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Key Insights: 36<z)

Budget targets strong capex growth, higher rural spending, and larger transfers to local bodies
* India’s fiscal consolidation has largely been driven by a decline in expenditure (% of GDP)
* Expect ~20 bps of fiscal consolidation annually to reach the FY31 debt-to-GDP target of 50% +1%

» Total capex growth target remains robust at 20% YoY for FY27, though actual achievement is likely to be lower

» Rural scheme allocations rise sharply, but actual spending on certain schemes may fall short of budgeted levels

» PSU capital expenditure driven by petroleum, power and housing/urban affairs sectors
 PLI outlay up for auto and white goods, flat for telecom, food processing and pharma, and down for electronics

» Grants to local bodies rise, with part of the spending linked to sanitation, waste, and water management

High borrowings and the likely end of the rate-cut cycle are keeping yields elevated

» Share of fiscal deficit financed through market borrowings has picked up

» Small savings’ role in deficit financing has peaked as collections plateau amid a shift to the new tax regime
j * Rise in net borrowings and higher redemptions lead to a steep increase in gross borrowings for FY27

* The RBI absorbed large G-sec supply via OMOs over the past year, while bank demand remained muted

* Increase in the CD ratio has led to a decline in SLR and, consequently, a reduction in banks’ demand for G-sec

» The OIS market has begun pricing in a rate hike, reflected in the rise of the 1-year OIS rate one year forward

* Yields may ease near-term on account of RBI OMOs and rate cuts, but stay high over the longer term
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India’s fiscal consolidation driven by spending cuts, not receipts growth 360
The central government targets lowering the debt-to-GDP ratio to 55.6% by FY27 and further to 50% +1% by FY31 %

17.7% India’s fiscal consolidation has largely been driven by a
16.1% 15 6% decline in expenditure (as a % of GDP), falling from a peak
' 14.8% of 17.7% in FY21 to 13.6% in FY27BE

18% as % of GDP
16%

14.1% 13.9% 13.6%

0,
14% 134% , di e — e The Budget targets reducing the central government’s
—¢—Receipts  —e=Expenditure ' debt-to-GDP ratio to 55.6% in FY27 from 56.1% in FY26,
12% requiring a 10-bps fiscal deficit consolidation
9.4% 9.1% 9.3% 9.3% 9.5% 9.3%
10% 8.7% 8.5% N —— " — o Going ahead, we expect ~20 bps of fiscal consolidation
8% annually to reach the FY31 target of 50% +1% debt-to-GDP
FY20 Fy21 FY22 FY23 FY24 FY25 FY26RE  FY27BE
Central Government Debt (% of GDP) Fiscal Deficit (% of GDP)
61.4%
>8.8% 58.1%
0,
" 570 56.2%  56.1% N 5.5%
o g 55.6% 4.6% | A8% L 43w
FY20 FY21 FY22 FY23 FY24 FY25 FY26RE FY27BE FY20 FY21 FY22 FY23 FY24 FY25 FY26RE FY27BE
Source: Budget Documents, Ministry of Finance, 360 ONE Asset Research Note: RE - Revised Estimates, BE — Budget Estimates

4 360 ONE Panorama February 2026 360 ONE Asset



asset
Total capex growth target robust at 20% YoY for FY27 36<z)

However, revenue grants for the creation of capital assets appear overstated, and the actuals could be lower m

Total Capital Expenditure

o5 RsTn 292 The total capital expenditure, including
18 18 X budgeted capex, revenue grants for
20 14 16 x % 5 capital asset creation, and capex by public
15 13 x X 5 4 5 sector undertakings (PSU), is targeted at a
X 4 : 3 3 substantial Rs 22 tn in FY27BE

10 4 3
5 - - 12 However, the actual outlay under the
. “ revenue grants for capital asset creation

I lower than i
FY22 Fy23 FY24 FY25 FY26RE FY27BE fnofhg r?fxt‘;"ge)t an budgeted (discussed
m Budgted Capex Revenue grants for creation of capital assets PSU Capex X Total
Total Capital Expenditure Growth (%YoY)
25%

. 20% Total capex growth in FY26RE was
20% 17% subdued at 1% YoY, but is budgeted to
15% 12% accelerate to 20% YoY in FY27, the highest

