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Key Highlights

× FY21 nominal GDP growth rate projected at 10%. Fiscal deficit for FY20 and 2021 revised to 3.8% and 3.5%

× Government avoids additional G-sec borrowing for FY20 – cuts down on buybacks. FY21 fiscal deficit to be financed by
marginal increase in net G-sec borrowing and increased reliance on small savings fund

× Tax revenue numbers for FY21 seems more realistic than FY20 estimates. Government expenditure would continue to
support GDP growth as private consumption and capex growth remains muted

× As widely expected, personal income tax rates were cut but with a big catch – tax payers need to choose between
the new tax structure or the old one

× The need of the hour for the government was to come up with major measures or reforms to boost the sagging
economy. The government appears to be banking on a mix of incremental measures to revive growth – such as
continued spending on roads, extending benefits to affordable housing, etc. and some fresh measures such as
encouraging investments by foreigners into infrastructure and equity & bond markets

× From a capital markets perspective, the budget focused on measures to boost foreign fund flows, such as removal of
DDT, increasing FPI limits in corporate bonds, etc. The expected removal of LTCG on equities didn’t materialize resulting
in disappointment for domestic and foreign investors

× We continue to maintain our long term (5 to 10 years) nominal earnings growth expectations for Indian equities at
around 8 to 10%. Based on our valuation-driven asset allocation approach, we’re currently underweight equities,
particularly Indian and U.S. equities, and overweight fixed income – vis-à-vis neutral or benchmark asset allocation
within our managed portfolios. Within Indian equities, we continue to favor large caps over mid and small-caps



Budget 2020-21 Overview

Source: Union Budget Documents and Morningstar Investment Adviser India

× FY 2020 revised fiscal deficit target at 3.75% and FY21 fiscal deficit budgeted at 3.54%. Nominal GDP expected to grow
at 10%

× FY21 tax revenue expected to grow at 8.7%. Tax revenue growth rate lowered for FY20 due to weak corporate tax and
GST collections

× Non tax revenue (i.e. dividends from RBI, FIs and PSUs) estimated to grow at 46.6% in FY20 with a sizeable chunk in the
form of dividends and license fees from telecom operators

× Total expenditure budgeted to increase by 12.7% in FY21 as compared to 16.6% in FY20 RE

Rs. Trillion / YoY% FY 2018-19 FY 2019-20 FY 2019-20 FY 2020-21 FY 2018-19 FY 2019-20 FY 2019-20 FY 2020-21

Actuals BE RE BE Actuals BE RE BE

Tax Revenue (Net) 13.17 16.50 15.05 16.36 6.01% 25.23% 14.23% 8.73%

Non-tax revenue 2.36 3.13 3.46 3.85 22.29% 32.87% 46.59% 11.43%
Non Debt Capital Receipts 
(Disinvestment & Others) 1.13 1.20 0.82 2.25 -2.51% 6.25% -27.64% 175.68%

Total Receipts 16.66 20.83 19.32 22.46 7.40% 25.03% 15.97% 16.26%

Revenue Expenditure 20.07 24.48 23.50 26.30 6.84% 21.94% 17.05% 11.94%

Capital Expenditure 3.08 3.39 3.49 4.12 16.94% 10.03% 13.39% 18.11%

Total Expenditure 23.15 27.86 26.99 30.42 8.08% 20.35% 16.56% 12.74%

Fiscal Deficit 6.49 7.04 7.67 7.96

Fiscal Deficit as % of GDP 3.40% 3.30% 3.75% 3.54%



Revenue

× Revenue receipts to grow at 9% in FY21, down from 19% for FY20 RE. Overall, tax revenue growth numbers are
significantly toned down

× Disinvestment target lowered for FY20 to INR 65,000 crores. FY21 BE on the higher side – dependent on Air India,
privatization of IDBI bank and LIC stake sale

× Expected telecom operator dues gives a one time fillip to non-tax revenue in FY21
× Revised estimate for corporate tax growth at -8% in FY20 mainly due to reduction in corporate tax rates
× Non-tax revenue for RE FY20 includes one time special dividend from RBI

Source: Union Budget Documents and Morningstar Investment Adviser India

FY 2018-19 FY 2019-20 FY 2019-20 FY 2020-21 FY 2018-19 FY 2019-20 FY 2019-20 FY 2020-21
Actuals BE RE BE Actuals BE RE BE

