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1Q Fiscal Accounts 
  

Centre and states not ringing alarm bells yet 

Economic Update Fiscal Accounts  August 03, 2026 

The Centre’s 1QFY27 fiscal position is relatively comfortable despite revex 

pressure and poor gross tax revenue, while states have maintained fiscal discipline 

so far by regulating expenditure. Despite revenue pressure, the Centre has 

maintained strong capex momentum, driven by core sectors of Defence and 

Railways, while also pushing states via capex loans. However, states have 

controlled both revex and capex in the face of weak revenue growth. For FY27E, 

we expect the Centre to meet FY27BE FD/GDP of 4.3%, with several buffers 

available to offset Middle East crisis-linked strains. However, Brent sustaining 

above $90/bbl for an extended period would provide upside risk of 0.2% of GDP. 

States, on the other hand, are expected to see fiscal slippage of 0.2% of GDP vs 

FY27BE of 3.1%, due to revenue pressure as well as continued focus on capex. 

Centre’s FD remains controlled in 1Q, but capex growth has been strong 

1QFY27 fiscal accounts show the Centre in a comfortable position, despite poor revenue 

growth and revex-led expenditure pressure. The Centre’s fiscal deficit (FD) at 18% of BE for 

1Q is identical to last year’s and the 3Y average, reflecting the stable fiscal position. While 

gross tax revenue growth has been sluggish (4% yoy vs 9% BE), lower devolution to states, 

and relatively controlled expenditure have kept FD contained. Slower tax growth has been 

on account of indirect taxes (with cuts in fuel excise and GST rationalization), while direct 

tax revenue growth has been solid. The Centre’s revex has been under control after an initial 

surge (led by subsidies) due to the Middle East conflict, while capex momentum has been 

strong (24% yoy vs 14% BE; 28% of BE achieved). 

States also running a tight ship, but by rationalizing expenditure 

States are also in a stable position, despite 1Q FD achievement at 18% running higher than 

the 3Y/5Y averages of 12%/13% respectively, albeit similar to that in FY26. This is largely 

on account of poor revenue (3% yoy vs 24% BE), led by lower transfers from the Centre. 

Both devolution (-12% yoy) and grants (-38% yoy) are running far lower than last year’s 

levels – the major factor behind states’ slow revenue growth. However, lower devolution is 

largely an issue of timing; with the Centre having now released an extra installment in Aug-

26 (vs in July last year), this mismatch will be corrected imminently. States’ own tax revenue 

(OTR) is relatively healthy (12% yoy vs 21% BE). However, we note that robust SGST growth 

(12% yoy) is on account of higher IGST settlement from the Centre. Pre-settlement SGST 

growth was just 3% yoy for 1Q. States have kept expenditure under control (4% yoy), with 

both revex (4% yoy) and capex (7% yoy) being muted and achievement rates in line with 

3Y averages. Capex has been muted despite the Centre’s capex loan disbursements running 

much higher than in 1QFY26. As a result, FD is in line with BE (6% yoy).  

Centre likely to meet FY27BE FD/GDP of 4.3%, with several buffers available 

While the Middle East conflict had raised fears of significant fiscal slippage for the Centre in 

FY27, we believe the Centre should be able to maintain the budgeted FD/GDP target of 4.3% 

(assuming Brent remains around current levels). The fiscal impact of potential excise duty 

cuts and higher fertilizer subsidies is likely to be offset by a combination of a drawdown from 

the Economic Stabilization Fund (ESF), modest rationalization of non-core capex and revex, 

a slightly higher-than-budgeted RBI dividend, and stronger import duty collections from 

precious metals. However, if global oil market imbalances intensify and Brent sustains above 

$90/bbl, the fiscal cushion would narrow materially, raising the possibility of a fiscal slippage 

to the tune of 0.2% of GDP.  

States’ revenue troubles and capex focus to lead to fiscal slippage in FY27E 

While states have also had poor revenue so far, this is expected to improve in 2H, which is 

a seasonally stronger period for states’ revenue. Additionally, devolution from the Centre 

will improve as the extra installments are paid out. We also note that several major states 

(MH, AP, KA, TS, HR, UP) have raised alcohol excise rates and/or revamped their alcohol 

excise policies over the past 18 months; as a result, states’ excise revenue (13% yoy) is 

one of the few OTR heads to show double-digit growth so far. Nevertheless, states are 

expected to undershoot optimistic FY27BE revenue targets across both OTR and central 

transfers. While states will control expenditure to meet deficit targets, revex will be stickier, 

while capex will also remain robust, aided by the Centre’s capex loan program. As a result, 

we expect states to slip and deliver FY27E FD/GDP of 3.3% (vs FY27BE FD/GDP: 3.1%).  

