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Emerging Markets Chart of the Day 
Indian Fiscal Slippage 

Figure 1: Central Government Deficit (as % GDP) and Nominal GDP Growth 
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Source: Haver Analytics, Barclays Capital. 

One of the most positive developments across most emerging markets in recent years has been a conversion to fiscal 
discipline. This has been especially true of the major countries in Latin America. Less progress has been made in other 
regions, however. Indeed, fiscal performance in some countries has been quite disappointing, given strength in nominal 
growth. India is a good case in point. Central government data for the first quarter of the fiscal year (ie, the quarter 
ended June 30) showed a surprisingly high central government deficit. While seasonality in revenue and spending flows 
makes it dangerous to draw strong conclusions from one quarter of data, the cumulative central government deficit (as 
% of GDP) has been trending up since mid-2004. A similar deterioration occurred between 2000 and 2003. Then, 
however, the economy was slowing quite sharply, so some fiscal slippage on cyclical grounds was to be expected. In the 
past year and a half, however, the renewed fiscal slippage has come despite persistent strength in nominal income. This 
raises some concern of what might happen to the budget deficit if (and when) the economy does slow. Two broad sets of 
factors appear to have accounted for this budget deterioration. First, rising political pressures have encouraged the 
central government to lift spending. Indeed, strong nominal growth has delivered solid revenue growth as should have 
been expected. Second, the fiscal deficit has acted, to a degree, as a shock absorber for higher global oil prices. Instead of 
this national real income loss being borne by the private sector, it has been partly absorbed by the public sector. While 
this may be a reasonable way of smoothing the pain, it is a reminder that India has not yet fully adjusted to the global re-
pricing in the world oil price. With this adjustment delayed, we are no longer so confident that S&P will upgrade India to 
investment grade status in coming months. 
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