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Slowing Global & Domestic Economy é
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US GDP growth slowed to 0.6% in Q4 2007 

Source: Reuters

Indiaôs GDP growth rate is expected to 

slow down to 8.7% in FY08

Source: RBI and Economic Survey
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World growth target downgraded to 4.1%

Source: IMF
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Slowdown seen in all sectors of the Indian 

economy

Source: RBI and Economic Survey
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É Recessionary fears in the US, emanating from the subprime crisis, and its contagion effect on

Europe and other regions have led to a global financial crisis.

É Considering the

global

developments,

IMF was forced

to downgrade its

global growth

target by 0.3% to

4.1% in 2008.

É In India, the

GDP growth rate

is expected to

slow down to

8.7% in FY08

from 9.6% in last

financial year.
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é Rising  Inflationary Pressure
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Crude oil price has crossed $100/barrel

Source: DataStream

Food prices have also been on the rise

Source: DataStream

Base metal prices rising

Source: DataStream
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Indiaôs money supply growth is over RBI target of 

17.5%

Source: Reuters 
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É Inflationary pressure continues to build up with a rise in energy and commodity prices amidst

increasing domestic money supply.
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éAnd a General Election Year Ahead

É India will have its general elections in the first half of 2009; this was the last full Budget before

the polls.

É Accordingly, the Finance Minister was under pressure to present a balanced and inclusive

Budget.

É A major area of concern for the Finance Minister in the run-up to this Budget was a spate of

farmer suicides in the country due to crop failure, unavailability of credit, and lack of proper

infrastructure and irrigation, among others.

É Additionally, there was the need for continued focus on social sector parameters

employment, education, rural uplift and public healthcare.

É The recent spurt in prices of essential food and commodities has also been a major issue.

4Union Budget - Feb 2008



é. The FM had to Walk a Tight Rope
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Social services

Revenue to capital expenditure
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É The FM had to strike a balance between

growth and inflationary concerns.

É As this was the last full budget before the

elections, the minister had to strike a

balance between policy and populism

É There was increase in revenue

expenditure, giving special attention to

the social services sector.

É Allocation to the social services sector

was increased from INR 708.9 billion to

INR 900.3 billion.

É A scheme of debt waiver for farmers was

announced with a total relief amount of

INR 600 billion.

Source: Budget Documents

Source: Budget Documents
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Buoyant Tax Collectioné.

6

É The tax to GDP ratio has risen from 9.2% in FY03-04 to 12.5% in the current fiscal year.

É Post rationalization of excise and customs

duties, service tax has become a major

source of indirect tax income for the central

government.

Direct taxes surpass indirect tax collection 

Source: Budget Documents

Service tax becoming an important source of income

Source: Budget Documents

Tax to GDP ratio rises to 12.5%

Source: Budget Documents  
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éGave FM a Scope to Boost the Economy

É Comfortable with a buoyant tax collection, the FM announced rationalization of excise duties to

boost the manufacturing sector, various social measures for the underprivileged, and a major

restructuring on the personal income tax front, which we believe will enhance the personal

disposable income and thus help stimulating the economy.

É The individual income tax threshold limit has been raised to INR 150,000 for the male

assesses, while for the women and senior citizens, it has been increased to INR 180,000 and

INR 225,000, respectively.

É The general CENVAT rate on all goods has been reduced from 16% to 14%. This would boost

the manufacturing sector, which was showing early signs of a slowdown.

É Excise duties have been brought down and rationalized, which should help to boost

consumption by bringing down prices.

7

Rate Previous Slab New Slab

Incremental Disposable 

Income per assesses  

under New Slab (INR)

0% <  INR 110 thousand <  INR 150 thousand 4,000

10% INR 110 - 150 thousand INR 150 - 300 thousand 4,000-19,000

20% INR 150 - 300 thousand INR 300 - 500 thousand 19,000- 39,000

30% > INR 300 thousand > INR 500 thousand 39,000

Calculation of Incremental Disposable Income under New Tax Slabs

Source: DDAV Analytics Calculation
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é and Provide Impetus to Agriculture

AGRICULTURE

É The Budget has been an inclusive one and provides incentives for farmers, women, scheduled castes

& scheduled tribes and the rural poor. As more than 60% of Indiaôspopulation still continue to depend

on agriculture for their livelihood, special focus has been given on this sector keeping in mind the

impending general elections.