Tax Revenue
Gross Tax Revenue 20.80 24.61 21.63 24.23 8% 18% 4% 12%
Corporate tax 6.64 7.66 6.11 6.81 16% 15% -8% 12%
Income tax 4.73 5.69 5.60 6.38 10% 20% 18% 14%
Customs 1.18 1.56 1.25 1.38 -9% 32% 6% 10%
Excise 2.32 3.00 2.48 2.67 -11% 29% 7% 8%
Service 0.07 - 0.01 0.01 -92% - - -
GST 5.82 6.63 6.12 6.91 31% 14% 5% 13%
Centre's net tax revenue 13.17 16.50 15.05 16.36 6% 25% 14% 9%

Non Tax Revenue 2.36 3.13 3.46 3.85 22% 33% 47% 11%
Dividend and Profits 1.13 1.64 2.00 1.55 24% 44% 76% -22%
Other Non tax revenue 1.22 1.50 1.46 2.30 21% 22% 19% 58%
Revenue Receipts 15.53 19.63 18.50 20.21 8% 26% 19% 9%

Non Debt Capital Receipts 1.13 1.20 0.82 2.25 -3% 6% -28% 176%
Total Receipts 23.16 27.35 26.99 30.95 49% 18% 16% 15%

Rs. Trillion / YoY%



Tax Revenue break-up

× GST collections remains below expectation. Growth rate for FY21 at 13% vs. RE FY20 at 5% seems on the higher side
as weak consumption demand may act as a drag, although measures are being undertaken to improve collections

× Income tax growth estimate for FY21 lower than FY20 RE – mainly due to new tax structure with lower tax rates for tax
payers who don’t avail of exemptions

× Widening tax base and improvement in compliance expected to support tax revenue growth

Source: Union Budget Documents and Morningstar Investment Adviser India
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Expenditure

× Revised estimates for total expenditure at ₹26.98 tn in FY20, revised downwards from the BE on account of lower food
subsidy. Budgetary allocation for food subsidy cut down as major portion of FCI’s food subsidy requirements to be met
by National Small Savings fund (NSSF)

× Expenditure expected to grow at 13% in FY21 BE, supported by 18% expected growth in capital expenditure including
transport and parts of health, agriculture and rural development expenditure

× Share of revenue expenditure as a % of total expenditure is expected to be 87.1% in FY20 and 86.5% in FY21
× Higher capital expenditure growth rate to boost economy

Source: Union Budget Documents and Morningstar Investment Adviser India
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Major Schemes

× Budget focus maintained on rural, infra, social and health welfare schemes

Source: Union Budget Documents and Morningstar Investment Adviser India

Rs. Crores / YoY% FY 2018-19 FY 2019-20 FY 2019-20 FY 2020-21 FY 2020 FY 2021

Scheme Actuals BE RE BE RE BE

Major Centrally Sponsored Schemes
MGNREGA 61,815        60,000        71,002        61,500        14.9% -13.4%
National Education Mission 30,830        38,547        37,672        39,161        22.2% 4.0%
National Health Mission 31,502        33,651        34,290        34,115        8.9% -0.5%
Pradhan Mantri Awas Yojna 25,443        25,853        25,328        27,500        -0.5% 8.6%
Pradhan Mantri Gram Sadak Yojna 15,414        19,000        14,070        19,500        -8.7% 38.6%
Swach Bharat Mission 15,375        12,644        9,638          12,294        -37.3% 27.6%
Green Revolution 11,758        12,561        9,965          13,320        -15.2% 33.7%
Jal Jeevan Mission 5,484          10,001        10,001        11,500        82.4% 15.0%
Umbrella Development of SC/ST/Minorities & others 13,805        12,663        13,317        14,463        -3.5% 8.6%
PMJAY Ayushman Bharat 2,602          6,556          3,314          6,429          27.4% 94.0%

Major Central Sector Schemes
Crop Insurance Scheme 11,937        14,000        13,641        15,695        14.3% 15.1%
Interest subsidy for short term credit to farmers 11,496        18,000        17,863        21,175        55.4% 18.5%
Pradhan Mantri Kisan Samman Nidhi - 75,000        54,370        75,000        - 37.9%
Budgetary support to Schemes of Ministry of Railways 54,913        68,019        69,967        72,216        27.4% 3.2%
Road Works & NHAI 77,098        82,571        82,578        91,259        7.1% 10.5%
Metro Projects 14,265        17,714        17,612        17,482        23.5% -0.7%



