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India’s Union Budget 2020–2021 Highlights 

 The Budget 2020–21 focuses on rural demand and infrastructure 

investment, yet fiscal measures seem inadequate to address the 

economy’s weakness. 

 The administration aims to return to fiscal consolidation in Fiscal Year 

2020–21 (FY21) following fiscal slippage in the current fiscal year. The 

central government deficit is expected to narrow to 3.5% of GDP in FY21 

from 3.8% in the current fiscal year. 

India’s Union Budget for Fiscal Year 2020–21 (April–March) was presented by 

Finance Minister Nirmala Sitharaman on February 1. Despite the economy’s 

ongoing struggles with weak domestic demand, the Budget’s stimulative impact 

will be limited, leaving most of growth-revival efforts to the Reserve Bank of India. 

The estimate for the central government’s fiscal deficit in the current fiscal year 

was revised to 3.8% of GDP vs. the targeted 3.3% as economic softness has lead 

to muted tax revenue. Following the fiscal slippage this year, the government aims 

to resume fiscal consolidation efforts and narrow the shortfall to 3.5% of GDP in 

the FY21 (chart1). This highlights the administration’s challenge in balancing 

between stimulating the economy and promoting investor confidence on India’s 

fiscal sustainability; we assess that the administration prioritized the latter with the 

Budget’s overall impact on economic growth being fairly neutral.  

According to Finance Minister Sitharaman, public outlays in FY21 will be directed at:  

 infrastructure projects with focus on transport infrastructure, such as roads, 

railways and airports; 

 reviving rural demand with programs that lift farmers’ incomes, support rural 

development, and boost the agricultural sector’s productivity; 

 sector-specific programs in such areas as electronics manufacturing, textiles, 

power and renewables, and affordable housing; 

 inclusive growth-related programs, encompassing employment generation, 

skill development, as well as health and sanitation. 

Other key proposals include:  

 Lower income tax rates; the new structure is optional and available to those 

taxpayers that are willing to forgo certain exemptions and deductions. 

 The dividend distribution tax for companies will be abolished. 

 The disinvestment target for FY21 is set at a record-high, and includes selling 

of stakes in public sector financial institutions and enterprises. 

 Certain government securities will be opened for foreign investors while the 

limit on foreign portfolio investment in corporate bonds will be raised.  

The government expects India’s real GDP growth to rebound to 6–6.5% y/y in FY21 from 

around 5% in the current fiscal year; the growth forecast is in line with our expectation. 

Nevertheless, we are somewhat sceptical about the administration’s ability to execute the 

ambitious divestment program swiftly. Moreover, we note that the expectation for a 

notable pickup in tax revenue may be too optimistic given the weak economy. 

Accordingly, we assess that the government’s deficit target for FY21 will be at risk.  

Chart 1 

0

1

2

3

4

5

6

F
Y

1
1
-1

2

F
Y

1
2
-1

3

F
Y

1
3
-1

4

F
Y

1
4
-1

5

F
Y

1
5
-1

6

F
Y

1
6
-1

7

F
Y

1
7
-1

8

F
Y

1
8
-1

9

F
Y

1
9
-2

0

F
Y

2
0
-2

1

India's Central Government 
Fiscal Deficit

Union 
Budget 
2020-21

% of GDP

Sources: Scotiabank Economics, IMF, India 
Ministry of Finance.

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics


February 3, 2020 

GLOBAL ECONOMICS 

|  FLASH REPORT 

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections 

contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein 

have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their 

accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this report or its contents. 

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of 

any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or 

trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not 

constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading 

Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics 

and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other 

transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or 

be in the process of acquiring or disposing of positions, referred to in this report. 

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as 

managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors, 

brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may 

receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, 

directors and employees of Scotiabank and its affiliates may serve as directors of corporations. 

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any 

issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment. 

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be 

reproduced without the prior express written consent of Scotiabank. 

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.  

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital 

markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.; 

Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited; 

Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. – all 

members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with 

limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is 

authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and l imited regulation 

by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation 

Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the 

UK Financial Conduct Authority and the UK Prudential Regulation Authority.  

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated 

by the Mexican financial authorities.  

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law. 

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

