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Fiscal Accounts 
  

Centre and states remain comfortable, but for different reasons 

Economic Update Fiscal Accounts  September 01, 2026 

Centre’s 4MFY27 fiscal position is comfortable, with improved revenue (driven by 

income tax) and controlled revex, while states are also well-placed, as they 

continue to conserve expenditure despite a pick-up in revenue. The Centre has 

continued to prioritize capex (30% yoy), driven by core sectors of Defence, Roads 

and Railways, while pushing states through capex loans. However, states have 

controlled both revex and capex.  For FY27E, we expect the Centre to meet its 

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 pose an upside risk of 0.2% of GDP, while potentially lower-than-budgeted 

nominal GDP growth also adds mild slippage risk. States, on the other hand, are 

expected to see fiscal slippage of 0.2% of GDP vs the FY27BE target of 3.1%, due 

to revenue pressure and a continued focus on capex. 

Centre’s fiscal position improves as revenue picks up, while capex focus continues 

Fiscal accounts till July show the Centre’s fiscal position improving vs June, with revenue 

growth picking up substantially and expenditure staying relatively controlled. The Centre’s 

fiscal deficit (FD) at 27% of BE for 4MFY27 is much lower than last year’s 31% and in line 

with the 3Y average, reflecting a comfortable fiscal position. Gross tax revenue growth has 

risen to 11% yoy (vs 4% until June; 9% BE), driven by a recovery in income tax growth, 

while indirect tax collections have also picked up. Revex remains under control (8% yoy; in 

line with BE), while capex growth has been extremely strong (30% yoy vs 14% BE; 37% of 

BE achieved). 

States running a tight ship through controlled expenditure; FD comfortable for now 

States are also in a stable position, with 4MFY27 FD achievement at 22%, lower than last 

year’s 28% and in line with the 3Y average (23%). This is largely due to improved revenue, 

while expenditure remains controlled. States’ revenue growth improved to 10% yoy in 

4MFY27 (vs 3% until June; 24% BE), as devolution from the Centre rose 4% yoy (vs -12% 

until June), while own tax revenue (OTR) growth also improved to 16% yoy (21% BE). 

Devolution is poised to improve further in August, with the Centre having released an extra 

instalment, providing a further boost to states’ coffers. We note that robust SGST growth 

(16%) is largely on account of higher IGST settlements from the Centre; pre-settlement 

SGST growth was just 5% yoy for 4MFY27. States have kept expenditure under control (5% 

yoy), with both revex (4% yoy) and capex (11% yoy) remaining muted, while achievement 

rates are in line with 3Y averages. Capex has been muted despite the Centre’s capex loan 

transfers rising 70% yoy in 4MFY27. As a result, states’ FD is 15% lower than in the same 

period last year.  

Centre likely to meet FY27BE FD/GDP of 4.3%, but nominal GDP could be a risk 

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 Brent sustains above $90/bbl, the fiscal cushion would narrow 

materially, raising the possibility of fiscal slippage to the tune of 0.2% of GDP. An additional 

risk emanates from lower-than-budgeted nominal GDP following revisions to past GDP data. 

The FY27BE nominal GDP level (which assumes 10% growth over FY26) now requires 

13.5%, which may be difficult to achieve and hence adds mild slippage risk.  

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

States’ revenue growth is expected to improve in 2H, which is seasonally stronger. 

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 is expected to remain strong through the year. However, GST growth 

is likely to taper off, while grants are also likely to be lower than budgeted. States are thus 

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 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%). 

  

 

 

 Highlights:  

◼ Centre’s 4MFY27 fiscal position 

is comfortable (27% of BE 

achieved), led by improved tax 

revenue, lower devolution, and 

steady revex 

◼ Capex focus continues (30% 

yoy), with core sectors 

(Defence, Roads, and 

Railways) driving growth 

◼ States are also stable as 

expenditure remains 

constrained despite 

improvement in revenue 

◼ Centre likely to meet FY27BE 

FD/GDP of 4.3%; however, 

higher oil prices and 

potentially lower nominal GDP 

add slippage risk 

◼ States likely to slip vs FY27BE 

FD/GDP due to revenue 

pressure and a continued 

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

3Y average but lower than last year… 

 

Source: CEIC, Emkay Research 

 
Exhibit 2: …with states in a similar position 

 

