
 

   
 

 

Brickwork Ratings expects Central government’s fiscal deficit to 

touch ~7% of GDP in 2020-21, against budget estimates of 3.5% 
 

Brickwork Ratings, Mumbai, 28 August 2020: The impact of the lockdown on economic activity shows up starkly 

in the trends in the Central government revenue collection during the first three months of fiscal 2020-21. As per 

data released by the Controller General of Accounts (CGA), the Central government’s revenue in Q1 of the current 

year is much lower than collections for the corresponding period last year. Revenue from income taxes (personal 

income tax and corporate income taxes) was lower by 30.5%, and the GST (CGST+IGST+UTGST) by almost 34% 

during the period. On the other hand, there is a sharp increase in expenditure (by 13.1%) due to additional 

spending incurred to save lives and livelihoods and to provide stimulus under the PM’s Aatmanirbhar programme. 

This has resulted in the fiscal deficit widening to 83.2% of the budgeted target in the first quarter itself (chart 

below). 

 

Source: CGA, BWR Research, Data is provisional 

To finance its spending requirements, the government has already borrowed ~43% of the revised market 

borrowing limit of Rs 12 lakh crore so far. The aggregate amount raised by the Central government so far (April to 

July 2020) is Rs 5.2 lakh crore, which is 70% higher than in the corresponding period last year. However, the 

government has not undertaken any disinvestment proceeding yet. Through disinvestments, the government has 

budgeted a plan to mop up Rs 2.1 lakh crore in 2020-21 by divesting public sector undertakings (Rs 1.2 lakh crore) 

and a stake sale in financial institutions (Rs 90000 crore). In the current market conditions, and with the ongoing 

economic crisis, we expect that the government may able to complete only 50% of the budgeted disinvestment 

plan. With the economy expected to shrink by ~5.5% in 2020-21, to manage the shortfall in revenue, the 

government is most likely to opt for additional market borrowings, at least to the tune of Rs 13 lakh crore as 

against the budgeted Rs 7.96 lakh crore.  
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Centre’s revenue collection is expected to moderately improve from third quarter FY 21 

There is no doubt that the current fiscal will witness a huge reduction in revenue collections as economic activities 

have not resumed to pre-Covid levels, and the most part of the country is still under a partial lockdown. 

Nevertheless, recovery gained pace in June, as evident from the month-wise revenue collection figures, compared 

with sharp decline witnessed when the country was under a complete lockdown in April. The gross tax revenue, 

which shrank by 44% in April, slightly moderated in May, and the pace of contraction eased to 22.7% in June (Table 

1). Similar trends were witnessed in income tax and corporation tax collections. One more significant development 

is the sharp increase in revenue through excise duty in June due to an increase in taxes for petrol and diesel. An 

increase in taxes for petrol and diesel is likely to garner additional revenue than that estimated in the Budget, 

offsetting some revenue loss from tax collections for the full fiscal. 

Lower negative growth in GST revenues also depicts a gradual recovery in consumption and business activity. One 

more aspect to this improvement is that in June, a large number of taxpayers paid taxes pertaining to February, 

March and April 2020 on account of the relief provided due to Covid-19. Again, this could only be temporary, and 

business may continue to face disruptions if the lockdown is extended further in business hubs such as metro 

cities. In fact, the GST compensation cess was lower by 41% in June, and it remains to be seen how States will be 

compensated. It may also be noted that taxpayers with a turnover of less than Rs 5 crore have been given 

relaxations in filing returns until September 2020. After the relaxation is lifted, a sudden jump in revenue collections 

may be seen in October due to the clearance of pending dues. We expect GST collections to be significantly lower 

than annual budget estimates, and monthly collections are likely to reach last year’s levels only after December, 

assuming there is a resumption in demand and consumption. 

