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Budget Highlights – A growth-oriented one, and to aid consumption & foreign investment
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• The budget was a growth-oriented one, with an intent to increase disposable income in the hands of individuals and thus aid 
consumption. Also some incentives & higher allocation were provided to agriculture/rural and infrastructure sectors.

• A new income tax regime introduced (with tweak in tax slabs, and removal of most deductions / exemptions), and individuals can choose 
to stay in the old regime or the new regime (whichever is more beneficial to them). This tax relief is expected to aid consumption.

• Some leeway in fiscal slippage allowed to deal with the economic slowdown—by providing stimulus.

• Dividend distribution tax at the company level has been removed and is now taxable only in the hands of investors (to avoid double-
taxation). Tax burden to reduce for individuals in lower tax slabs, but to increase for HNIs and super-rich. Also 10% TDS on dividend 
payment from mutual funds introduced.

• The govt. announces various measures to attract foreign capital:

 Increased FPI (Foreign Portfolio Investor) limits for corporate bonds from 9% to 15%, and this should help to deepen the corporate bond market.

 100% tax exemption to Sovereign Wealth Funds for their interest, dividend and capital gains income w.r.t investment made in infrastructure before 

March, 2024, with a lock-in period of 3 years.

 Certain specified categories of government securities to be opened to non-resident investors.

• Increased insurance deposit coverage for bank deposits from Rs. 1 lakh to Rs. 5 lakhs.

• Tax revenue for FY20 revised down (due to lower corporate tax and indirect tax collections). However, for FY21, gross tax revenue 
budgeted to grow 12%YoY vs 4%YoY in FY20 (RE).



Budget Highlights (Contd.)
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• Projections for divestment revenue (under capital receipts) and telecom revenue (under non-tax revenue) for FY21 are quite optimistic. 
Also IPO of LIC and stake sale in IDBI bank announced.

• Commitment to ~Rs. 1 trillion National Infrastructure Pipeline over 5 year period (announced before budget). Capital expenditure 
budgeted to rise 18%YoY in FY21 vs 13%YoY in FY20 (RE).

• Subsidies are budgeted to fall in FY21 (compared to the earlier budgeted numbers for FY20), helped by lower food and fertilizer subsidy.

• Allocation to agri/rural sectors has seen an increase in FY21, although not for all schemes (e.g. MGNREGA).

• Agriculture credit of Rs. 15 trillion for FY21. Govt. also reiterated commitment to double farmer’s income by 2022. This to benefit the 
rural sector.

• Customs / excise duty increased for a number of items.

• The employer's contribution exceeding Rs 7.5 lakh in a financial year to retirement funds such as EPF, NPS or any other superannuation 
fund is proposed to be made taxable in the hands of the employee. This will impact higher salary individuals.

• The Budget proposed to reduce the period of stay in India to 120 days from 182 days earlier, to qualify as NRI. The FM clarified that NRIs 
would be taxed only on Indian income, not foreign income.



New Income Tax Regime introduced by tweaking tax slabs – to aid in consumption recovery
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• Tax relief has been provided to individuals by introducing a new income tax regime. This is expected to leave more disposable income in the hands of 
individuals and promote consumption. However, the new regime dis-incentivizes savings to some extent, by removing most of the key deductions/exemptions.

• Individuals can decide to shift to the new tax regime or stay under the existing regime (whichever is more beneficial)—as a number of exemptions/deductions 
have been done away with under the new regime. 

• The govt. also reiterated the stance of doubling farmer’s income by 2022 and this would be beneficial for the rural economy from a consumption perspective.

• These measures should help to address some of the demand related issues amidst the economic slowdown. The govt. has earlier addressed the supply side, by 
providing fiscal stimulus through a significant corporate tax cut. We expect a gradual recovery in the economy going forward in FY21.

Source: Budget Documents. Surcharge and cess also applicable on the above. For any tax specific queries/clarifications, please contact your tax advisor. For more details please refer to the 
budget document and Finance Bill



Analysis of the new income tax structure shows that it is more beneficial for individuals not 
claiming deductions / exemptions
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• Analysis of the new income tax structure shows that it is more beneficial for individuals not claiming deductions / exemptions. This could primarily include 
individuals working in the un-organized sector, younger salaried class & some senior citizens who do not utilize the various exemptions/deductions shown above.

• For the salaried class (who claim these exemptions/deductions), as can be seen in several scenarios above--their tax incidence is lower in the older regime.

