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ABSTRACT

Finance Minister Nirmala Sitharaman's Union Budget
2026-27, which was unveiled on February 1, 2026, represents
a paradigm shift in Indian fiscal policy from cyclical recovery unlon B“dgot
to long-term nation-building. The paper critically analyzes the
formulation of budget, key areas of expenditure, fiscal
tightening measures, and strategic schemes of achieving the
vision of Viksit Bharat (Developed India) in the year 2047. The
budget, which has three guiding Kartavya (duty), aims to
achieve macroeconomic stability as well as a structural shift
and growth momentum in the face of global uncertainty.
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1. INTRODUCTION AND STRATEGIC CONTEXT

The Union Budget 2026-27 represents a new philosophy of governance based on the principle
of duty (Kartavya) and not on entitlement, and is an important milestone in the fiscal policy of India. In
a backdrop of economic instability in the world, geopolitical fragmentation, pressure of climate
transition, and technological disruption, the budget aims to stabilize the macroeconomic stability with
structural change. This was the first budget that was prepared in Kartavya Bhawan with both symbolic
and substantive changes in the philosophy of governance.

Finance Minister Nirmala Sitharaman introduced her ninth consecutive Union Budget, becoming
the first Indian finance minister to have done so. The budget has focused on long-term infrastructure-
led growth, home manufacturing and fiscal constraints. Instead of taking major policy actions such as
the big-bang policy steps, Budget 2026-27 prefers taking crucial steps to ensure that it supports the
growth, prevent middle-income trap and remain on the path of being a developed country.

2. RESEARCH OBJECTIVES
The study aims to examine the Union Budget 2026-27 with the following key objectives:
1. To analyze the macroeconomic framework, including fiscal deficit, revenue structure, and debt
sustainability.
2. To evaluate public expenditure and sectoral priorities, especially infrastructure, manufacturing,
and social sectors.
3. To assess tax reforms, regulatory changes, and the role of the three Kartavya in shaping fiscal
policy.
4. To examine the inclusiveness, implementation challenges, and overall effectiveness of the budget
in achieving economic growth and development.
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3. RESEARCH METHODOLOGY

The research design of the study is descriptive and analytical research design as it will
systematically investigate and critically examine the components, policies, and implications of the
Union Budget 2026-27. It is founded on secondary data gathered on government reports, official
budgetary documents, policy papers, reports of consulting firms, and other economic analyses. The
fiscal trends, policy changes and their effects in various sectors of the economy have been interpreted
using a qualitative approach.

4. THE THREE KARTAVYA: GUIDING PRINCIPLES OF BUDGET 2026-27

The budget is based on three fundamental Kartavya, which establish India's strategic direction
as part of its medium-term policy. These responsibilities provide the essential context for all budgetary
allocations and policy decisions.

First Kartavya: Accelerate and Sustain Economic Growth

The first duty focuses on enhancing productivity, competitiveness, and building resilience to
volatile global dynamics. This involves strengthening manufacturing as the core engine of growth while
simultaneously expanding the country's capabilities in services and digital trade. The government has
reaffirmed the centrality of manufacturing to India's economic strategy through large-scale investments
in textiles, semiconductors, rare-earth mining, infrastructure, and MSME development

Second Kartavya: Fulfil Aspirations and Build Human Capacity

The second commitment is to meet the aspirations of the people and enhance their ability,
changing them. into mighty allies on the path towards prosperity in India. This covers the job
opportunities, education, training, and services with more emphasis on how human capital can be
developed as a development strategy.

Third Kartavya: Ensuring Sabka Sath, Sabka Vikas through targeted inclusion

The third kartavya, which is in line with the vision of Sabka Sath, Sabka Vikas (collective
progress) is to make sure. that resources, amenities and opportunities of meaningful participation are
available to every family, community, region and sector. This highlights the inclusive development at
the regional and community levels, correcting historical injustices and having equal access to resources.

5. KEY FISCAL NUMBERS AND MACROECONOMIC FRAMEWORK
Revenue and Expenditure Structure

The 2026-27 Budget Estimates project expenditure of = 53.47 lakh crore, an increase by 7.7
percent compared to the. revised projection of 2025-26. Non-debt receipts are anticipated to be * 36.51
lakh crore, 7.2% higher than the updated forecast of 2025-26. Tax revenue that constitutes most
collections is. predicted to rise by 8% from the revised forecast for 2025-26.

