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Focus on Fiscal Consolidation and Growth in 
Recent Union Budget Underpins India’s Credit 
Profile  
The FY26 Union Budget of the Republic of India (India), announced on February 1, 2025, 
reinforces credibility in India’s fiscal consolidation roadmap. Moreover, it does so while 
judiciously balancing the need to maintain high economic growth. Both these aspects (of the 
government’s continued commitment towards fiscal consolidation and emphasis on boosting 
the economy’s overall growth potential) support our rating of India at ‘CareEdge 
BBB+/Stable’1. At the same time, CareEdge Global believes that more needs to be done to 
address other credit weaknesses, such as high interest-to-revenue metrics and low-income 
levels over the coming decade. 
 
Central Government Remains Committed to Fiscal Consolidation 
The Centre has stayed on the path of fiscal consolidation with fiscal deficit-to-GDP budgeted 
at 4.4% in the fiscal year ending March 31, 2026 (FY26), in line with the glide path envisioned 
in the previous budget announcements, thus strengthening its overall fiscal credibility. The 
other noteworthy aspect is the continuation of the capex focus. Revenue expenditure-to-GDP 
is budgeted to moderate to 11% in FY26 from 11.4% in FY25, while the capex-to-GDP is 
budgeted to remain steady at 3.1%.  
 
Exhibit 1: Centre’s Fiscal Deficit Trajectory  

Source: Union Budget Documents; Note: (A): Actuals; (RE): Revised Estimate; (BE): Budget Estimate 

 
Going forward, the Centre plans to shift to a new metric of ‘debt-to-GDP’ as a fiscal anchor 
from ‘fiscal deficit’ so far. The Budget provided the future roadmap for the Centre’s debt-to-
GDP, which remains on a downward trajectory to reach 50±1% by end-FY31, from the 
estimated 57.1% in FY25. This debt trajectory of the Central Government is in line with our 
forecasts.  

 
1 Unsolicited; Long Term Foreign Currency rating 
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Overall, we project India’s General Government Gross (GGG) debt, which includes state 
government debt (currently at ~83% of GDP), to remain on a downward trajectory in the 
medium term, moderating to below 80% of GDP by FY30 and declining further to under 75% 
of GDP by FY35.  
 
Globally, the GG debt-to-GDP levels of most other major economies are projected to show a 
rising trend going forward. However, India is among a few major economies where the GGG 
debt-to-GDP is projected to fall.  
 
Exhibit 2: General Government Gross Debt-to-GDP Trajectory (%) 

Source: International Monetary Fund (October 2024 Update); Data for India is on a fiscal year basis, and projections for India are CareEdge Global 
projections 

 
Debt Affordability Remains a Challenge  
India fares poorly in terms of debt affordability, with the combined interest payments of Centre 
and State governments averaging at 25.7% of revenue receipts during the last five years, 
notably higher than the other major economies. Though India’s GGG debt is projected to 
moderate going forward, the challenge of debt affordability is unlikely to abate for the 
economy over the medium term.   
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Exhibit 3: Debt Affordability (Interest Payments as % of Revenue)  
Average for Latest Available Five Years* 

Source: International Monetary Fund; National Sources; Data for India is on a Fiscal Year Basis 

* India: FY20-24; United States: 2019-2023; United Kingdom: 2019-2023; China: 2017-21; Germany: 2019-2023  

 
India’s Growth Projections Remain Healthy 
India continues to remain the world’s fastest-growing major economy. The Centre’s focus on 
capex-led growth has supported economic growth post-pandemic. However, the economic 
momentum witnessed some deceleration, with real GDP growth estimated at a four-year low 
of 6.4% in FY25, as per the First Advance Estimate released last month.  
 
Despite some signs of growth moderation, India remains the world’s fastest-growing major 
economy. Furthermore, the Budget FY26 addressed some key economic concerns on the 
growth front, viz., improvement in consumption and capex.   
 
Exhibit 4: Projected Real GDP Growth (Future Five Years*) 

Source: International Monetary Fund (October 2024 Update); Data for India is on a fiscal year basis 

*2025-2029 

 
India’s Income Levels Lag Other Large Economies  
Though India’s economic performance remains largely resilient vis-à-vis other major 
economies, it faces challenges from its low per capita income at USD 9,221 (Constant 
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Purchasing Power Parity Terms) in 2023. While India’s per capita income is likely to improve 
gradually going forward, it is estimated to trail below other economies. Thus, focusing on 
reforms and policies that will boost India’s income levels remains critical. 
 
Budget Focuses on Consumption & Capex 
Consumption GDP growth is estimated to improve to 7.3% in FY25 from 4% in FY24, 
supported by a pick in rural demand, offset by moderation in urban consumption. The Indian 
economy is largely domestic-driven, with private final consumption expenditure contributing 
more than 55% of the GDP. The domestic consumption scenario becomes even more critical 
at the time of persistent weakness in the external demand. It also remains pivotal to spur 
private investments in the economy. Given this background, the reduction in income tax 
announced in the budget will likely provide the much-needed impetus to domestic 
consumption.  
 
On the receipt front, the Centre has budgeted a strong 10.8% growth in the gross tax revenue 
collections for FY26. This factored in a 14.4% growth in income tax collections, lower than 
the estimated 20.3% growth in FY25. However, factoring the estimated revenue loss 
amounting to Rs1 trillion on account of the announced tax relief, achieving the budgeted 
growth in income tax collections could pose a challenge.  
 
