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Economic Analysis 

India FY16 Budget: A Déjà Vu for its incremental 
reform focus but progressively more impactful 
Sumedh Deorukhkar / Le Xia 

Damping high expectations of big bang reforms from India’s FY16 (Year ending March 2016) Union Budget on 
February 28th, the Modi Government maintained its focus on incremental reforms to strengthen India's macro 
fundamentals. The 'several small steps' approach is a Déjà Vu by Mr. Modi, akin to his interim budget presented 
after taking office last May. Encouragingly however, the steps announced in the new Budget are progressively 
much more wide ranging, pertinent and impactful in correcting the structural deficiencies that are plaguing India’s 
economy, particularly on the supply side. Chief amongst these are 1) raising the ante on public investments in 
infrastructure, 2) greater devolution to states, 3) simplification of direct tax structure and a 5 percentage point cut in 
corporate tax rate, 4) enhanced investment options, deferment of retrospective tax law and rationalizing legislative 
norms for foreign investors, 5) regulatory reforms to deepen capital markets, 6) stringent penalties and compliance 
policy to discourage tax evasion to help boost India’s low tax-to-GDP ratio, 7) enhance scope for direct benefit 
transfer scheme to better target subsidies and 8) thrust on education, skill development and financial inclusion.  
 

Near term growth imperatives hold edge over aggressive fiscal consolidation: In contrast to our 

expectations (See our Pre-Budget flash), the budget relaxed India’s fiscal deficit target to -3.9% of GDP for FY16 
(earlier target of -3.6%), from -4.1% in FY15. However, we believe that the let-down from a modest fiscal lift-off 
is largely offset by India's current imperatives of enhancing productive investments and reigniting the capex cycle. 
Particularly so, at a time when India finds itself in a sweet spot of lower international oil prices, which provides 
subsequent budgetary support through a substantial reduction in fuel subsidies and improving global growth.  
 

Still, India can’t afford to lower its guard if it has to achieve medium term fiscal consolidation targets: 
A close tab on revenue expenditure, effective implementation of tax reforms such as the Goods and Services Tax 
(GST) and divestment plans to enhance non-tax revenues is critical for the government to achieve its medium term 
fiscal deficit targets (- 3.5% of GDP by FY17 and -3.0% by FY18). A sharp oil price pick-up can pose a serious risk 
in this regard. Finally, the ensuing budget session of parliament will be important to pass critical legislative reforms 
related to 1) GST, 2) Coal Mines bill, 3) raising foreign investment limits in insurance and 4) Land Acquisition bill.  
 

RBI unlikely to change course: Against this backdrop, we expect the Reserve Bank of India to acknowledge 

the government's efforts to balance growth with fiscal consolidation while keeping inflation anchored through 
supply side reforms. In this context, the new budget is unlikely to no change RBI's current monetary policy stance, 
characterized by calibrated easing in interest rates. With CPI inflation expected to fall below 5.0% in 2015, we 
maintain our expectations of RBI easing interest rates by a further 50 to 75 bps over rest of 2015 to aid 
government's efforts in boosting the capex cycle by encouraging private investments and lifting final demand.  

Figure 1 

India eases its fiscal consolidation targets…  

Figure 2 

…To lift growth through higher capital spending 
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*Fiscal Year; BE: Budgeted Estimates; Source: BBVA Research, GoI  *Fiscal Year; BE: Budgeted Estimates; Source: BBVA Research, GoI 

https://www.bbvaresearch.com/en/publicaciones/time-for-a-big-push-our-expectations-from-indias-upcoming-union-budget/
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 

 

 

 


