crore FY25 FY26 RE BE/FY26 RE PSBs' Net Profitin Rs Lakh Cr
(SBI) ~1.9t02.0
(% YoY) 1.80

Interest Receipts 04 0.5 0.5 6.4 40
Dividend and Profits 2.9 3.4 3.5 4.5 :
Total 5.4 6.3 6.4 1.6 1.00
Source: CGA, Budget documents, SBI Research; Dividend from all PSEs I

FY23 Fy24 FY 25 FY27E

Source: RBI; SBI Research; E: SBI Estimate 9
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India’s capex may cross Rs 12 lakh crore in FY27...a YoY growth of ~10% QSBl

Capex Arithmetic (Rs Cr)
FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 | FY25 (RE) | FY26 (BE)

1.Total Capex through Budget 2.5 2.8 2.6 3.1 3.4 4.3 59 7.4 9.5 10.2 11.2
2. Grants for creation of capital assets 1.3 1.7 1.9 1.9 1.9 23 24 3.1 3.0 3.0 4.3
3. Capex by CPSE(IEBR) 3.1 34 6.1 6.1 6.4 4.8 4.4 3.6 3.9 3.8 4.3
4. Effective Capex (1+2) 3.8 4.5 4.5 5.0 52 6.6 8.4 10.5 12.5 13.2 15.5
5. Capex by budget and CPSE (1+3) 5.6 6.2 8.7 9.2 9.8 9.0 10.3 11.0 13.4 14.0 15.5
6. Grand Total Capex (1+2+3) 7.0 7.9 10.6 11.1 11.6 11.3 12.7 14.1 16.4 17.0 19.8

% of GDP| 5.06 5.1 6.2 5.9 5.8 5.7 5.4 5.2 5.5 5.1 5.5
Source:Union Budget Documents
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FC Transfers
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0 Total FC transfer including devolution, FC and non-FC grants to states on average during 15th FC was 55.3% of gross tax

revenue of Centre. As per FY26 (BE), states will receive Rs 14.22 lakh crore as share in central tax (33.3% of Gross tax

revenue), FC grants Rs 1.32 lakh crore (3.1% of GTR) and non-FC grants Rs 7.53 lakh crore (17.6 % of GTR), so total Rs

23.1 lakh cr/ 54 % of GTR.

O Despite these large transfers, ambiguity persists regarding the exact magnitude and timing of transfers, particularly due to the

wedge between gross tax collections, net proceeds after cesses and surcharges, and actual devolved amounts. The Budget

might reemphasize this in the Budget speech as effective fiscal coordination requires greater clarity on tax devolution, which

remains the largest source of unconditional revenue for states

Anatomy of Transfer of R

esources fro

Union to States (Rs Cr)

2024-2025

2019-20 2020-21 2021-22 2022-2023 2023-2024 (RE) 2025-26(BE)

States' sharein central tax (1) 6.5 59 9.0 9.5 113 12.9 14.2
FC grants (2) 1.2 1.8 2.1 1.7 1.5 1.3 1.3
Total transfers through FC (3=1+2) 7.7 7.8 11.1 11.2 12.8 14.1 15.6
Transfers including centrally sponsord schemes and

central sector schemes (4) 3.2 45 5.1 5.8 5.9 6.5 7.5
Total grants (5=4+2) 4.4 6.4 7.2 7.5 7.4 7.7 8.9
Total transfers (6=5+1) 10.9 12.3 16.2 17.0 18.7 20.6 23.1
Total transfers (% Gross Tax Revenue) 54.4 60.7 59.7 55.6 53.9 53.5 54.1
Memo item:

GTR 20.1 20.3 27.1 30.5 34.7 38.5 42.7

Source: Union budget documents, SBI Research
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From Deficit to Debt: Central Government endeavor to keep debt @ 50% of GDP by FY31