Table 1: Central Government Net Tax Revenue Receipts (Rs crore) 

  Apr-20 May-20 Jun-20 2019-20 Q1 2020-21 Q1 

Central Government Net Tax Revenue Receipts 
21412 12438 100972 251411 134822 

-70.1% -71.5% -25.8% 6.0% -46.4% 

Gross tax revenue  
67557 58553 143576 400421 269686 

-44.3% -37.3% -22.7% 1.4% -32.6% 

Income tax  
26978 8748 26397 96927 62123 

-32.1% -58.0% -27.4% 12.3% -35.9% 

Corporate tax  
19514 -2533 37231 70640 54212 

57.7% -77.5% -46.4% 6.3% -23.3% 

Customs duties  
3934 5633 5849 39480 15416 

-70.0% -62.8% -48.0% 16.9% -61.0% 

Excise duties  
80 10876 24391 36951 35347 

-170.2% -37.7% 24.3% -7.7% -4.3% 

Service tax  
-106 -65 925 648 754 

-148.4% -120.2% 764.5% -79.8% 16.4% 

Central goods and service tax  
5934 18961 30152 116805 55047 

-87.3% -45.1% -14.8% 28.2% -52.9% 

UT goods and service tax  
34 107 154 513 295 

-80.1% -30.5% -18.1% 149.0% -42.5% 

Integrated goods and service tax  
9749 9643 9672 10670 29064 

-1828.5% 34.0% 139.5% -77.4% 172.4% 

Goods and service tax compensation cess  
990 6020 7472 24613 14482 

-88.8% -21.9% -6.9% 3.8% -41.2% 

Other taxes & duties  
450 1163 1333 3174 2946 

-19.5% -9.6% 0.4% 3.7% -7.2% 

Note: Figures in bold and italics are year-on-year changes, data is provisional 

Source: CMIE, CGA, BWR Research 



 

   
 

Brickwork Ratings expects the economy to gradually pick up from the third quarter of this fiscal. Given early signs 

of resumption in business activity, we expect revenue collections to reach pre-Covid levels towards the end of the 

third quarter, hoping that festive season demand induces consumption and spending. However, if the current 

situation prolongs further, the government may face acute burden of fund shortage to fulfil the budgeted 

expenditure even after considering the announced higher borrowing of Rs 12 lakh crore. This could cause a huge 

cut in capital expenditure, as well as Centrally sponsored schemes, except MNREGA and the National Health 

Mission. The government has already increased the allocation of Rs 40,000 crore to the MNREGA scheme in the 

Aatmanirbar Scheme, and the funds are expected to be utilised fully in the current year.  

Given the expected shortfall in revenue, fiscal deficit of the Central government could reach ~ 7% of the GDP in 

2020-21, assuming the nominal GDP at last year's level. Borrowings may further increase if the contraction in 

economy is more severe than our early estimates. As States too have been allowed additional borrowings 

amounting to 2% of the GDP, the consolidated fiscal deficit could reach 12% of the GDP. Among the major 

economies, only the United States has a higher deficit than this. 
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Established in 2007, Brickwork Ratings aims to provide reliable credit ratings by creating new standards for assessing risk and by offering accurate and 

transparent ratings. Brickwork Ratings provides investors and lenders timely and in-depth research across the structured finance, public finance, 

financial institutions, project finance and corporate sectors. Brickwork Ratings has employed over 400 credit analysts and credit market professionals 

across 8 offices in India. Our experienced analysts have published over 28,000 ratings across asset classes. 
Brickwork Ratings is committed to providing the investment community with the products and services needed to make informed i nvestment decisions. 

Brickwork Ratings is a registered credit rating agency by Securities and Exchange Board of India (SEBI) and a recognized External Credit Assessment 

Agency (ECAI) by Reserve Bank of India (RBI) to carry out credit ratings in India. Brickwork Ratings has Canara Bank, a leading public sector bank, as its 

promoter and strategic partner. More on Canara bank available at www.canarabank.co.in 
BWR’s Rating Criteria is available at https://www.brickworkratings.com/ratingscriteria.aspx 
BWR has its corporate office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh, Chennai, Hyderabad, Kolkata, 

Mumbai and New Delhi along with representatives in 200+ locations. 
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