Fiscal Deficit and Consolidation

The fiscal deficit in Budget Estimates BE 2026-27 is estimated to be 4.3% of GDP, compared to
4.4% of GDP in Revised Estimates RE 2025-26. This is an indication of further fiscal consolidation
efforts and still having room to support growth expenditure. The government is still dedicated to
lowering the debt-to-GDP ratio to 50x1% by 2030, exhibiting a well-defined long-term fiscal
consolidation plan.

Debt-to-GDP Ratio

Debt-to-GDP ratio is expected to hit 55.6 percent of GDP in reach 2026-27 as compared to 56.1
percent in RE. 2025-26. The commitment of the government to fiscal sustainability without
compromising on the levels of productive. even though this is a negative trend, spending is showing
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this. Interest payments constitute 26 percent of total spending and 40 percent of tax collections,
indicating budget constraints. imposed by former loaning.

Nominal GDP and Economic Growth

The government has projected a nominal GDP growth rate of 10% in 2026-27 (i.e., real growth +
inflation). This implies a real GDP growth rate of about 5-6 per cent, which is in line with the current
economic trend in India and the global growth projections given that inflation is expected to be 2 per
cent.

6. CAPITAL EXPENDITURE: INFRASTRUCTURE AS THE GROWTH ENGINE
Record Capital Expenditure Allocation

The budget's allocation of almost ¥12.2 lakh crore for capital expenditures is one of its most
notable features. It means that there are unprecedented amounts of state investment and is an
increment of 10 percent to the planned ¥11.2 lakh crore of expenditure in 2025-2026. The capital
spending is 4.4% of GDP, the highest level in at least the previous ten years. Effective capital spending
(including grants for asset creation) is ¥17.15 lakh crore, or 4.4% of GDP. The government's dedication
to asset creation and long-term value building is reflected in this comprehensive measure of
development spending.

Infrastructure Development Priorities

Infrastructure investment is mostly focused on ports, roadways, railroads, affordable housing,
and urban development initiatives. Approximately ¥5.9 lakh crore has been allotted to the Ministries of
Road Transport and Railways, with ¥3.10 lakh crore going to roads and ¥2.81 lakh crore to rail.
Public capital expenditure has skyrocketed from 2 lakh crore in FY2014-15 to ¥12.2 lakh crore in BE
2026-27. The government's infrastructure-focused growth plan, which has produced steady economic
expansion for more than 10 years, is reflected in this steady increase.

7. REVENUE SOURCES AND BUDGETARY COMPOSITION
The Source of the Funds

Borrowings and other liabilities are the Budget's largest source of funds, accounting for 24% of
total inflows, which remained unchanged from the previous year. The second-largest contributor is
income tax, which has decreased from 22% to 21% this year due to an expansion of the tax base
without rate changes. GST and other taxes contribute 15%, compared to 18% in 2025-26, while
corporate tax accounts for 18% of revenue streams.

Gross tax collection for FY27 is predicted to reach = 44.04 lakh crore, up from = 42.70 lakh crore
for FY26. GST income is expected to reach = 11.78 lakh crore in FY26, up 11% from the previous year
due to better tax compliance and stronger consumer trends.

Market Borrowings

Net market borrowings from dated securities are anticipated to be =11.7 lakh crore for
financing the fiscal deficit. Estimated at = 17.2 lakh crore, gross market borrowings serve as the
principal source of funding for deficits while preserving the sustainability of debt.

8. EXPENDITURE ALLOCATION PRIORITIES:
Interest Payments and Committed Liabilities

Interest payments contribute for 20% of budgetary expenditure, totalling around = 14.04 lakh
crore. Together, these two areas take up the biggest portions of the budget, together with the states' tax
share of 22%. This distribution places considerable limits on new developmental goals, forcing new
efforts to be conveyed through marginal reprioritization within existing schemes.
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Sectoral Expenditure Breakdown

The government's developmental priorities are made clear by the breakdown of spending. Rural
development receives ¥2,73,108 crore, transportation receives ¥5,98,520 crore, and defense receives
35,94,585 crore. Together, these three areas attract significant resources, reflecting goals for rural
development, infrastructure, and security.

The government invests 31,39,289 crore in education, demonstrating its commitment to human
capital development. Agriculture receives ¥1,62,671 crore, energy receives 31,09,029 crore, and health
receives * 1,04,599 crore, which together make up the core of inclusive development investment.

9. STRATEGIC SECTOR INITIATIVES AND TRANSFORMATION
Manufacturing: The Anchor of Growth

The finance minister emphasized manufacturing's importance to India's economic strategy,
citing large-scale investments in textiles, semiconductors, rare-earth mining, infrastructure, and MSME
growth. These programs aim to strengthen industrial capacity and increase manufacturing's
contribution of GDP from under 20% to 25%.