0SB
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0 Without any major macro-economic disruptive exogenous shock(s), and while keeping in mind potential growth trends and
emergent development needs, the Government would endeavor to keep fiscal deficit in each year (from FY27 till FY31) such
that the Central Government debt is on declining path to attain a debt to GDP level of about 50+1% by 31st March 2031 (the
last year of the 16th Finance Commission cycle)

Nominal Growth @ 10%

Nominal Growth @ 10.5%

Nominal Growth @ 11%
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56.0%

54.0%

52.0%

50.0%

48.0%

46.0%

57.1%
e Mild 52.0%
e [\]0derate
50.6%
e High Case

49.3%

2024-25
2025-26
2026-27
2027-28
2028-29
2029-30
2030-31

58.0%

57.1%

56.0%

54.0%

= \loderate 51.0%

50.0% == High Case 49 7%

0,
48.0% 48.4%

46.0%

2024-25
2025-26
2026-27
2027-28

o o -
¥ 2 9
w O O
N N
o O O
N N N

58.0%

57.1%

56.0%

54.0%

52 0% e \1i[d
e [\l0derate

50.0% === High Case 50.1%

48.8%

48.0%
47.5%

46.0%

2024-25
2025-26
2026-27
2027-28

(%2}
o
0
3
o
~

2029-30
2030-31

Note: Mild/Moderate/High case refer to degrees of fiscal consolidaton.
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Government Fiscal path for next 5 years shows challenge in diversifying the borrowing base QSB

The banker to every irdian

0 Based on the two extreme scenario and the most moderate scenario (as presented in the previous slide), we estimated the
gross market borrowing requirement for the next 5 fiscals (FY27 to FY31)

a As per our calculations, the Gross market borrowing for the next 5 fiscals would be in the range of Rs 93.8-95.2 lakh crore (on
an average Rs 18-19 lakh crore per annum, higher than the current run rate at Rs 15 lakh crores)....It is thus imperative

that Government also looks at borrowings through alternative and enhancing sources like small savings

Gross Market Borrowing Requirement (FY27 to FY31) under different scenarios

FY31 FY31 FD  Gross Market Borrowing Requirement

SEEEiles Debt/GDP % of GDP (FY27 to FY31) Cumulative
: of o :
Extreme 1 o Nommal .GDP. @ 10% with Mild 52 0% 3.4% Rs 95 2 lakh crore
(Most Pessimistic) fiscal calibration
: of «ni
Most Moderate Nominal GPP @ 19.5@ with 49 7% 3.99, Rs 94 4 lakh crore
Moderate fiscal calibration
: of o :
Extreme 2 Nominal GDP @ 11% with High 47 5% 3.1% Rs 93.8 lakh crore

(Most Optimistic)  fiscal calibration

Source: Union Budget document, SBI Research; Assuming Borrowing = 70% of FD
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Debt Trajectory for States

Need for an Institutionalized Approach
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Public debt is declining but still above 20% mark OSBI
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0 Concomitantly, the overall debt of the States declined from 31% of GDP at end-March 2021 to 28.4% of at end-March 2025;
however, it remains well above the level of 20% recommended by the FRBM Review Committee

Combined Public debt/liabilities of General Government(% of GDP)

89

84 83 82 81 83

75

70 71

21.7
| I I I | H H Source: Union Budget documents, RBI
handbook, State Finances, RBI

51

w —
T} w© r~ @ @ =} N o e} = o w . L
= = — — — & ™ N I g “ % Central debt including internal and external
3 2 9 = par a S N 8 S o & liabilities, States debt includes internal debt
o o o o o o =] =] = I g H h I
N N N N N N N N N o o and public account liabilities
N &
. Centre State esss==Combined

Source: Union Budget Documents; SBI Research 15



States are the major contributor to the overall debt...(1/2) GSBI
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O The debt situation of period 2000-2005 is reversed in the period of 2015-2020 and in some extent in 2020-2025

