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Walking the talkon
fiscal consolidation

INDIVJIAL DHASMANA
New Delhi, 23 July

inance Minister
F Nirmala Sitharaman

expedited fiscal con-
solidation, projecting it at
4.9 per cent of gross domes-
tic product (GDP) for 2024-
25, down from the Interim
Budget estimate of 5.1 per
cent. This was despite an
increased spending on
employment generation
schemes, financial packages
for Bihar and Andhra
Pradesh, and relief under
the new personal income
tax regime.

Sitharaman also
committed toreducingthe
Centre’s fiscal deficit below
4.5percentof GDPinFY26
and further loweringitso
thatthe debt would decline
inproportionto GDP. This
may helpthe Centre and the
states to control their fiscsal
deficitatbelow7 per cent
structurally, which may
promptasovereignrating
upgradebyStandard and
Poor’s from the current
lowest investment grade.
Thestates’ fiscal deficit limit
standsat 3.5-4 per cent of
their respective gross state
domestic product.

The minister was able to
project alower fiscal deficit
for FY25, compared tothe
Interim Budget, because ofa
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record surplustransfer from
theReserve Bank of India of
%1.09trillion and dividends
from state-owned banks
totalling313,440 crore. This
helped the government
projectanon-taxrevenue
(NTR)kitty higher by1.5
trillion for FY25than what
was pegged by the Interim
Budget. Thiswas much
higher than320,000 crore
lessrevenuethatthe FM

projected from taxes, post-
devolution to thestates, for
FY25vis-a-visthe pre-
election Budget.

Booming NTR also
helped the government raise
itsrevenue expenditures by
%60,000 crore for FY25
against Interim Budget
estimates by launching
variousemployment-linked
schemesand financial
assistance to Bihar, Andhra

Pradesh,and afew
other states.
Capexwaskeptintact,
evenasthe FM announced
viability gap fundingand a
market-based financing
framework for
infrastructure. Despite
increased revenue
expenditure, the revenue
deficitis projected tofallto
1.8 percent of GDP for FY25
fromthe Interim Budget’s 2

percent.

Both fiscal and revenue
deficits are projected tofall
compared tothe Interim
Budget, despite nominal
GDPgrowth pegged at10.5
per cent for FY25. Nominal
GDPis projected at3326.4
trillion for FY25, lower than
the Interim Budget estimate
0f%327.7trillion.

Sitharamaninitially
projected the fiscal deficit at
59percentof GDPforFY24,
reviseditto 5.8 per cent,and
furtherimproved itto 5.6 per
cent. However, there are
critics of the government’s
“overemphasis” on fiscal
consolidationevenasthe
ministry talked against
fixation tolowering fiscal
deficitto3 percentas
enshrined in the original
fiscal responsibility and
Budget management Act.
AnilKSood, co-founder of
TheInstitute for Advanced
Studiesin Complex Choices,
said fiscal consolidation was
heretostayeventhough it
wasthe least appropriate
policy choicegiven the state
oftheeconomy. “The
government seems
committed tofiscal
consolidation asrevenue
expenditure wasonly
increasingby 6.2 per cent
year-on-year in FY25, while
taxrevenueisexpected to
riseby11percent,” hesaid.