Source: Kotak Institutional Equities. This is not exhaustive and just an illustration. For any tax specific queries/clarifications, please contact your tax advisor. 
For more details please refer to the budget document and Finance Bill



Some leeway in fiscal slippage allowed to deal with the economic slowdown; along expected lines
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• The fiscal deficit for FY20 has been revised to 3.8% of GDP (vs 3.3% earlier), and for FY21 at 3.5% (from 3.0% earlier). This has been done to deal with 
the economic slowdown and due to lower tax collections. However, the glide path for FY22 & FY23 indicates fiscal consolidation.

• Net market borrowing for FY20 has been revised to Rs. 4.74 lakh crore (from Rs. 4.73 lakh crore earlier) and for FY21 has been budgeted at Rs. 5.44 
lakh crore. 

• The borrowing figure has been along expected lines. This along-with some positive measures for the bond markets, has provided some respite, and 
led to some easing of bond yields post the budget announcement.

Centre Fiscal Deficit Trend (as % of GDP) Gross & Net Market Borrowing Trend (Rs. In trillion)

Source: Budget Documents. BE = Budgeted Estimate, BE = Budgeted Estimate, P= Projection



Tax to GDP ratio falls due to lower tax collections, expenditure aided by capital expenditure
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• Tax to GDP ratio fell from a budgeted 11.7% for FY20 to a revised estimate of 10.6%, primarily on account of lower corporate tax and GST collections. Tax to 
GDP ratio for FY21 budgeted at 10.8%. However, divestment revenue (under capital receipts) and non tax revenue (esp. from telecom) to pick-up in FY21.

• On the expenses side, total expenditure is budgeted to rise 12.7%YoY in FY21 vs 16.6%YoY in FY20 (RE). This is being aided by capital expenditure,  which is 
budgeted to rise 18.1%YoY in FY21 vs 13.4%YoY in FY20 (RE). Revenue expenditure is budgeted to rise 11.9%YoY in FY21 vs 17.0%YoY in FY20 (RE).

Source: Budget Documents. BE = Budgeted Estimate, RE= Revised Estimate

Tax to GDP ratio Trend (in %)



Tax revenues to revive in FY21 after being revised down in FY20; direct taxes contribution 
increasing

8

• Gross tax revenue for FY20 has been revised down significantly, and to see 4.0%YoY growth vs 18%YoY budgeted earlier. 

 This has been primarily due to lower than budgeted corporate tax and indirect tax collections. The revised growth for FY20 is significantly lower than budgeted growth.

• However, the gross tax revenue  growth for FY21 budgeted at 12.0%YoY, which seems reasonable, amidst a gradual recovery in the economy.

• The contribution of direct taxes has been increasing over the past few years, as indicated by direct tax as % of GDP—which has been higher than that of 
indirect taxes.

Direct & Indirect Tax Trend (% of GDP)

Source: Budget Documents. BE = Budgeted Estimate, RE= Revised Estimate



The govt. is depending on optimistic divestment and telecom revenue in FY21; subsidies 
to fall—helped by lower/muted food & fertilizer subsidy
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• Divestment revenue target for FY20 has been revised down significantly to Rs. 650 bln from Rs. 1,050 bln earlier. However, for FY21 the govt. has 
budgeted a very robust figure of Rs. 2,100 bln. This is because some of the big strategic divestments are expected to be pushed to next fiscal year.

• The govt. has also announced IPO for LIC and stake sale in IDBI bank. 
• Overall, divestment revenue seems optimistic and would also depend on market conditions & execution.

• Telecom revenue budgeted to see healthy growth in FY21, and seems quite optimistic. RBI dividend for FY20 has been revised upwards due to one 
time transfer (under the revised economic capital framework).

• Subsidies are budgeted to fall in FY21 (compared to the earlier budgeted numbers for FY20), helped by lower food and fertilizer subsidy.

Source: Budget Documents. BE = Budgeted Estimate, RE= Revised Estimate



Allocation to agri/rural sectors has seen an increase in FY21, although not for all schemes
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• Budgetary allocation to agriculture & allied activities has risen in FY21. 

• The budget allocation to various rural / social welfare schemes has gone up by 11% in FY21.

• However, certain rural/welfare schemes like MGNREGA, LPG connection for poor households have seen a drop in budgetary allocation in FY21. 
Schemes like food subsidy, PMAY, price support scheme have seen muted growth in FY21.

Source: Budget Documents, Kotak Institutional Equities. BE = Budgeted Estimate, RE = Revised Estimate

Budgetary allocation to various rural/welfare schemes (Rs. in bln) – Fiscal year-wise

Source: Budget Documents, Phillip Capital. 