¾ The major announcement in the Budget has been the scheme of debt waiver and debt relief for

marginal (i.e. holding up to 1 hectare) and small (i.e. holding 1-2 hectares) farmers. All the

agricultural loans disbursed by the scheduled commercial banks, regional rural banks (RRBs) and

cooperative credit institutions till 31 March 2007 and overdue as on 31 December 2007 will be

covered under this scheme. The total estimated cost of this relief package is INR 500 billion. A

further relief of INR 100 billion under the One Time Settlement (OTS) Scheme has also been

provided.

¾ Agricultural credit is expected to reach INR 2,400 billion by March 2008 and the Finance Minister

has set a target of INR 2,800 billion by 2008-09. The Budget also sees the launch of the

Rashtriya Krishi Vikas Yojana (National Welfare Scheme for Farmers) with an outlay of INR 250

billion.

¾ Additionally, the increased allocation for irrigation schemes and incentives for fertilizers should

have a positive impact on the agriculture sector.

8Union Budget - Feb 2008



é Education

EDUCATION

É There has been an increase of 20% in the budgetary allocation amounting to INR 344 billion with

sustained focus on the Sarva Shiksya Abhiyan (Education for All), mid-day meal scheme and

secondary education.

É The Budget stresses on the importance of creating a knowledge society and has allocations for

setting up more institutions of academic excellence. Additionally, funds have also been allotted for

school programs, scholarships and research centers.

É A National Knowledge Center will also be set up by the Ministry of Information Technology and INR 1

billion has been allotted for this purpose.

É The impetus provided to education is expected to benefit paper products and writing instruments

segments as well as education and training companies.

9Union Budget - Feb 2008



INFRASTRUCTURE & POWER

É The Budget recognizes the need to boost

infrastructure and power sector and contains a

number of fund allocations for this purpose. These

include:

¾ The allocation for the National Highway

development Program (NHDP) has been

increased to INR 129.66 billion for FY 2008-09,

an increase of 19.32% over the previous year.

¾ The Accelerated Power Development and

Reforms Project has been allocated INR 8 billion.

¾ The Government has approved the continuation

of the Rajiv Gandhi Grameen Vidyutikaran

Yojana (Rural Electrification Scheme) during the

Eleventh Five Year Plan period with a capital

subsidy of INR 280 billion and an allocation of

INR 55 billion has been made for the scheme in

the Budget.

¾ The good performance of Bharat Nirman project

in FY 2007-08 (which involves electrification of

villages, building of roads, provision of drinking

water and sanitation facilities, and telephone

lines) augurs well and is a positive sign for

infrastructure companies.

10Union Budget - Feb 2008

National Highway Development Program 

Budgetary Allocation

Source: Ministry of Finance
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é and Infrastructure

¾ The FM has announced that there would be

more reforms in the coal and electricity sectors.

A new Coal Distribution Policy was notified in

October 2007 and 53 coal blocks with reserves

of 13,842 million tonnes were allotted during

April-January 2007-08 to government and

private sector companies. A coal regulator will

be appointed to oversee these coal blocks.

¾ The Budget has also proposed the setting up

of five more UMPPs (Ultra Mega Power

Projects) in the states of Chattisgarh,

Karnataka, Maharahstra, Orissa and Tamil

Nadu.



With an Attempt to Contain Inflation

É With the high inflationary pressure building up in the domestic as well as the global economy,

the budget attempts to control this menace through various measures.

É Commodities transaction tax (CTT) was introduced in the lines of securities transaction tax

(STT), which we believe would help to control the speculative activities in the commodities

market, in general, and the agri-commodities market, in particular.

É The budgetary subsidy allocation for the food category has gone up by 27% from the last 

budgetary allocation. In the current year itself, expenditure on food subsidy is expected to be  

higher by 22.7% from the budgeted amount. Keeping this in mind, we believe government 

expenditure again on the food subsidy would be much higher than the current budgeted 

amount.

É Reduction in CENVAT rate on all goods from 16% to 14% and rationalisation of various excise

duties would help to comfort the current rising inflationary pressure.