. in recent years, although actual
10% achievement may be lower

5%
0%
FY22 FY23 FY24 FY25 FY26RE FY27BE
Source: Budget Documents, CMIE, 360 ONE Asset Research Note: RE - Revised Estimates, BE — Budget Estimates
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Rural sector schemes witness a significant jump in allocation 360

However, actual spending under the Jal Jeevan Mission and the employment guarantee schemes could be lower than budgeted %

The government has budgeted a significant

Rs Bn increase in rural sector-oriented schemes
Major Rural Schemes FY25 FY26 FY27 FY25
A RE BE A The outlay under rural programs such as the
National Rural Employment Guarantee Act
Pradhan Manti Gram Sadak Yojana 179 110 190 16% -38% 73% (NREGA) and its replacement, the VB-G RAM G
scheme, along with the Jal Jeevan Mission
Pradhan Mantri Awas Yojna (PMAY) - Rural 323 325 549 48% 1% 69% (JIM), includes a component for capital asset

creation referenced earlier

Jal Jeevan Mission 226 170 677 -68% -25%  298% ) _
However, states may take time to notify the

National Rural Employment Guarantee Program 858 880 300 -4% 3% -66% new He=6 [l G SChe"?e’ telnitel] Catillel Lzl
in actual spending being lower than the

VB - G RAM G Scheme 957 2Llegaethlellis

) o o Additionally, the government has

National Rural Livelihood Mission 147 160 192 6% 9% 20% overbudgeted the JIJM scheme over the past
two years, with actual spending falling well

Pradhan Mantri Kisan Samman Nidhi (PM-Kisan) 661 635 635 8% -4% 0% below a“ocations’ and this trend could repeat
this year

Total 2,395 2,280 3,500 -12% -5% 53%
As a result, actual rural expenditure and
revenue grants for capital creation in FY27
may be lower than budgeted

Source: Budget Documents, CMIE, 360 ONE Asset Research Note: A- Actuals, RE — Revised Estimates, BE — Budget Estimates
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PSU capital expenditure driven by petroleum, power and housing sectors 360

PSE capex is budgeted to grow 11% YoY in FY27, recovering from an 11% contraction in FY26RE |-|-|
Rs Bn
Major Heads - CPSE Capex FY25 FY26 FY27 FY25
A = BE A

Ministry of Petroleum and Natural Gas 1,689 1,300 1,338 23% -23% 3%

Ministry of Power 766 858 1,018 41% 12% 19% _
Petroleum, power, and housing/urban

Ministry of Housing and Urban Affairs 385 674 726 65% 75% 8% affairs account for the largest share of

- . 0 . PSU capex, while capex by steel sector

Ministry of New and Renewable Energy 315 361 429 -17% 15% 19% enterprises and the Department of Food

Ministry of Steel 107 175 051 504 64% 44% grgwlitrj]bllc Distribution also records strong

Ministry of Coal 317 228 247 8% -28% 9% ) i
Overall, PSU capex is budgeted to rise 11%

Department of Food and Public Distribution 761 157 214 58% -79% 36% YoY in FY27, recovering from an 11%

- . contraction in FY26

Ministry of Railways 170 130 150 -13% -24% 15%

Atomic Energy 110 125 132 9% 13% 5%

Ministry of Ports, Shipping and Waterways 78 139 127 89% 79% -9%

Total 4,886 4,339 4,838 25% -11% 11%

Source: Budget Documents, CMIE, 360 ONE Asset Research Note: A — Actuals, RE — Revised Estimates, BE — Budget Estimates; The above list is not exhaustive; however, the grand total represents the complete amount
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PLI outlay picks up for auto and white goods sectors
Outlay remains flat for Telecom, Food Processing and Pharma, while significantly falling for electronics m
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Footwear & Leather
KSM/APIs
Battery Storage
IT Hardware
Medical Devices
Textiles

