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Fiscal Accounts 
  

Taking stock of general government finances 

Economics Fiscal Policy  November 13, 2025 

The Centre’s 1HFY26 fiscal position is not overly concerning vs BE, while States’ 

fiscal fragility seems backloaded in 2H. However, C and S expenditure trends have 

been divergent. Centre’s frontloaded capex has not been mirrored by States even 

as both Centre and States have strived for revex curtailment. 1H revenue has been 

stretched for both, thanks to optimistic budgetary assumptions, with 2H looking 

better for the Centre. Centre’s capex is likely to degrow ~20% in 2H after the huge 

~40% growth in 1H, while States’ capex growth may stay sub-10% (implying 

States’ FY26E capex/GDP at 2.2% vs FY25P: 2.3%), due to strain from populism-

led spending and limited revenue mobilization levers. While Centre’s FD/GDP BE 

of 4.4% looks to be in sight, a ~20bps slippage in States’ BE 3.2% FD/GDP seems 

likely. This risks a revisit of a bond supply overhang in 4Q, necessitating ~Rs1-

1.5trn OMOs ahead, amid DD-SS mismatch and impending liquidity tightness. 

Prudent 1H fiscal for Centre and States amid lower revex; capex trends diverge 

1HFY26 fiscal accounts depict a prudent fiscal position for the Centre, with 1H fiscal deficit 

(FD) at 37% of BE (vs 1HFY25/3Y average of 29%/36%) – FY25 had seen much lower 

expenditure in 1H due to elections, though the current fiscal position is broadly in line with 

that in the last 3 years. While Centre’s tax collection growth has been sluggish, slower revex 

has kept the deficit contained, even with capex frontloading. Despite noise around States’ 

fiscal fragilities, data for 17 key states depicts that even with strained revenue, the 1H FD 

has been bearable (38% of BE vs 1HFY25/3Y average of 37%/35%). However, the manner 

of consolidation for both Centre and States has continued to vary, led by divergent 

expenditure trends. Centre’s frontloaded capex (with ‘core’ capex also being healthy) has 

not been mirrored by States (Centre: 52% of BE achieved vs 27% for States), even as both 

Centre and States have tried to control revex (Centre: 44% of BE achieved; States: 41%). 

In fact, Centre’s revex (ex-interest) has exhibited negative growth in 1H (-3% vs BE: 7%), 

with States also seeing a much lower growth vs BE (8% vs BE: 19%), albeit higher than the 

Centre’s. The revenue front has been strained for both, led by gross tax/own tax revenue.  

Centre’s FD/GDP of 4.4% still in sight; States risk slippage of 10-20bps from 3.2%  

While the Centre’s lower tax receipts in FY26E vs budgeted will be partly offset by higher 

non-tax revenue (RBI + PSU dividends), States will face more revenue pressure amid lower 

devolution and significant slippage vs unrealistic BE for grants (~135%  growth rate for 

2HFY26!). Centre’s 2H revex growth may track at 10-12%, while capex growth will turn 

negative (due to base effects); for States, expenditure growth may stay similar to that in 

1H. We maintain the Centre’s FY26E FD/GDP at 4.4% and believe that concerns around fiscal 

slippage (amid lower direct tax revenue and GST rationalization) could be allayed by 

trimming miscellaneous capex and revex, among other items. However, the general 

government fiscal position may still be at risk of slippage, led by States, due to their weak 

revenue position and pressure from sticky revex (populist/freebie spending). States’ FD/GDP 

is poised to cross 3% for a 3rd straight year, with a risk of 10-20bps slippages from the 

estimated FY26BE of 3.2% (FY25P: 3.3%). 

Bond supply overhang to haunt again in 4Q; watch for Rs1-1.5trn OMOs ahead 

The frontloading of issuances in 1H by C+S (led by 20Y+ papers) along with a demand 

drought from captive investors such as banks and shift in investment behavior of long 

players strained the bond market in recent months. The lack of clarity on policy rate direction 

has also put pressure. Bond yields have held steady in recent sessions, helped by auction 

cancellation and likely secondary-market bond purchases by the RBI (~Rs300bn since the 

last week). Amid impending liquidity tightness and the need to widen market depth beyond 

the most liquid papers, additional OMO purchases to the tune of Rs1-1.5trn may be in the 

offing, providing a more supportive backdrop for bonds. States’ borrowing in 3QFY26 so far 

(~Rs1.3trn) has been ~36% lower than the already-low indicative amount of ~Rs2.8trn, 

due to an extra devolution instalment received from the Centre at end-Sep which cushioned 

its revenue to an extent. Additionally, media reports suggest States have been asked to 

defer bond auctions amid rising yields to ease supply pressures and avoid crowding out 

during supply-heavy periods. This may lead to SDL supply turning heavily back-ended in 