11Union Budget - Feb 2008



éHolding Deficits in Line with FRBM Targets

12

Fiscal discipline continues to improve (% to GDP)

Source: Budget Documents

Source: Budget Documents
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FRBM Period

Fiscal deficit at 2.5% of GDP is below FRBM target

2007-08 BE 2007-08 RE 2008-09 BE FRBM Target

Revenue Deficit 1.5% 1.4% 1.0% 0.0%

Fiscal Deficit 3.3% 3.1% 2.5% 3.0%

É The Finance Minister partially met the FRBM Act, 2003 as he bettered the fiscal deficit norm by

0.5%, but asked for another year to meet the revenue deficit targets.

É With this he has left a headroom

for fiscal as well as monetary

policy operation.

É Lower fiscal deficit than the

target rate would give RBI a

headroom in its monetary policy

in managing interest rates.

É This would also help to anchor

the inflationary expectation in the

RBI target range of 4.0ï4.5%.

É With the Sixth Central Pay

Commission report being

expected in the next fiscal year,

the Center also has a scope to

finance it without crossing the

3% fiscal deficit target rate.
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The Budget aims to Broaden the Domestic Debt Market

É The Indian debt market continues to be dominated by government securities and has limited

participation, leading to low liquidity and a moribund corporate debt market.

É A key feature of this yearôsBudget has been a renewed focus on bringing more reforms to the

infrastructure sector which in turn will encourage private players to enter the market by raising

funds by way of debt.

É The Budget proposes the exemption of TDS (Tax Deducted at Source) for corporate debt

instruments issued in demat form and listed on stock exchanges.

É The Budget also proposes to develop bond, currency and derivatives markets through the

launch of exchange-traded currency and interest rate futures and the development of a credit

derivatives market.

É The Budget also attempts to enhance the tradability of domestic convertible bonds by enabling

investors to separate the embedded equity option from the convertible bond and trade it

separately.

Union Budget - Feb 2008 13



éWhile taking Steps to Curb Speculative Capital

É The Finance Minister commented in the Budget speech that India has had capital inflows that

are in excess of the current account deficit in FY2007-08. This has major implications for the

Indian market in terms of monetary policy.

É Unless proper control is exercised over capital inflows, the economy may not be able to absorb

the excess money flowing into the system resulting in increased volatility in capital markets

and inflationary pressures.

É The Budget stresses on the importance of managing these inflows and emphasizes that the

Government of India shall continue to work with the Reserve Bank of India (RBI) and make

necessary changes in policy from time to time.

É As a result, the Short Term Capital Gains Tax has been increased from 10% to 15% with a

view to encourage investors to stay invested for a longer term. This is also an attempt to

discourage short term hedge fund money flowing into the capital markets and curb volatility in

the Indian bourses.

Union Budget - Feb 2008 14



Sector Summary: Optimistic Feel to Most of the Sectors

15

Sector Proposed Amendments Impact

Agro and Agri. 

inputs

Increased outlay for Irrigation programs to a total of Rs 200 billion; Allocation of Rs 50 billion to 

NABARD for refinance operations would indirectly increase demand for agricultural inputs and 

equipment.

Positive

Auto Excise duty reduction across all sub-categories (small cars, two and three wheelers, buses) from 

16% to 12% to revive growth in the auto sector;  Rise in defence budget and agricultural  credit to 

benefit defence vehicle manufacturers and tractor makers respectively.

Positive

Banking and 

Finance 

Refund of INR 600 billion from the government against waiver of loans disbursed to small and 

marginal farmers would be beneficial to the banking industry, as most of these loans will have to be 

written down from respective bankôs balance sheet. 

Positive

Broking Services Short term capital gains tax hiked from 10% to 15%; Stock exchange services and clearing houses 

to be brought under service tax net; Introduction of Commodity Transaction Tax to curb speculative 

trading; Initiatives for development of Debt market is the only positive factor.

Negative 

Education Sector Establishment of 16 central universities across India and several other new educational centers

would be indirectly beneficial for education or e-learning related companies.

Positive

Fertilisers Customs duty on unrefined sulphur reduced from 5% to 2%; Naphtha imported for the production of 

fertilizers will continue to be exempt from import duty; Government continues with subsidy given on 

fertilisers and allied products.

Positive

Hotels Five years income tax holiday for two, three and four star hotels set up in districts, which have 

UNESCO-declared world heritage sites; Hotel should commence operation between 1 April 2008 

and 31 March 2013. 

