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OUR TAKE ON INDIA’S FY2017 (FY17) BUDGET

1. Fiscal prudence sets ground for rate cut 

Prior to the Budget announcement, debate had raged over 
whether the government would put fiscal discipline on hold, and 
instead opt for measures to spur economic growth. 
Encouragingly, the government has set its FY17 fiscal deficit 
target at 3.5% of GDP and 3% for the next two years, having 
achieved the FY16’s 3.9% target.

This bodes well for India’s large public debt and high bond 
yields, and may pave the way for a rate cut at the Reserve 
Bank of India’s April policy meeting—which may in turn 
stimulate growth.

The government’s decision to stay on its consolidation course, 
especially at a time when India faces headwinds from slower 
demand, demonstrates its commitment and will likely boost 
confidence within the investment community.

2. Capex subdued; roads and railways still prioritised

Owing to the implementation of the 7th Pay Commission’s 
recommendations (to raise central government employees’ 
salaries), growth in revenue expenditure is budgeted to pace 
ahead of that in capital expenditure. Overall growth in FY17’s 
capex was raised 4% year-on-year (yoy), much lower than 
FY16’s 21%. This is understandable given the focus on reining 
in fiscal deficit. The good news is that the government has 
retained its thrust on infrastructure; spending is expected to be 
up by 18% yoy with a focus on roads, railways and power. 

3. A rural-focused Budget 

The Budget has been touted as favouring India’s rural 
community. In a bid to revive farm growth and rural economy, 
the government intends to improve water resources, irrigation 
and soil fertility to double farmers’ income by 2022. The 
increase in rural spending is mainly driven by higher outlays on 
crop insurance, irrigation, and rural infrastructure. 

Importantly, the government is focusing on creating assets, 
rather than cash handouts to boost the rural economy. Overall 
subsidies have been reduced by 0.3 percentage point of GDP.

At the same time, corporate tax rates for large companies 
were kept unchanged at 30%, a levy introduced on luxury cars, 
and cigarette duties raised. 

4. Limited cash injections for public sector (PSU) banks

The government offered no more than the INR250 billion it had 
pledged late last year to recapitalise debt-laden PSU banks. 
This is perhaps one of the biggest disappointments from the 
Budget, given the severity of non-performing assets at the 
banks. 

However, a day after the Budget announcement, the central 
bank relaxed capital adequacy norms; estimated to release a 
significant INR250-500 billion of capital for the PSU banks. 

5. Reforms still on the cards

Some measures show the government is still committed to 
longer-term reforms. For example, to improve the ease of doing 
business, a task force will be set up to rationalise human 
resources in government and autonomous agencies. To 
promote “Make in India”, foreign investors may be granted 
residency status, beyond the current five-year business visa, 
and to encourage new businesses, start-ups will receive full tax 
exemption for the first three years.
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Indian Finance Minister Arun Jaitley on Monday (29 February 2016) unveiled the FY17 Union Budget. The government’s decision to 
stay on the fiscal consolidation path was well-received. Here are our key take-aways:

Source: Union Budget FY17, Haver Analytics, CEIC, Goldman Sachs Global Investment Research, 29 
February 2016. FY16 is revised estimate and FY17E-FY19E are Budget estimates.

Source: Union Budget F17, 29 February 2016

5.8
4.9

4.4 4.0 3.9 3.5
3.0 3.0

0.0
1.0
2.0
3.0
4.0
5.0
6.0
7.0

FY12 FY13 FY14 FY15 FY16 FY17E FY18E FY19E

Fig 1: Central government fiscal deficit (% of GDP)

Fig 2: Thrust on nine distinct pillars to “Transform India”
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Source: Union Budget FY17, Ambit Capital Research, 29 February 2016. FY16  numbers are revised estimates 
and FY17E numbers are Budget estimates.

Fig 3: Agriculture, roads and highways among the beneficiaries of 
spending allocation (YoY change, %)
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