CAUTIOUS, BUT NOT PESSIMISTIC

FY27 outlook is of stcady growth

Slippages in state finances could ripple through mkts, affecting govt bond yields
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The Economic Survey has projected
real gross domestic product (GDP)
growth in 2026-27 (FY27) in the
range of 6.8-7.2 per cent, with
domestic demand and investment
expected to gain strength amid an
uncertain economic environment.
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steady growth amid
global uncertainty —
requiring caution, but not pessimism.
The Survey observed that
ongoingtrade negotiations with the
USare expected to conclude during
the year and could help reduce
uncertainty on the external front.
Stressing that the domestic econ-
omy is on a stable footing, it added
that, given external uncertainties, it
is important to maintain adequate
buffers and policy credibility.
Terming 202526 (FY26) an
unusually challenging year, with
penal tariffs creating stress for
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exporters and affecting business
confidence, followed by the govern-
ment’s push for reforms such as
goods and services tax rationalisa-
tion and deregulation, the Survey
called FY27 ayear of adjustment.

It said domestic demand and
investment would continue to
underpin economic growthin FY26.

India’s economy is estimated to
growby 7.4 per centin FY26, up from
6.5 per cent in 2024-25, according to
the First Advance Estimates of GDP
released by the National Statistics
Office. The estimates reflect the
economy’s resilience despite per-
sistent external headwinds.

The Survey highlighted that ref-
orms momentum over the past three
years, along with stronger corporate
and financial sector balance sheets
and rising formalisation of employ-
ment, has raised India’s medium-
term potential growth to 7 per cent.

Continued implementation and
coordination across the Centre and
states, it said, will be critical for sus-
taining this higher growth frontier
and pushing it even higher.

On shifting the fiscal anchor from
the fiscal deficit toa debt-to-GDPratio
target of 50 plus/minus 1percent
by March 31,2031, the Survey said the
move provides the government flexi-

bility to fine-tune fiscal policy in
response to emerging needs during
the intervening period, amid a vol-
atile and unpredictable geopolitical
and geoeconomic environment.

“Once the current target is met
and fiscal deficits decline gradually,
a new Fiscal Responsibility and
Budget Management target may be
considered at the end of the Six-
teenth Finance Commission
period,” the Survey said.

The Survey added that returning
to a rule-based regime is likely to be
credible and durable ifimplemented
after a period of lower global macro-
economic uncertainty, and once debt
and deficit ratios move meaningfully
closer to 50 per cent and 3 per cent of
GDP, respectively.

The Survey said that emerging
trends in state-level debt and defi-
cits underscore the need for con-
tinued calibration, while raising
concerns over some states’ increas-
ing reliance on unconditional cash
transfer programmes.

It recommended improved tar-
geting, periodic review, and out-
come-oriented design to mitigate
fiscal rigidities. The Survey called for
fiscal policy focused on expanding
productive capacity and income
growth rather than creating perma-
nent expenditure commitments.