0 While Centre was the major contributor to overall debt during the first period, it was states who contributed majorly to second
period..However to be fair to states, such an increase in state debt was also because of the power sector reforms (UDAY) in
2015 when the debt was taken over by the states

Contribution to Surges in General Government Debt by Centre and
States 5 years phases (% of GDP)

11.7
5.4
I8
-115
2000 to 2005 2005 to 2010 201010 2015 201510 2020 202010 2025
I Centre State == Combined

Source: Union Budget Documents; SBI Research
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States are the major contributor to the overall debt ...(2/2) QSBI
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Contributors to Surges in State Governments Debt/Outstanding liabilities _5 years phases (% of GDP)

O In 2000 to 2005 period, for 19 states, change in debt was higher

2000 to 2005 | 2005 to 2010 | 2010 to 2015 | 2015 to 2020 | 2020 to 2025

than all state level average Andhra Pradesh 8.1 77 26 99 23
Arunachal Pradesh 22 -17 -8 6.1 15

Assam 7.4 -5.2 -8.6 3.1 6.5

Bihar -6.5 -19 /a5 4.3 4.7

O However, in 2015 to 2020 period, only 12 states and in 2020 t0 [chhattisgarh 254 9 32 118 4.2
2025 periods, only 15 states debt change % was above state |- — — = = —
level average Haryana -0.3 -7.7 2.9 8.5 0.5
Himachal Pradesh 15.3 -19.2 -12.5 23 4.5

Jharkhand -0.7 49 -6.8 10.5 -5

Karnataka 7.1 -1.6 -7.6 3.6 4.4

Kerala 6.9 -4.1 -4.5 4.9 33

Madhya Pradesh 8.9 -9.7 -7.1 0.1 8

Maharashtra 7.9 -6.2 -5.7 0 0.5

Manipur 19 4.5 -26.8 -2.5 24

Meghalaya 9.1 -5.7 -13 5.7 4.4

Mizoram 393 -37.1 -19.9 -15.9 -1

Nagaland 1.6 7 -9 3.4 2.8

Odisha 3.4 -19.5 -11.9 10.6 -6.2

Punjab 9.1 -14.3 -2.6 11.1 4.1

Rajasthan 11.7 -12.4 -10.4 11.2 1.7

Sikkim 5.2 -25.6 -17.8 2.6 11

Tamil Nadu 5.2 -4.4 -3.9 9.2 3.7

Telangana - - - 23.7 3.6

Tripura 16.3 -19.1 -1.4 -04 -4.3

Uttar Pradesh 9.8 -12.8 -8.4 13 -2.3

Uttarakhand 13.7 -13 -6.7 7.1 -2.9

West Bengal 14 -2.7 9.4 3.2 2.2

All States 5.7 -5.8 -3.8 49 1.8

Source: State finances ,RBI 17



...And hence fiscal coordination between the Union and the States has become increasingly criticaqmmstl

0 The Central Government has articulated a clear medium-term fiscal consolidation strategy, with its debt-to-GDP ratio
estimated to decline from 57.1% in FY 2024-25 to 56.1% in FY 2025-26, and an explicit commitment to calibrate fiscal deficits
during FY 2026-27 to FY 2030-31 so as to place central government debt on a declining path towards about 50% + 1% of
GDP by 31 March 2031, absent major exogenous shocks

0 A similar approach needs to be institutionalized at the state level and could be reemphasized in Union Budget
Speech. In fact, given that states account for a significant share of general government debt, state budgets should
explicitly chart medium-term, preferably scenario-based, debt-to-GSDP trajectories, aligned with realistic growth

assumptions and development needs, rather than relying solely on annual deficit targets
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Tax Related Suggestions
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Suggestions to Boost Financial Savings
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Q

Bank deposits in household financial savings have declined from 38.7% in FY24 to 35.2% in FY25.