White Goods
Food Processing
Electronics
Telecom
Pharma

Auto and Components

Source: Budget Documents, 360 ONE Asset Research
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Production Linked Incentives Scheme - Expenditure

mFY27BE

FY26RE

FY25

Rs Bn

N
o
w
o
N
o

50 60 70 80

Note: RE - Revised Estimates, BE — Budget Estimates

The total outlay for the Production-Linked
Incentives (PLI) scheme is budgeted at Rs
146 bn for FY27 (FY26 RE: Rs 154 bn)

The Auto and components sector accounts
for the largest share, with an outlay of Rs
59 billion

Electronics sees a sharp decline in
allocation, dropping to Rs 13 bn in FY27BE
from Rs 69 bn in FY26RE

In contrast, the White Goods sector
records an increase in allocation,
alongside IT Hardware, Medical Devices,
and Battery Storage
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Grants to local bodies have increased under the 16t FC 36<z)
Expenditure on sanitation, solid waste, and water management set to rise m

The 16th Finance Commission (FC) has
Finance Commission Grants recommended grants of Rs 4.4 tn for rural
local bodies and Rs 3.6 tn for urban local
bodies over a five-year period

Grants for Urban local bodies - Basic Component 193 260 373 These grants are split into basic (80%) and
Grants for Urban local bodies - Special Infrastructure Component - - go  Performance-based (20%) components
Grants for Urban local bodies - Urbanisation Premium - - 20 Bl o1 i SBAE FEmL il (98 MIEE, Wil
the remaining 50% will be tied to sanitation
Grants for Rural local bodies 413 543 559 and solid waste management, and/or
water management
Grants-in-Aid for State Disaster Response Fund 203 243 226
Grants to urban local bodies will also
Grants-in-Aid for State Disaster Mitigation Fund 50 93 56 include a special infrastructure and
urbanisation premium component
Grants for Health Sector 106 252 -

. - Special infrastructure grants will be linked
Grants for Incubation of New Cities - - - to the development of a comprehensive

wastewater management system, with Rs

Grants for Shared Municipal Services - 2 - 561 bn recommended over a five-year
Post Devlolution Revenue Deficit Grants 245 137 - period
Source: Budget Documents, Finance Commission, 360 ONE Asset Research Note: RE - Revised Estimates, BE — Budget Estimates
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Share of fiscal deficit financed through market borrowings has picked up 360
Rise in net borrowings (for deficit financing) and higher redemptions lead to a steep increase in gross borrowings for FY27

Share of Fiscal Deficit Financed through Market Borrowings : S
Share of fiscal deficit financed through

80% including Short-term
( g ) market borrowings (including short-term)
has increased from 58% in FY25 to 77% in
70% FY27BE
60%
Net dated borrowings are projected to rise
50% from Rs 9.7 tn in FY26RE to Rs 11.7 tn in
FY21 FY22 FY23 FY24 FY25 FY26RE FY27BE FY27BE
m Net G-sec Supply G-sec Supply (Rs Tn) Redemptions (including buyback and

switch) are also higher at Rs 5.5 tn,

m Redemption + Buyback + Switch . .
compared with Rs 4.9 tn in FY26RE

X Gross G-sec Supply 17.2
14.8 14.2 154 14.0 14.6 As a result, gross borrowings (net +
11.3 redemptions) increase to Rs 17.2 tn in
- - FY27BE from Rs 14.6 tn in FY26RE
56 However, the government announced
: 111 11.0 95 9.7 switch operations post-budget, which
effectively will reduce FY27 redemptions

by Rs 1 tn, potentially lowering gross
Fy21 FY22 FY23 FY24 FY25 FY26RE FY27BE borrowings by the same amount

Source: Budget Documents, RBI, 360 ONE Asset Research
Note: RE — Revised Estimates, BE — Budget Estimates; Borrowings and redemption data have been adjusted for back-to-back loans extended to States/UTs in lieu of shortfall in GST revenue
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Small savings collections have plateaued as tax filers shift to new regime 360

The role of small savings in financing the fiscal deficit has peaked |-|-|
National Small Savings Fund - Collections
Rs Tn
5
4 >
3
2
1 m B I
e om oom
FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26RE FY27BE
Rs Bn PUb"? Prov_ident Fund Small savings collections have plateaued as taxpayers shift to
400 Collections till December the new income tax regime, which does not offer Section 80C
300 benefits for investments in the Public Provident Fund (PPF)
PPF collections have declined over the past two years
200
Consequently, the share of small savings in deficit financing has
100 decreased, and this trend is expected to continue as more
taxpayers migrate to the new regime
0
FY21 FY22 FY23 FY24 FY25 FY26 Hence, the share of market borrowings in financing the deficit is
-100 likely to remain elevated