The budget aspires to generate "Full Stack Indian [P" in semiconductors, lowering India's import
expense and making Indian EVs and smartphones globally competitive. India's semiconductor value
chain strategy has fundamentally changed, with the emphasis now being on chips owned by Indian
businesses rather than chips designed by Indian experts for foreign companies.

Biopharma Shakti Initiative

The government proposes investing Rs 10,000 crore over the next five years to establish India
as a biopharma manufacturing hub. Building the bioreactors and "living labs" necessary for the shift
from chemical generics to high-value biologics is the main goal of this project. The government
encourages big pharmaceutical companies to transition to biosimilars and advanced biologics by
building 1,000 clinical trial locations and modernizing national institutes.

Data Centres and Digital Infrastructure

Budget proposes a tax holiday on foreign cloud companies until 2047, and a deduction of 100
percent on. 20 years or more profits. This will seek to attract international companies such as Amazon
Web Services and. Google to set up operations in India, spurring the digital boom with cheaper cloud
storage, enhancing. Al data requires, and generates quality technology employment.

10. TAX REFORMS AND REGULATORY SIMPLIFICATION
New Income Tax Act

A new Income Tax Act will be in effect in April 2026 and will use simpler rules and forms.
Instead of significant changes in rate, the reforms focus on simplification, reduction in compliance, and
conflict. minimization. The fiscal year 2026-27 will not see any changes in the personal income tax
bracket. management does not like change.

Direct Tax Proposals

The tax proposals are directed at simplification and lower tax rates and a reduction of TCS (Tax
Collected at Source). cost to business and individuals of compliance. Measures include decriminalising
procedural lapses including failure to prepare books of account or tardiness in paying in payments of
tax, together. restoring investor confidence and clarity in regulation.

Compliance and Dispute Reduction

Streamlining, reducing compliance, and reducing litigations remain areas of concern. These
actions help India achieve its greater aim of enhancing a transparent and growth oriented business
environment under. the Viksit Bharat vision, which recognizes that only a reduction in regulatory
barriers will increase economic. productivity.
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11. SOCIAL INCLUSION AND HUMAN DEVELOPMENT
Education and Skills

Education continues to be a key priority of inclusive development spending Samagra Shiksha is
for PM POSHAN, PM SHRI, and PM, =42,100 crore, 12,750 crore and 7,500 crore respectively are
allocated in. the 2026-27 budget estimates. These hikes reflect the emphasis put on basic skills by the
government. nutrition, and bettering school infrastructure.

Health Infrastructure Expansion

The budget expands the infrastructure for trauma and mental health care in order to close
mental health disparities. Nimhans 2 facility is proposed to offer specialized mental health treatments
to underprivileged individuals, along with the renovation of institutions in Ranchi and Tezpur. The
exemption of customs duties on 17 pharmaceuticals and treatments is intended to make healthcare
more affordable.

Rural Development and Agricultural Productivity

The Pradhan Mantri Kisan Samman Nidhi is allocated * 63,500 crore to provide direct income
support to farmers. Bharat-VISTAAR, a multilingual Al too], is introduced in the budget to help farmers
avoid risk by providing increased decision-making support and individualized agricultural guidance.
SHE-Marts (Self-Help Entrepreneur Marts) provide support to women-led rural businesses,
encouraging economic empowerment and entrepreneurship in rural areas. The Purvodaya states and
the Northeast are the focus of regional development projects, which include infrastructure for urban
mobility, tourism routes, and industrial corridors.

12. STRUCTURAL REFORMS AND LONG-TERM VISION
Fiscal Consolidation Roadmap

The budget restates the intention of the government towards consolidation as the fiscal deficit
is pegged at 4.3. The percentage of GDP in 2026-27, carrying on a negative trend. The debt-to-GDP ratio
is expected to steadily reduce with the government taking the lead of the 16th Finance Commission to
retain 41 percent vertical devolution to states and provide = 1.4 lakh crore in grants.

Over 350 Reforms Implementation

The government has introduced over 350 reforms, including the ease of doing business.
Services Tax (GST), announcement of Labour Codes, and the re-adjustment of obligatory Quality
Control. Orders. These institutional reforms will reduce business impediments, improve regulatory.
transparency, and enhance the competitiveness of India in the international markets

Asset Monetisation and Investment Facilitation

The budget proposes accelerating the recycling of CPSEs' considerable real estate assets by
establishing dedicated REITs (Real Estate Investment Trusts). REITs have proven to be an effective tool
for asset monetization over time, enabling public sector organizations to access cash while retaining
management over infrastructure.