Along with the consumption boost to keep the near-term growth impulses intact, the Budget 
also emphasises capex to augment the economy’s long-term growth potential. The Centre’s 
capex is budgeted to grow at 10% compared to the revised estimate, rising to Rs 11.2 trillion 
in FY26. This translates into a capex-to-GDP ratio of 3.1% in FY26, unchanged from the 
previous year and much higher than the pre-COVID level of 1.6% seen in FY19. The 
government’s continued capex focus is a positive and will help spur private investments in the 
economy. This should bode well for the overall investments measured by gross fixed capital 
formation, a key parameter in our assessment.  
 
Exhibit 5: Capex (% GDP) 

Source: Union Budget Documents; Note: (A): Actuals; (RE): Revised Estimate; (BE): Budget Estimate 

 
Overall, Budget FY26 reiterates the Centre’s commitment to fiscal consolidation and targets a 
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gradual reduction in debt over the medium term. Furthermore, the Centre has managed to 
deliver on its near-term aim of supporting consumer spending while staying committed to 
capex to boost the economy’s long-term growth potential. While the Budget tackles several 
critical economic issues, a sustained reform orientation over the medium to long term remains 
imperative to address other credit challenges.  
 
 
Please refer to the following link for the previous detailed rationale Click Here 
  

https://www.careedgeglobal.com/upload/RatingReportPDF/Rationale_India_171024.pdf
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Solicitation Status  
The rating is unsolicited, but with issuer participation, including interaction with relevant 
ministries of the Government of India. 
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About Us 
CareEdge Global IFSC Limited (CareEdge Global) is a full-service Credit Rating Agency (CRA) with a mission of Empowering 
Global Capital Market Participants Through Unrivalled Insights and Expertise. As the first CRA registered and 
authorized by the International Financial Services Centres Authority (India), CareEdge Global is uniquely positioned to provide 
comprehensive ratings on a global scale. A part of the CareEdge Group, which is a knowledge-based analytical organisation 
offering a wide range of services in Credit Ratings, Analytics, Consulting, and Sustainability. Established in 1993, our parent 
company, CARE Ratings Limited (CareEdge Ratings), stands as India’s second-largest rating agency.  
 
Disclaimer 
This disclaimer applies to each credit rating report and/ or credit rating rationale ('report') that is provided by CareEdge Global 
IFSC Limited ('CareEdge Global').  
 
Ratings from CareEdge Global are statements of opinion as of the date they are expressed and not statements of fact or 
recommendations to purchase, hold or sell any securities/ instruments or to make any investment decisions. The report is not a 
solicitation of any kind to enter into any deal or transaction with the entity to which the report pertains. Any opinions expressed 
here are in good faith, are subject to change without notice, and are only current as of the stated date of their issue. CareEdge 
Global assumes no obligation to update its opinions following publication in any form or format although CareEdge Global may 
disseminate its opinions and analysis. The rating contained in the report is not a substitute for the skill, judgment and experience 
of the investor, user, its management, employees, advisors and/ or clients when making investment or other business decisions. 
The recipients of the report should rely on their own judgment and take their own professional advice before acting on the report 
in any way. Therefore, the report is not intended to and does not constitute an investment advice. The report should not be the 
sole or primary basis for any investment decision. CareEdge Global is not responsible for any errors and states that it has no 
financial liability whatsoever to the users of the ratings of CareEdge Global. CareEdge Global does not act as a fiduciary by 
providing the rating.  
 
Any unsolicited ratings assigned by CareEdge Global are based on publicly available information as CareEdge Global may or may 
not have access to documents / information or participation from management of such issuers. While CareEdge Global has 
obtained information from sources it believes to be reliable, CareEdge Global does not perform an audit and undertakes no duty 
of due diligence or independent verification of any information it receives and/ or relies on in its reports. CareEdge Global ratings 
are subject to a periodic review, which may lead to revision in ratings. CareEdge Global has established policies and procedures 
to maintain the confidentiality of certain non-public information received in connection with each analytical process. CareEdge 
Global has in place a ratings code of conduct and policies for managing conflict of interest. 
 
Neither CareEdge Global nor its affiliates, third-party providers, as well as their directors, officers, shareholders, employees or 
agents guarantee the accuracy, completeness or adequacy of the report, and shall not have any liability for any errors, omissions 
or interruptions therein, regardless of the cause, or for the results obtained from the use of any part of the report. CareEdge 
Global DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF 
MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall any CareEdge Global 
or its associated entities or persons be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, 
special or consequential damages, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits 
and opportunity costs) in connection with any use of any part of the report even if advised of the possibility of such damages. 
 
This report does not constitute an offer of services. This report is solely for use in the jurisdiction of IFSCA, GIFT City in 
Gandhinagar. Without limiting the generality of the foregoing, nothing in the report is to be construed as CareEdge Global 
providing or intending to provide any services in jurisdictions where CareEdge Global does not have the necessary licenses and/ 
or registration to carry out its business activities referred to above. Access or use of this report does not create a client relationship 
between CareEdge Global and the user. 
 
For latest rating information on any instrument of any company rated by CareEdge Global, you may visit our website 
www.careedgeglobal.com. 
 
This report should not be reproduced or redistributed to any other person or in any form without prior written consent from 
CareEdge Global. 
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