4QFY26 (~Rs 5trn), when Centre’s borrowing is lower. Key to watch ahead is the tenor of 

States’ issuances, so as to accommodate structural and regulatory changes impacting 

demand by domestic investors.   
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Key highlights 

⏹ Centre's 1HFY26 FD achievement 

at 37%; States’ at 38% 

⏹ States' capex growth at 10% vs 

Centre’s at 40% 

⏹ Centre's capex to see degrowth in 

2H, though 'core' capex will not 

slip vs BE; FY26E capex/GDP: 3% 

⏹ States' 2H capex growth to remain 

similar to that in 1H, but will slip 

heavily vs BE; FY26E capex/GDP: 

2.2% 

⏹ Centre's FY26BE FD/GDP of 4.4% 

likely to be met by cutting revex 

and miscellaneous capex despite 

revenue challenges 

⏹ States face ~10-20bps of slippage 

risk vs FY26BE FD/GDP of 3.2% 
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Exhibit 1: Centre’s FY26 fiscal trajectory is largely in line with 

that in the last 3 years… 

 

Source: CEIC, Emkay Research 

 
Exhibit 2: …while that for States is also similar, albeit at a slightly 

higher run-rate 

 

Source: CEIC, Emkay Research; Note: Data is for 17 major states 

 

Exhibit 3: The Centre has heavily frontloaded capex in FY26TD… 
 

 

Source: CEIC, Emkay Research 

 

Exhibit 4: …while States are lagging albeit maintaining their 
usual pace 

 

Source: CEIC, Emkay Research; Note: Data is for 17 major states 

 

Exhibit 5: The Centre’s tax revenue growth has been anemic in 1H, with both direct and indirect taxes faring poorly 

 

Source: CEIC, Emkay Research 
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Both direct and indirect tax growth to pick up in 2H, though likely slippage vs BE imply FY26E net tax buoyancy at 

~0.9x 

• While the Centre’s gross tax revenue growth will pick up in 2H vs 1H, a realistic growth rate for 2H is 8-9% (vs ~21% 

needed to meet FY26BE) 

• Direct tax growth is likely to be ~10-12% in 2H, with both corporate and income tax growth picking up, to double-digits 

(although FY26E is likely to slip vs BE, by 0.5% of GDP) 

• Similarly, indirect tax growth is likely to improve in 2H, though with likely slippage of 0.2% of GDP vs FY26BE 

• Thus, the Centre’s FY26E net tax buoyancy is likely to be ~0.8-0.9x (vs 1.1x budgeted) 
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Exhibit 6: The Centre’s expenditure growth has been contained due to lower revex growth, even with sharp surge in capex 

 

Source: CEIC, Emkay Research 

 

 

 

 

Exhibit 7: Despite outliers inflating headline capex, the Centre’s ‘core’ capex growth has remained healthy in 1H 

 

Source: CEIC, Emkay Research calculations 

 

Centre’s revex growth to improve in 2H; capex growth to turn negative even with a cut in capex 

• Revex growth will pick up in 2H (to around 12-13%, albeit stay lower than the 17% needed to meet BE) 

• Even assuming a modest capex cut vs BE, capex growth will be negative in 2H (around -20%), primarily due to an 

unfavorable base (and heavy capex frontloading in 1H) 

Centre’s ‘core’ capex unlikely to slip vs BE; capex rationalization to be led by ‘others’; FY26E capex/GDP at 3% 

• ‘Core’ capex has had a healthy growth in 1H and will thus see negative growth in 2H – but slippage vs BE is unlikely 

• On the contrary, ‘outliers’ are at risk of moderation/rationalization (See ‘Public Capex: Robust momentum – but optics 

don’t tell the full story’) 

• Centre’s total capex may slip vs BE, to the tune of Rs400-500bn (mainly due to rationalization of ‘others’), implying capex 

growth of ~3-4% and capex/GDP of 3% (vs FY25P: 3.2%) 
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Exhibit 8: States’ revenue position remains stretched, with expenditure (including capex) being controlled as a result 

 

Source: CEIC, Emkay Research; Note: Data is for 17 major states 

 

 

 

 

 

 

 

 

 

States’ FY26E capex/GDP at ~2.2% (lowest since FY23); 10-20bps slippage risk to States’ FD/GDP BE of 3.2% 

• While States were initially frontloading capex in FY26 (in line with the Centre), capex momentum has now slowed as 

revenue pressure continues to bite 

• States’ capex growth has slowed, from ~30% in 1QFY26 to ~0% for 2Q; as a result, 1H capex growth is only ~10% 