Sectoral Impact of Budget
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Sector Budget Announcement

PM-KISAN-To provide an assured income support to the small and marginal farmers.  FY21BE at 

INR 750bn is 38% higher than FY20RE

Fertilizer subsidy-Total fertilizer subsidy allocated is INR 713bn  vs INR 800bn in FY20 RE 

National Rural Drinking Water Mission -Has been increased by 15% in FY21BE vs FY20RE to INR 

100bn . 

Crop Insurance -Pradhan Mantri Fasal Bima Yojna (PMFBY) budget provision of INR 157bn in FY21 

vs revised estimate of INR 136bn in FY20.

PM KUSUM Scheme to be expanded to provide 20 lakh farmers for setting up stand-alone solar 

pumps. 

MGNREGA allocation has been reduced by 13% to INR 615bn in FY21BE from INR 710bn in FY20RE

National Infrastructure Pipeline (NIP) was announced with Rs.103 trn capex with 6,500 identified 

projects. 

Allocation to Ministry of Road and Transport stood at Rs. 1.47 tn registering no growth over 

previous year

Indian Railways FY21 capex is budgeted to grow 3% to Rs 1.61 tn on a 2% lower revised base of 

FY20. 

Defence - Capital expenditure in defence is likely to grow by 2% in FY21 to Rs 1tn on 8% 

Allocation to metro and MRTS increased 6% YoY, at Rs 200bn (from Rs 186bn in FY20RE)

Allocation to PMAY schemes increased by ~9% YoY (at Rs 275bn from Rs 253bn in FY20RE). 

Government allocated Rs 195bn (against Rs 141bn in FY20RE), up ~39% for Pradhan Mantri Gram 

Sadak Yojna.

Agriculture

Infrastructure



Sectoral Impact of Budget…contd.
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Sector Budget Announcement

Increase in bank deposit insurance limit from Rs.1 lac to Rs.5 lacs

This would increase the cost of deposits for the banks 

Impact of new tax regime on Savings products like Insurance & Mutual Funds

New tax regime proposes lower tax-rates at the cost of taking away deductions on investments 

in Insurance and Mutual Fund products. This is negative for Insurance and MFs as it takes away 

the demand from customers buying these products purely with a tax-planning objective.

Plan to list LIC and proposed IDBI stake sale

Government has allocated Rs.69000 crore for healthcare sector and this include Rs.6430 crore for 

Ayushman Bharat

Government want to increase Jan Aushadi penetration from current Jan Aushadi product basket 

of 800 drugs to 2000 drugs by 2024

Proposal to set up viability gap funding for setting up hospitals in ~112 districts in the PPP mode. 

These districts don’t have any Ayushman Bharat empaneled hospitals. 

Benefits under section 80-IBA extended till March 2021 (no tax for developer working on 

affordable housing)

Additional deduction of INR 1.5 lakhs on affordable housing loan extended for March 2021. 

Offtake for affordable housing units will continue to see strong demand

Personal income tax cut : An optional lower income tax slab was introduced if assesses decide to 

let go of a host of deductions/expemtions available under the existing regime. Consumption for 

the tax payer gets a boost, but for those foregoing tax exemptions

The 16-point action plan that FM announced for the agriculture sector is likely to result in 

significant increase in rural income. 

Financial Services

Healthcare

Real Estate

Consumption



Market Outlook & Strategy

• Barring  a few “quality stocks”, where valuations are elevated, for the rest of the markets 
(especially mid/small-caps ) valuations are in line with the long term average. 

Valuations are reasonable 
except for “quality”

• The budget was a growth-oriented one, with an intent to increase disposable income in the 
hands of individuals and thus aid consumption. 

• Also some incentives were provided to agri/rural and infra sectors, and for foreign investment.

• We feel that economic growth has bottomed out, and expect it to gradually recover.

Budget reactions

• Corporate earnings to also gradually recover, and Nifty earnings growth to pick-up from 12% in 
FY20 to 19% in FY21. This will help to drive the markets going forward.Corporate Earnings

• Investors should continue to invest systematically into equities. 

• We continue to prefer large-caps, but also see some attractive bottom-up opportunities in the 
mid-cap segment—from a valuation perspective.

Equity Investment Strategy

• The market borrowing & fiscal deficit was along expected lines. This, along-with some positive 
measures for bond markets have helped yields to soften a bit.

• We continue to prefer the shorter to medium term part of the yield curve.
Debt Markets & Strategy

• Eye needs to be kept on the impact of Novel Coronavirus outbreak, progress on US-China trade 
resolution, global monetary policy stance, global growth trajectory, geo-political events, and 
global risk appetite.

Factors to watch out for
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