 

 

  

 

Key highlights 

⏹ Centre’s 1Q FD stays comfortable 

(18% of BE achieved) due to lower 

devolution and constrained revex, 

despite poor tax revenue growth 

⏹ States’ FD also comfortable amid poor 

revenue as expenditure is controlled, 

while the Centre’s capex momentum 

is strong 

⏹ Several fiscal buffers available to the 

Centre to offset Middle East crisis-

linked fiscal strains 

⏹ States to slip vs FY27 FD/GDP BE due 

to revenue pressure and continued 

capex focus 
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Exhibit 1: Centre’s FY27 fiscal deficit trajectory is in line with past 

3Y average… 

 

Source: CEIC, Emkay Research 

 
Exhibit 2: …while states are running a tad higher, albeit similar 

to FY26 levels 

 

Source: CEIC, Emkay Research. Data is for 20 major states 

 

Exhibit 3: Centre has expanded capex at a faster pace… 

 

Source: CEIC, Emkay Research 

 
Exhibit 4: …while states are maintaining their usual momentum 

 

Source: CEIC, Emkay Research. Data is for 20 major states 

 

Exhibit 5: Centre’s poor gross tax revenue growth is largely down to indirect taxes 

 

Source: CEIC, Emkay Research 
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Gross tax revenue growth pulled down by indirect taxes; lower devolution keeps net tax revenue (optically) healthy 

• Sluggish gross tax revenue growth was driven by indirect taxes (-8% yoy), due to the impact of excise duty cuts on fuel 

and last year’s GST rationalization. On the other hand, customs duties have seen healthy growth (36% yoy), reflecting 

higher imports (1Q imports growth: 20% yoy) as well as import duty hikes on gold and silver. 

• Direct tax growth has been solid at 12% yoy, driven by corporate taxes (20% yoy), albeit on a favorable base (corporate tax 

growth was -1% yoy in 1QFY26). Income taxes have had more modest growth (7% yoy). 

• The Centre’s net tax revenue growth (18% yoy) has been helped by lower devolution so far (-20% yoy). However, this 

is an issue of timing – the Centre had paid an extra devolution instalment to states in June last year, which inflated the base 

for 1Q. This extra instalment has been paid in August this year, so the mismatch (and optically high growth in net tax 

revenue) will be corrected from Aug-26 onward. 
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Exhibit 6: Revex growth has moderated, helped by lower interest payments, while capex growth has stayed strong 

 

Source: CEIC, Emkay Research 

 

Exhibit 7: Centre’s ‘core’ capex growth is also healthy, led by Defence and Railways, while capex loans to states are also running high 

 

Source: CEIC, Emkay Research calculations 

 

Strong capex driven by core sectors and capex loans to states 

• The Centre’s capex growth has been strong at 24% yoy, with the achievement rate also running higher than last year’s (and 3Y 

average). In an encouraging sign, this strong growth has been driven by core sectors of Defence (42% yoy) and 

Railways (31% yoy). 

• Transfers to states are also running extremely strong (223% yoy), reflecting the Centre’s aim to push states’ capex as well. 

• Notably, the Centre’s ‘core’ capex has shown healthy growth, reflecting genuinely strong capex momentum rather than 

optical growth driven by one-off allocations or financial assistance to specific bodies (FCI, BSNL, etc). 
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Exhibit 8: States’ revenue position remains stretched, with expenditure (including capex) being controlled as a result 

 

Source: CEIC, Emkay Research 

 

Exhibit 9: There are enough buffers available to the Centre to offset estimated fiscal slippages 

in FY27E 

 

Source: Emkay Research estimates; Note: Assumes other revenue streams as budgeted; assumes Brent 

prices ease materially in 2HFY27 

 

 

 

  

0.1

0.1

0.1

0.1

0.0

-0.2

-0.3

-0.4 -0.3 -0.2 -0.1 0.0 0.1 0.2

Economic Stabilization Fund

Higher customs revenue

Non-core revex cuts

Non-core capex cuts

RBI dividend

Fertilizer subsidy

Fiscal loss due to energy crisis

Centre's FY27E fiscal slippage/gains vs BE (% of GDP)

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 08/04/2026 03:08 PM



  

 

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research 

analyses may only be distributed to Institutional Investors, Expert Investors or Accredited Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore. 

   August 03, 2026 | 5 

 

1Q Fiscal Accounts India Equity Research | Economic Update 
  

 

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL): 

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment 
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading 
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not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at 
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