• While seasonal trends will remain in place in FY26 (4Q/March accounting for ~55%/~25% of States’ full-year capex), a 

meaningful capex pick-up beyond these trends is not expected 

• As a result, States’ capex achievement vs BE is likely to revert to the 10Y average of ~80%, with downside bias 

in FY26 vs 88-89% achievement rates for FY24-25 

• States’ FY26E capex/GDP at 2.2% (vs FY25P: 2.3%) – well below the recent peak of 2.5%, in FY24  

• Even with lower capex than budgeted, States’ revenue mobilization challenges (and sticky revex) imply 

slippage risk of ~10-20bps vs FY26 FD/GDP BE of 3.2% (See ‘State Finances: Papering over the cracks’) 
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Exhibit 9: Centre’s FY26BE FD/GDP of 4.4% to be met, despite lower revenue than budgeted 

 

Source: CEIC, Emkay Research estimates 

 

Exhibit 10: Centre’s tax revenue losses to be offset by RBI dividend, miscellaneous capex, and 

revex cuts 

 

Source: Emkay Research estimates 
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Exhibit 11: Centre’s capex bound to see negative growth in 2H, 

even as revex growth to pick up vs 1H 

 

Source: CEIC, Emkay Research estimates 

 
Exhibit 12: States’ 2H expenditure growth (both capex and 

revex) likely to be similar to that in 1H, and well below budgeted 

 

Source: CEIC, Emkay Research estimates 

 

Exhibit 13: General government expenditure growth is likely to be marginally lower in 2H vs 1H, 
led by capex decline, while revex will pick up 

 

Source: CEIC, Emkay Research estimates 

 

Exhibit 14: FY26E general government capex at 4.8%, much lower than the recent FY24 peak 
of 5.4% 

 

Source: CEIC, Emkay Research estimates; *The Centre’s capex is excluding the capex loan to States 
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Exhibit 15: While bond yields and SDL spreads have moderated recently, they remain elevated 

 

Source: Bloomberg, CEIC Emkay Research 

 

Exhibit 16: After higher-than-usual issuance in 2Q, SDL issuance has plummeted in 3QFY26, 
even in comparison to past years 

 

Source: RBI, Emkay Research; *Data for 3QFY26 is till 11-Nov-2025 

 

Exhibit 17: Centre’s 2H gross borrowing will moderate vs 1H, 
with modest YoY growth… 

 

Source: RBI, Emkay Research estimates 

 
Exhibit 18: …while States’ issuance will surge, especially as they 
are nudged to backload their borrowing toward 4Q 

 

Source: RBI, Emkay Research estimates 
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL) 

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and 
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is, 
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the 
content of this research report, in part or in whole, certifies that he or his associated persons1 may have served as an officer, director or employee of the 
issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate 
investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the 
issuer or the new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate may have Financial 
Interests2 in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any 
potential conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report 
operates as part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential 
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any 
specific investment banking function of the EGFSL. 

 

1 An associated person is defined as (i) who reports directly or indirectly to such a research analyst in connection with the preparation of the reports; or (ii) 
another person accustomed or obliged to act in accordance with the directions or instructions of the analyst. 

 

2 Financial Interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new 
listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not 
include commercial lending conducted at the arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant 
notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant. 
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the securities recommended in this report as of November 13, 2025 
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3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research report 
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4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s may have material conflict of interest in the securities 
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5. EGFSL, its affiliates and Research Analyst or his/her associate/relative’s may have actual/beneficial ownership of 1% or more securities of the subject 
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6. EGFSL or its associates may have managed or co-managed public offering of securities for the subject company in the past twelve months. 
7. EGFSL, its affiliates and Research Analyst or his/her associate may have received compensation in whatever form including compensation for 
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8. EGFSL, its affiliates and/or and Research Analyst or his/her associate may have received any compensation or other benefits from the subject 
company or third party in connection with this research report. 
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EGFSL or its associates may have financial interest in the subject company.  

 

Research Analyst or his/her associate/relative’s may have financial interest in the subject company.  

 

EGFSL or its associates and Research Analyst or his/her associate/ relative’s may have material conflict of interest in the subject company. The research 
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EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately 
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information, recommendations or information presented in this report or are contrary to those contained in this report. Emkay Investors may visit 
www.emkayglobal.com to view all Research Reports. The views and opinions expressed in this document may or may not match or may be contrary with 
the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of Emkay; our proprietary trading, 
investment businesses or other associate entities may make investment decisions that are inconsistent with the recommendations expressed herein. EGFSL 
or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from 
the subject company in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or 
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