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Union Budget 2026: What It Means for Mutual Fund Inyvestors

The Union Budget 2026 sets the tone for economic growth, fiscal discipline, and policy
direction for the coming years. While it may not always bring direct tax changes for
investors, its impact on markets, liquidity, investor sentiment, and long-term growth
prospects is significant. For mutual fund investors—especially those investing through
SIPs and diversified portfolios—the Budget’s focus areas provide important cues on
how different asset classes may behave in the medium to long term.

Key Takeaways:

1. No Major Direct Tax Cuts for Investors

The Budget did not announce significant changes to capital gains tax for mutual
funds or equities, meaning there’s no immediate tax relief for existing investors on
gains beyond current thresholds. However, rationalisation was widely discussed in
industry forums, including suggestions to raise the LTCG exemption limit above X1.25
lakh to benefit long-term investors.

2. Higher Securities Transaction Tax (STT) on Derivatives

STT has been increased on futures and options, which will raise trading costs for
derivatives. This doesn’t directly affect long-term mutual fund investors but may
influence market liquidity and volatility, especially in arbitrage and short-term
strategies.

3. Removal of Interest Deductions Against Dividend/MF Income

Under the amended Income Tax provisions, interest expenses can no longer be
deducted against dividend income or mutual fund income. This may impact
leveraged strategies or certain leveraged investment approaches that a few investors
used.

4. Fiscal Policy Supports Growth, Not Just Stimulus

The Budget emphasised infrastructure-led growth with capex of ¥12.2 lakh crore
and a focus on manufacturing, logistics, and technology. A strong macro basis supports
fundamental earnings growth over the long term, which is positive for broad-based
equity funds.

5. Foreign Investment Limits and Market Depth

The Budget raised foreign investment limits in Indian equities, which may attract
more foreign capital over time. Increased participation can improve market depth and
potentially support better valuations — a positive backdrop for equity mutual funds.
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6. Mutual Fund Industry’s Budget Requests

AMFI (the industry body) has advocated for restoring indexation for debt funds and
raising LTCG exemption limits to encourage longer holding periods and greater
participation. Even though these measures were not part of the final Budget, they remain
important discussion points for future reforms.

Overall, the Union Budget 2026 reinforces a stable and growth-oriented outlook for the
economy. While there are no dramatic changes that require immediate action from
mutual fund investors, the emphasis on infrastructure spending, fiscal prudence, and
market stability supports long-term investing. For investors, this highlights the
importance of staying disciplined, maintaining proper asset allocation, and continuing
SIPs rather than reacting to short-term policy developments. As always, long-term
wealth creation is best achieved through patience, diversification, and consistency.
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Research Executive, Wishlist Capital

* Mutual funds are subject to market risks. Please read all scheme-related documents carefully
before investing. Past performance does not indicate future results. Investments are subject to
market fluctuations, and there is no assurance of returns.
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