 

Source: CEIC, Emkay Research 

 

Exhibit 3: Centre continues to expand capex at a faster pace… 

 

Source: CEIC, Emkay Research 

 
Exhibit 4: …while states maintain their usual momentum 

 

Source: CEIC, Emkay Research 

 

Exhibit 5: Centre’s gross tax revenue growth improves, led by income tax, while indirect taxes also see a pick-up 

 

Source: CEIC, Emkay Research 
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Gross tax revenue growth improvement led by income tax; lower devolution keeps net tax revenue strong (for now) 

◼ The improvement in gross tax revenue growth was driven by direct taxes (23% yoy), specifically income tax (24% yoy vs 7% 

until June). Corporate taxes (21% yoy) have also continued to grow well, albeit on a favorable base (corporate tax growth 

was 7.5% in 4MFY26). 

◼ Indirect taxes remain sluggish (-3% yoy) but have improved sequentially. This was driven by customs (36% yoy), reflecting 

higher import duties on gold and silver. The impact of last year’s GST rationalization and the excise cuts on fuel earlier 

this year continues to play out.  

◼ The Centre’s net tax revenue growth (28% yoy) continues to be helped by lower devolution so far (-13% yoy). However, 

this is a timing issue—the Centre had paid an extra devolution instalment to states in June last year, inflating the base. This 

extra instalment was paid in August this year, so the mismatch (and optically high growth in net tax revenue) will 

correct from Aug-26 onward. 
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Exhibit 6: Revex growth remains controlled, helped by lower interest payments, while capex growth remains strong 

 

Source: CEIC, Emkay Research 

 

Exhibit 7: Capex growth has been driven by ‘core’ sectors, led by Defence, Roads, and Railways, while capex loans to states are also running 

high 

 

Source: CEIC, Emkay Research 

 

 

 

 

 

 

 

 

 

Strong capex growth driven by core sectors and capex loans to states 

◼ The Centre’s capex growth has been strong at 30% yoy, with the achievement rate also running ahead of last year’s (and the 

3Y average). Encouragingly, this strong growth is driven by core sectors such as Defence (40% yoy), Roads (41% 

yoy), and Railways (31% yoy). Road capex rose ~214% yoy in July alone. 

◼ Transfers to states are also growing strongly (75% yoy), reflecting the Centre’s efforts to support states’ capex. 

◼ Notably, the Centre’s ‘core’ capex continues to post healthy growth, reflecting genuinely strong capex momentum rather 

than optical growth from one-off allocations or financial assistance to specific bodies (FCI, BSNL, etc). 
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Exhibit 8: States continue to rationalize expenditure (including capex) despite improvement in revenue, leading to extremely comfortable 

fiscal position 

 

Source: CEIC, Emkay Research 

 

  

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 09/02/2026 10:51 AM



  

 

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. 

   September 01, 2026 | 5 

 

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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EGFSL is registered as Research Analyst with the Securities and Exchange Board of India (“SEBI”) bearing registration Number INH000000354 as per SEBI 

(Research Analysts) Regulations, 2014. EGFSL hereby declares that it has not defaulted with any Stock Exchange nor its activities were suspended by any 

Stock Exchange with whom it is registered in last five years. However, SEBI and Stock Exchanges had conducted their routine inspection and based on their 

observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL has 

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 

any point of time.  

EGFSL offers research services to its existing clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report 

accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is 

or will be, directly or indirectly related to specific recommendations or views expressed in this report.  

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its 

accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer 
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contrary with the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of EGFSL; our proprietary 
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In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest 

including but not limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that are 

the subject of this material is provided herein. All material presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None 

of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express 

written permission of EGFSL . All trademarks, service marks and logos used in this report are trademarks or registered trademarks of EGFSL or its affiliates. 
The information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, 

dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk 

Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities 

Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be 

guaranteed. 

This report has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research report relating 

to any issuer/subject company.  

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets. 

Disclaimer for U.S. persons only: Research report is a product of Emkay Global Financial Services Ltd., under Marco Polo Securities 15a6 chaperone service, 

which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident 
outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision 

by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority (FINRA) or 

required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and 

trading securities held by a research analyst account.  

This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the 
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country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Except otherwise restricted by laws 
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jurisdictions. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument 

or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of 

any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.  
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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 
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