Financing of Fiscal Deficit

× Small savings to predominantly fill up the fiscal gap for FY20. Reliance on small savings has significantly increased in
recent years

× Financing of FY21 fiscal deficit primarily by net borrowings and small savings
× Small savings schemes may continue to offer attractive interest rates amid increasing reliance over time. This may

negatively impact policy rate transmission

Source: Union Budget Documents and Morningstar Investment Adviser India
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Market Borrowing

× Net G-sec borrowing as a % of fiscal deficit expected at 68.4% in FY21, up from 61.8% in FY20
× Government avoided additional G-sec borrowing in FY20 by cutting down buyback of securities and increased funding

from small savings schemes
× Short-term borrowing remains constant in FY21
× Decision on issuance of foreign currency bonds on back-burner

Source: Union Budget Documents and Morningstar Investment Adviser India

Rs. Trillion
FY 19 Actuals FY 20 BE FY 20 RE FY 21 BE

GDP 191.0 213.3 204.4 211.0
Fiscal Deficit 6.5 7.0 7.7 8.0
Fiscal Deficit as % of GDP 3.40% 3.30% 3.75% 3.54%

Gross G-Sec Borrowings 5.7 7.6 7.1 8.1
Repayments 1.5 2.4 2.4 2.4
Net Buyback 0.0 0.5 0.0 0.3
Net G-Sec Borrowings 4.2 4.7 4.7 5.4
Net T-Bills (Short Term Borrowings) 0.1 0.3 0.3 0.3
Net Market Borrowings including short term 4.3 5.0 5.0 5.7

Net G-Sec Borrowings as % of Fiscal Deficit 65.1% 67.2% 61.8% 68.4%

Financing of Deficit
Net borrowing including short term 4.30 4.48 4.99 5.36
Securities against small savings 1.25 1.30 2.40 2.40
State provident fund 0.16 0.18 0.18 0.18
Other receipts (internal debt & public account) 0.74 0.60 0.05 0.51
External Debt 0.06 -0.03 0.05 0.05
Cash Balance -0.01 0.51 0.00 -0.53



Our Take

× As widely expected, personal income tax rates were cut but with a big catch – tax payers need to choose between
the new tax structure or the old one. Those choosing to go with the new structure will not be allowed deductions /
exemptions thereby reducing the effectiveness of the lower tax rates. Lower tax rates could potentially boost
consumption but also impact household savings rates which have been dropping over the last few years, as tax payers
opting for the new structure would have lesser incentives for saving without tax exemptions. Also, having two tax
structures increases the complexity for tax payers as they are required to pick one of them

× The government reiterated its commitment to double farm incomes by 2022 through incremental measures, i.e.
increasing allocation to existing schemes without any fresh measures being announced. These would result in
incremental growth in rural consumption over the medium to long term

× The government has estimated a nominal GDP growth of 10% for fiscal 2020-21 indicating a slow recovery in the
economy. Further, although the government has deviated from the fiscal consolidation path laid down by FRBM by the
permissible limit of 0.5% for FY20 and FY21, the additional spending appears to be focused on improving growth &
social welfare over the medium to long term rather than an immediate / near term boost

× An area of concern for the economy has been slow job creation relative to the high growth in workforce participation –
resulting in slowing consumption. Measures undertaken such as infra spending, might result in job creation for the
labor class. But no significant measures to boost employment for the literate work force

× Equity markets reacted negatively to the budget with market indices correcting by 2% to 3%. We believe that
measures taken by the government over the last few years with focus on improving ease of doing business, quality of
livelihood in rural areas, infrastructure spending, etc. should result in better economic growth over the medium to long
term. Whether these growth rates are sufficient to boost job creation for India to enjoy its ‘demographic dividend’
remains to be seen



Managed Portfolios Positioning 

× Although, we added allocation to Mid and Small-cap segments in the previous quarter as our valuation-driven asset
allocation process reflected value opportunity post recent downturn with the return profile improving for Indian equities

× For the fixed income markets, budget estimates for fiscal deficit and market borrowings are higher than previous
estimates but broadly in line with market expectations, given the economic slowdown. Measures to deepen bond
markets and encourage foreign flows are positives. Focus would now shift to the inflation trajectory in coming months
& the upcoming RBI Monetary policy and the MPC’s views on the budget