Subsequently, tax treatment for interest on deposits should be at par with LTCG and STCG

Lock-in period for Tax savings FD may be made equal to ELSS of Mutual funds (3 years) to encourage deposit

mobilization into banks

No TDS on Savings Bank Deposits interest

20
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Indirect Tax (GST) QSBI

1. Definition of Input Service Distributor may be amended to bring better clarity and reduce litigation in future due to

interpretational issues.
« Section 2 (61) and Section 20 (1) of GST Act 2017) words “for or on behalf of distinct persons” be replaced with “for the benefit of distinct
persons’.
« Section 20 (2) of GST Act, 2017, words “paid by a distinct person registered in the same State” may be deleted.
« Section 20 (3) of GST Act, 2017 — explanation may be added to accept ISD distributed by the Bank without challenging the valuation]

2. GST TDS on payment: - Interchange fees paid through settlement agencies like NPCI, Master and VISA. Transaction charges
are settled on real-time basis, and the invoice wise details are received subsequently. Banks are required to pay the GST TDS
and subsequently claim refund of the same from the member Banks. Considering practical difficulties faced in complying with

TDS provisions, GST TDS should not apply on banking services

21
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Insurance Sector: Need for a greater fillip for better insurance economy

OSBI
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Basis IRDAI, insurance penetration in India witnessed a drop to 3.7% in FY25, as compared to 4% in
FY23 and 4.2% in FY22. Life insurance penetration declined to 2.7% while non-life insurance
remained at 1%

So, the decline in penetration is mainly due to the decline in life insurance penetration, which has
raised concern to the IRDAI’'s mission of ‘Insurance for all by 2047’

We expect Government will focus on the followings to revive the insurance sector:

® Inline with NPS deduction under 80CCD(1B), a separate deduction for Term/Health insurance
in the new/Old tax Regime, say Rs 25,000/50,000 Else, include 80D deduction in new tax
regime

® As per IRDAI, a significant rise in complaints during FY25 and around 69% of these
grievances were related to claims. So, there is a need to reform the health insurance
sector, as citizens sometimes struggle to receive their claims

¢ Thrust to distribution through digitization and bancassurance

®* Digital channels, ecommerce platforms and online ecosystems are expected to be the
preferred distribution model ensuring greater reach and connection in remote areas and
promoting ease of business for the customers

¢ With the increase in intensity and frequency of natural calamities in India, especially cyclones,
a lot of damages to public & private property is being seen. By looking at the data from 1991-
2025, there is around 93% protection gap. So, early intervention is needed to reduce the
protection gap by creating a public-private solution / Disaster Pool for natural disaster
risk involving the insurance sector could offer many benefits

® Transition towards a risk-based capital (RBC) framework moving from static, formula-
driven, one-size-fits-all solvency margins to a dynamic approach that aligns capital
requirements with the specific risks an insurance company faces

6.0

5.0 4.8

4.0
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India's Insurance Penetration Trend (%)
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4.7 4.6
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I Life mm Non-Life Industry

Source: SBI Research
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Pension Sector: For a better Pension Society OSB
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0 As India undergoes a demographic shift, a minimum pension guarantee and a well-structured pension system for every-

one, including informal workers, will ensure basic financial security. We suggest the following for a better pension society:

» Out of the ~24 Lakh central government employees, only ~1.2 lakh has enrolled for Unified Pension Scheme (UPS), which has been

launched on 01 April 2025. So, there is a need to expand the reach by on boarding State Government and PSU employees.

> NPS Vatsalya scheme launched on 18 September 2024 but only ~ 1.3 lakh subscribers are enrolled till August 2025. So, there is a

need to push this scheme by increase in deduction limits under Section 80CCD(1B) for NPS contributions
» A need for revamp of EPFO in line with NPS with technology adoption, which will bring efficiency and transparency in the system
> Uniform tax treatment across financial products like insurance, annuity, ULIPs
> Mandatory NPS deductions for private sector employers above certain thresholds like 100/200 employees

> Interoperability of EPFO and NPS subscribers
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