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India’s budget: why execution 
is critical 
 India’s government took a bold risk in its budget,

relaxing fiscal consolidation to raise public investment

 The infrastructure stimulus is diffuse, with only a small 
fraction coming from the central budget

 Implementation on every other front is therefore critical 
this year

 If the center fails to meet asset sale and subsidy targets 
or prod states to invest, it could increase the deficit 
without adding capex, with implications for monetary 
policy

India’s new government took a bold risk in its first full 
budget, veering off the fiscal consolidation path it has pursued 
thus far. On the old path it planned to reduce the fiscal deficit 
to 4.1% of GDP in 2014, 3.6% in 2015, and 3% in 2016. 
However, the 2015-16 budget targets a slower pace of fiscal 
consolidation, pegging the deficit at 3.9% of GDP in 2015, 
3.5% in 2016, and 3% in 2017, reaching the terminal deficit a 
year later.

Private investment remains depressed as a result of residual 
implementation bottlenecks (e.g., land acquisition) and over-
extended balance sheets in the infrastructure sector. 
Authorities thus saw fit, given low inflation and current 
account deficits, to try to boost public investment.

Markets’ initial interpretation was that the budget hinged on a 
concentrated 0.9% of GDP burst of new infrastructure 
spending by the central government, of which 0.5% would 
come from the balance sheets. Instead, the budget called for 
the creation of a national infrastructure and investment fund 
(NIIF) that would receive 0.15% of GDP in funding from the 
budget every year, so that it could be levered up, and gave a 
slew of incentives to the private sector to boost infrastructure 
financing.

A closer read: public investment stimulus 
much more diffuse

A closer read, however, suggests to us that the public 
investment thrust is much smaller than 0.9% of GDP. For 
example, the allocation for capital spending has increased just 
0.2% of GDP, from 1.5% in FY15 (ending March 2015) to 
1.7% of GDP. Some of this is due to higher defense spending;
non-defense (civilian) capex increased only 0.17% of GDP 
from actual spending last year, and is lower than last year’s
budget figure.

As we discuss below, we estimate that the central government
will make 0.35% of GDP in additional net transfers to the 
states on the recommendation of the Fourteenth Finance 
Commission (FFC) that dealt with the devolution of tax 
resources from center to the states. The Commission expects
that much of transfers will be used for higher investment. 
While states have a better record on capex than the central 
government, the center will have little control over the 
allocation of the transfers, and there is a lot of uncertainty 
about what fraction of these untied funds will be saved, or 
used for ongoing rather than capital expenditures.

The budget speech implied that about Rs200 billion (0.15% of 
GDP) would be spent on infrastructure by central public 
sector enterprises (CPSEs); whether this amount is spent will 
have an important bearing on the infrastructure thrust.  
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Finally, the Budget discussed the creation of a National 
Investment and Infrastructure Fund (NIIF) into which Rs200 
billion (0.15% of this year’s GDP) would flow annually, and 
which could be used to lever up. But so far, no money has 
been allocated for the fund in the Expenditure Budget; so that 
these resources still have to be found from other savings in 
the budget. 

All told, the central government appears to have little direct 
control over public investment in the new budget. Therefore 
we think all the different engines—the center, states, CPSEs, 
and infrastructure fund—will have to fire simultaneously to 
have the desired combined impact.

A 0.35% of GDP net transfer to the state in 
the FY16 budget…

There was disquiet in fixed income markets that the budget 
veered from the fiscal consolidation path, and reduced the 
deficit by just 0.2% of GDP. In a year when lower oil prices 
created about 0.7% of GDP fiscal leeway, why wasn’t the 
fiscal deficit reduced by more than 0.2% of GDP or capital 
expenditure increased more than 0.2% of GDP?

One of the reasons, not apparent when the budget was first 
released, is that the FFC’s recommended transfers from the 
center to the states are not fiscally neutral, as was implicitly 
assumed in the first round of budget analysis by markets. A 
closer read of the “Resources Transferred to the States” 
section suggests that the devolution of taxes to the states will 
cost the center about 0.83% of GDP in tax revenues, over the 
amount shifted to the states under the recommendations of the 
previous finance commission).

Markets believed this loss of tax revenues would be 
completely offset by a corresponding reduction in central 
grants, central assistance for state plans, and assistance for 
centrally sponsored schemes. However, according to the 
budget documents, these spending flows were reduced by 
0.48% of GDP in the current fiscal year. Therefore, the central 
government made an additional net transfer of about 0.35% of 
GDP to the states in FY2015, which reduced the center’s 
fiscal envelope.

…implies state actions will matter greatly

The additional transfer implies a greater fiscal consolidation 
effort by the center than the 0.2% of GDP narrowing of the 
deficit budgeted for FY2016. In effect, the center created
about 0.55% of GDP in fiscal space, with 0.35% of this 
leeway used for additional transfers to the states mandated by 
the FFC, and 0.2% of GDP to reduce the fiscal deficit.

From a consolidated deficit perspective, however, it depends 
what the states do with these resources. If all of the funds are
saved (which we think is unlikely), the consolidated deficit 
would indeed shrink by 0.55% of GDP (similar to what would 
have happened had there been increase in net transfers and the 
center had reduced the deficit from 4.1% of GDP to 3.6% of 
GDP). If all of the funds are spent (which we think is equally 
unlikely) the consolidated deficit would decline by only 0.2% 
of GDP—much less than markets (and, we suspect, the RBI) 
had hoped.