× We continue to favor short and medium-term debt as it offers a higher expected return relative to long-term debt and
looks relatively attractive from a risk-reward perspective

× Within international equities, U.S. stocks continue to rank amongst our least favored region, with a heightened risk of
loss, on our analysis. Reflecting this, we are biased away from U.S. shares and prefer to invest in other markets such
as Europe and Asia Ex-Japan equities that offer a better reward for risk. Accordingly, we’re underweight U.S. equities
and overweight Asia ex-Japan and Europe equities vis-à-vis neutral or benchmark sub-asset class allocation

× We continue to monitor the portfolios closely and stay focused on helping investors achieve their goals over the long
term



Highlights



Key Tax Proposals

× Personal Income tax rates slashed under new optional regime, which requires the tax payer to forego various
exemptions offered currently. Tax payer will now have an option to choose

× DDT tax abolished, henceforth dividends to be taxed in the hands of investors at their marginal tax rates

× Sovereign Wealth Funds of foreign governments to be granted 100% exemption for interest, dividend and capital gains
income from investment in infrastructure and other notified sectors with minimum lock-in period of 3 years

× Taxpayer’s Charter to be adopted by Central Board of Direct Taxes to build trust between taxpayers and the
administration

× Residency period reduced to 120 days from 182 days for categorization as ‘Resident Indian’. Also, an Indian citizen
who is not liable to tax anywhere would be deemed to be resident in India

× 16 point action plan for Agriculture, Irrigation & allied activities with an allocation of Rs 1.6 trillion. Kisan Rail through
PPP arrangement - To build a seamless national cold supply chain for perishables

× Krishi Udaan, a tie-up with the Civil Aviation Ministry, to help farmers transport grains and produce by air - would be
launched on both national and international routes

× PM-KUSUM scheme to aid 20 lakh farmers in setting up stand-alone solar pumps, and 15 lakh farmers to solarise their
grid-connected pump sets

× NABARD will undertake an exercise to map and geo-tag warehousing, cold storage, reefer van facilities, etc.
Government to provide viability gap funding for setting up efficient warehouses at the block/taluk level



Other Highlights 

× Financial sector

× Bank deposit insurance coverage increased to Rs 5 lacs from 1 lac currently

× GIFT City to set up an International Bullion exchange
× Limit for NBFCs to be eligible for debt recovery under SARFAESI to be reduced from Rs 500 crore to asset size of

Rs 100 crore, or loan size from existing Rs 1 crore to Rs 50 lakh

× Limit for FPI in corporate bonds to be increased to 15% from 9% currently

× Govt. stake in LIC to be partially divested, and in IDBI Bank to be off-loaded completely

× Certain specified categories of G-secs would be opened fully for NRIs

× Government to float a new Debt-ETF consisting primarily of G-secs

× Empowering Startups, MSMEs and Traders

× For start-ups, maximum turnover to be eligible for availing 100% deduction (for 3 years) on profits, raised to 100
crore from 25 crore currently. Also, eligibility window for claiming deduction increased to 10 years from 7 years
currently

× Tax payment on exercise of ESOPs by employees of start-up companies deferred by earliest of – time of sale, 5
years, exiting the company

× Threshold for MSMEs required to get their books audited increased to Rs 5 crore from Rs 1 crore, subject to less
than 5% of their overall dealings being in cash



Other Highlights 

× Infrastructure development

× Rs 1.70 lakh crore for transport Infrastructure in 2020-21

× Hundred new airports under UDAAN scheme by 2024

× Rs 22,000 crore to power and renewable energy sector in 2020-21

× Real estate
× Under affordable housing, window to avail additional deduction of Rs 1.5 lacs interest paid on loans extended till

31st March 2021

× Approval window for Tax holiday on profits earned by developers on affordable housing projects extended by one
more year to March 2021

× Others
× PAN to be instantly allotted online on the basis of Aadhaar without any requirement for filling up of detailed

application form

× Basic customs duty on imports of newsprint and light-weight coated paper reduced from 10% to 5%

× Scheme for digital refund of duties and taxes on exported products to be launched this year

× New Education Policy to be announced
× Proposal to have urban local bodies provide internship opportunities to fresh engineers for a period up to one

year
× Proposal to appoint a task force to review and increase current Women’s age of marriage from 18 years
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Important Information
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