13. MANUFACTURING AND GLOBAL COMPETITIVENESS STRATEGY
Six-Pronged Strategy for Economic Growth

The budget proposes actions in six key areas to boost and sustain economic development. The
first is increasing production in seven industries, such as rare earth magnets, textiles, semiconductors,
and pharmaceuticals, with the goal of increasing manufacturing's GDP share from less than 20% to
25%.
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Services and Digital Trade Expansion

The budget aspires to boost India's service capabilities and digital trade position,
acknowledging that services now account for more than half of GDP. This strategic focus recognizes the
potential for future growth through technology-enabled solutions and digital public infrastructure, as
well as the current strength of India's services sector.

Private Sector Engagement and Risk Mitigation

To strengthen the confidence of private developers regarding risks during infrastructure
development and construction phase, the budget proposes setting up an Infrastructure Risk Guarantee
Fund to provide prudently calibrated partial credit guarantees to lenders. This system tries to minimize
the risk involved in the investment of the infrastructure privately and maintain fiscal discipline.

14. TRADE AND TARIFF POLICY
Customs Duty Rationalization

The budget has an exemption of the customs duty on 17 pharmaceuticals and medicines, which
has a goal of making healthcare cheaper and more affordable. Balance between the government and
supporting domestic industry and taking consumer welfare into account is reflected in these tariff
adjustments.

Global Trade Integration

The budget shows that India is planning to protect the domestic industries and remain
integrated with. international markets. A fiscal consolidation plan, which should be long term and must
create a balance between. The fiscal structure has an objective of a debt-to-GDP ratio which indicates
growth investments and sustainability of debt. of 50% * 1% by 2030.

15. CHALLENGES AND EXECUTION RISKS
Implementation Gaps in Spending

There are major implementation challenges that have been reported in the past budget periods,
even with explicit policy. intentions. Government spending on centrally sponsored programs was
predicted to be Rs 2,03,802 crore (19%) lower than what was budgeted, as per revised estimates of
2025-2026. This was primarily brought about. by underfunding the Pradhan Mantri Awas Yojana-Urban
and Rural (Rs 40,226 - 44,664 crore unspent) and Jal Jeevan Mission (Rs 50,000 crore unspent)

Fiscal Constraints and Trade-offs

The substantial interest payment obligation (= 14.04 lakh crore) limits the fiscal capacity for
new initiatives. The government needs to demonstrate new developmental goals by reprioritizing
within existing programs rather than increasing expenditures, necessitating a thorough evaluation of
program efficiency and effectiveness.

Institutional Capacity and Service Delivery

Effectiveness of budget is ultimately determined by institutional capability in terms of efficient
service delivery. measures. The actual implementation rates of programs such as the PM Viksit Bharat
are of concern. The past job programs have revealed that Rozgar Yojana has spent considerably less
money compared with budgetary allocations.

16. ECONOMIC VISION AND VIKSIT BHARAT FRAMEWORK

The Union Budget 2026-27 is explicitly meant to be a contribution towards Viksit Bharat
(Developed India) by 2047. This is a long-term outlook, which symbolizes a shift in short-term populist
policies. and to systematic economic reform, gives guidance to present budgetary choices and policy
agenda. The budget encourages equitable growth and equity by implementing manufacturing, services,
reform of agriculture, infrastructure and energy. Such a plan is both wise and long-term. ambition
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through a compromise between productive investment and fiscal consolidation, which has a target.
debt-to-GDP ratio of 50 + 1 percent by 2030.

17. CONCLUSION AND STRATEGIC IMPLICATIONS

The Union Budget 2026-27 reiterates the long-term reform agenda of India as opposed to a
begetter. short-term populist initiative. It is concerned with macroeconomic stability infrastructure-led
growth. and structural transformation. The estimated fiscal deficit of FY 2026-27 is approximately 4.3%
of GDP, reflecting a moderate policy on fiscal tightening and yet an endorsement of growth spending.
Budget 2026-27 is not just an annual fiscal document but rather tries to institute structural changes.
which streamline taxation, diminish conflict, build infrastructure, develop human capital, and be drawn
to. global investment. The three Kartavya are an integrated structure to bring fiscal policy in tandem
with the. vision of Viksit Bharat, meeting the different sector expectations through improvement of
manufacturing, expansion. service capabilities, modernizing logistics, and promoting trust-based
governance. The budget provides transparency, moderation, and the long-term outlook, which
preconditions the next stage of the Indian economic development. transformation. Capital was invested
heavily, sectoral initiatives were targeted, and comprehensive. regulatory reforms, Budget 2026-27 lays
the groundwork for sustained high growth, resilience to global obstacles and strides towards
developed-nation status.
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