Another question is whether the transfers will be used for 
current expenditures or higher capex. Because the tax 
devolution is “untied” its use could vary from state to state. 
To be sure, the states have run surpluses over the last few 
years and their fiscal deficits largely mirrored capex, so in our 
view the best use of the additional spend would be capital 
projects, though presumably this cannot be guaranteed. In 
sum, therefore, there will now necessarily be a trade-off 
between aggregate capex spending and deficit consolidation. 
The greater states’ capex and therefore the greater the public 
investment thrust, the less composite fiscal consolidation
there can be. More important, however, monitoring how states 
use these resources—whether they are spent or saved—now 
becomes critical to ascertaining the macroeconomic impact.
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Subsidy rationalization less than hoped; 
JAM is the key

One reason the increase in capex and fiscal consolidation is 
that the government achieved less subsidy rationalization than
was generally expected after the new government set up the 
Expenditure Management Commission to rationalize 
expenditures. To be sure, the total subsidy bill was 0.4% of 
GDP lower, but this drop predominantly reflected oil price
declines, which could easily reverse. Fertilizer subsidies 
remained the same, and the government reduced food 
subsidies just 0.09% of GDP.

We had expected the government to gradually introduce 
electronic cash transfers (or JAM, in the Economic Survey) to 
cover food and fertilizer subsidies. But the budget speech 
made no mention of JAM, even as other budget documents
discussed the need to make cash transfers cover all subsidies. 
In our view, without creating additional “structural” space 
from subsidies, the government needs to choose between 
fiscal consolidation and public investment. Whether and how 
these other subsidies are brought under the ambit of JAM this 
year would be an important leading indicator of whether this 
trade-off becomes less stark in next year’s budget.  

The much-awaited asset swap is delivered

For some time our view has been that the government could 
alleviate some of its fiscal constraints with an asset swap—by 
stepping up the pace of asset sales—directly channeled into 
public investment (see “India’s Budget: getting around the 
impossible trinity,” JPMM, January 28). In the new budget,
the government has raised asset sales revenue and public 
investment each by 0.2% of GDP this year. In effect, 
therefore, the government is attempting an asset swap on its 
balance sheet.

For this strategy to succeed, total asset sales this year must 
reach 0.65% of GDP. Asset sales of this magnitude have 
never been attempted, much less achieved. Therefore, a 
proactive, systematic, and correctly sequenced approach to 
disinvestment from the beginning of the year is critical. 
Slippage anywhere—tax revenues, asset sales, subsidies—
could put pressure on capital expenditures, putting the 
government in the unenviable position of running the higher 
fiscal deficit (3.9% of GDP) without achieving the higher 
capex targets.

Adding up the budget math

Given all the moving pieces, especially involving the states,
we look at one easy way to think about the Budget math. The 
government will get about a 0.55% of GDP windfall from 
lower oil prices in FY16 over the previous year. In addition, it 
will increase asset sales by about 0.20% of GDP, creating 

total fiscal leeway of about 0.75% of GDP. This will be
deployed via extra transfers to the states of about 0.35% of 
GDP, with the rest split equally between reducing the fiscal 
deficit (0.2%) and increasing capital expenditures (0.2%).

Why implementation is important 

Over the last three years, India’s fiscal policy primarily was 
aimed at restoring macroeconomic stability by reducing the 
fiscal deficit and aggregate demand—ideally by balancing 
cuts in current expenditures while preserving capex. But
reducing aggregate demand was considered the overriding 
imperative.

Sources and uses of funds

% of GDP

Fiscal space created:

               - Oil windfall 0.5

               - Asset sales 0.2

               - Reduction in food subsidy 0.1

Total 0.8

Fiscal space used up:

               - Devolution to States (FFC) 0.4

               - Devolution to States (Others)

               - Capex 0.2

               - Fiscal consolidation 0.2

Total 0.8

Source: Budget documents, J.P. Morgan research
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This year is very different. Unlike the “stability” budgets of 
the last few years this is a “growth” budget. The government 
has taken a calculated risk by relaxing the fiscal deficit target 
to boost public investment. For public investment to increase,
there can be no slippage anywhere else. If tax revenues don’t 
materialize, or the asset sales targets are not met, or subsidies 
slip, public investment likely will be the casualty. And then 
India may find itself with a modestly reduced deficit but no
accrued public investment.

Thus we think policy implementation is more important than 
in years past. The government must ensure that the asset sales 
program is off to an early start, food and fertilizer subsidies 
don’t rise above budget (with the implication that urea prices 
may need to be raised later in the year), and the decks are 
cleared for the introduction of cash transfers in these realms. 
Further, it needs to find the monies for the national 
infrastructure investment fund, and prod states and CPSE to 
undertake the planned capex. 

Central government budget
% of GDP, fiscal year begins April 1

2013/4 2014/15 2015/16

Actual RE Budget

Total revenue 9.3 9.2 8.7

Tax revenue (net) 7.2 7.2 6.5

Gross tax revenue 10.0 9.9 10.3

corporate 3.5 3.4 3.3

         income 2.1 2.2 2.3

         excise 1.6 1.5 1.6

         customs 1.5 1.5 1.5

         services 1.5 1.4 1.5

Less states' share 2.8 2.7 3.7

Non-tax revenue 2.1 2.1 2.1

Total expenditure 13.7 13.3 12.6

Current expenditure 12.1 11.8 10.9

Interest payments 3.3 3.3 3.2

Direct subsidies 2.2 2.1 1.7

    - Food 0.8 1.0 0.9

    - Fertilizer 0.6 0.5 0.5

    - Petroleum 0.8 0.5 0.2

Other 5.4 6.4 5.9

Capital expenditure 1.7 1.5 1.7

Civilian 1.0 0.9 1.0

Military 0.7 0.6 0.7

Primary balance -1.1 -0.8 -0.7

Fiscal balance (GOI) -4.4 -4.1 -3.9

Less

Asset sales 0.5 0.4 0.7

Fiscal balance (standard) -4.9 -4.5 -4.6

Source: India budget tables
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