Source: Budget Documents, CGA, 360 ONE Asset Research
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Banking sector demand for G-secs has come down significantly 36<z)

A high credit-to-deposit ratio has led to a decline in banks’ demand for government securities m

India G-sec Demand

14 RsTn
12
10 N The RBI has absorbed significant G-sec
8 - supply over the past year through open
6 . market purchase auctions, while the bank
4 demand has remained muted
’ — =
_ I .
(2) FY23 FY24 FY25 Sep'24-Sep'25
m Banks & Primary Dealers ® Insurance m Mutual Funds The Statutory Liquidity Ratio (SLR) is the
Provident & Pension Funds Financial Institutions & Corporates m Foreign Portfolio Investors percentage of deposits that commercial
mRB m Others banks maintain as liquid assets (cash and
government securities)
35% - . : L 85%
— Statutory Liquidity Ratio ——Credit to Deposit Ratio [R] The SLR tends to have a negative
33% 80% correlation with the credit-to-deposit (CD)
31% 759  rato
20% 70% An increase in the CD ratio has led to a
decline in the SLR on account of a
27% 65%  reduction in banks’ demand for
250 60% government securities, as banks allocate a

Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Dec22 Dec-23 Dec-24 Dec-25 IET S S elepes s T (Ene g

Source: RBI, 360 ONE Asset Research
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G-sec curve has steepened on account of high borrowings 360
The markets have begun factoring in a rate hike into the OIS curve %
8.0 India G-sec Yield Curve

—Current 6M back 1Y back India’s G-sec yield curve has steepened
7.0 due to increased government borrowings,

and as the rate cut cycle appears to be

/ approaching its end
6'0 //

5.0
3M 6M 1Y 2y 3y 4y 5Y 7Y 8 10Y 12y 15Y 20y 30Y The Overnight Index Swap (OIS) market has
begun pricing in a rate hike, reflected in
1 Year Overnight Index Swap (OIS) the rise of the 1-year OIS rate one year
7.0 forward
In the near term, long-end yields may ease
6.5 —_—
Today 1 Year Ahead modestly, supported by liquidity infusion
6.0 from the Reserve Bank of India, a possible
' additional rate cut, and a decline in global
yields following easing by the Federal
5.5 Reserve
5.0 However, over the longer term, we expect
Jan-25 Mar-25 May-25 Jul-25 Sep-25 Nov-25 Jan-26 yields to remain elevated
Source: Bloomberg, 360 ONE Asset Research Note: Current as of 12t February 2026
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Disclaimer 36<z)
m

This document constitutes confidential and proprietary material and may not be reproduced or further distributed in part or full to any other person without the written
permission of 360 ONE AMC. This document is the property of 360 ONE AMC and must be returned to 360 ONE AMC or its affiliates upon request. This document is provided for
assistance only and is not intended to be used for taking investment decisions or otherwise. This document is not investment, legal, tax, or accounting advice. The recipients
should also inform themselves, and should take appropriate advice, on the legal requirements and shall not rely on this document for any subscription, purchase, holding,
exchange, redemption or disposal of any investments. The opinions expressed herein are the personal opinions of the author. Past Performance is not an indicator/guarantee of
future returns. Investment in securities are subject to market risk. Whilst every care has been taken in preparing this document, 360 ONE AMC and its affiliates and agents to the
fullest extent permitted by applicable law disclaim any liability or responsibility for any error or omission or inaccuracy or mistake of any nature or any consequences of the use
of the material/ information displayed on this document. Notwithstanding the aforesaid, nothing set out above shall exclude liability for any undertaking, representation, warranty
or other assurance made fraudulently. The information given in this document is not exhaustive and is subject to change without notice. Statements/ opinions/recommendations in
this communication which contain words or phrases such as “will”, “expect”, “could”, “believe” and similar expressions or variations of such expressions are “forward — looking
statements”.
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