Positive

Infrastructure Allocation of INR 442.46 billion on various road and infrastructure development projects; Allocation 

of Rs 140 billion for Rural Infrastructure fund; Governmentôs thrust remains on infrastructure 

development.

Positive

Union Budget - Feb 2008



Sector Summary
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Sector Proposed Amendments Impact

Insurance Asset Management Companies operating Unit Linked  Insurance Plans to be brought under service 

tax net; Provision for additional exemption of INR 15,000 made available to an individual who pays 

medical insurance premium for his/her parents would trigger demand for health insurance products.

Neutral 

IT Increase in excise duty on packaged software from 8% to 12%; Customized software is brought 

under the purview of service tax net.

Negative

Metals Customs duty on steel melting scrap and aluminum scrap reduced from 5% to nil, paving way for

increased imports; Export duty on chrome ore is increased from INR 2,000 per metric tonnes to INR

3,000 per metric tonnes for protection of the same.

Positive

Paper Products Excise duty levied on paper products made by the use of non conventional energy sources to be 

reduced from 12% to 8%, subjected to specific conditions; Excise duty on certain varieties of writing 

printing and packaging paper to be reduced to 8% from 12%.

Positive

Pharma & Health 

Care 

Allocation of funds worth INR165.34 billion for health care projects; Excise duty reduction on all 

pharma products from 16% to 8%; Custom duty reduction on life saving drugs; INR20.35 billion for 

Anti-AIDS and Anti Polio programs.

Positive

Power Allocation of INR 8 billion for the Accelerated Power Development and Reforms Project and new 

fund for transmission and distribution reforms; Bidding of 5 ultra mega power projects to be 

completed shortly; 4% CVD on specific power projects should have a negative impact.

Positive

Textile Increase in TUF Outlay (Technology Upgradation Fund) by INR 1.79 billion to INR 10.90 billion; 

Priority given for development of mega clusters; Excise duty of 1% on polyester filament yarn has 

been removed.

Positive

Others No Change in peak  custom duty rates; Cenvat rate on all products reduced from 16% to 14%; 

Customs duty on project imports to fall from 7.5% to 5%; Some of the parts used in Set Top Boxes 

fully exempted from duty; Customs duty on CZ (an inferior quality gem stone) reduced  from 10% to 

5%. 

Mixed
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Budget at a Glance
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2006-2007 Actuals

(INR Bn)

2007-2008 Budget Estimates 

(INR Bn)

2007-2008 Revised Estimates 

(INR Bn)

2008-2009 Budget Estimates  

(INR Bn)

1. Revenue Receipts 4,343.87 4,864.22 5,250.98 6,029.35

2. Tax Revenue (net to Centre) 3,511.82 4,038.72 4,317.73 5,071.50

3. Non-tax Revenue 832.05 825.50 933.25 957.85

4. Capital Receipts (5+6+7)$ 1,490.00 1,940.99 1,842.75 1,479.49

5. Recoveries of Loans 58.93 15.00 44.97 44.97

6. Other Receipts 5.34 416.51 361.25 101.65

7. Borrowings and other Liabilities$ 1,425.73 1,509.48 1,436.53 1,332.87

8. Total Receipts (1+4)$ 5,833.87 6,805.21 7,093.73 7,508.84

9. Non-plan Expenditure 4,135.27 4,754.21 5,018.49 5,074.98

10. On Revenue Account of which, 3,721.91 3,835.46 4,129.75 4,483.52

11. Interest Payments 1,502.72 1,589.95 1,719.71 1,908.07

12. On Capital Account 413.36 918.75 888.74 591.46

13. Plan Expenditure 1,698.60 2,051.00 2,075.24 2,433.86

14. On Revenue Account 1,424.18 1,743.54 1,756.11 2,097.67

15. On Capital Account 274.42 307.46 319.13 336.19

16. Total Expenditure (9+13) 5,833.87 6,805.21 7,093.73 7,508.84

17. Revenue Expenditure (10+14) 5,146.09 5,579.00 5,885.86 6,581.19

18. Capital Expenditure (12+15) 687.78 1,226.21 1,207.87 927.65

19. Revenue Deficit (17-1) 802.22 714.78 634.88 551.84

as % of GDP 1.9% 1.5% 1.4% 1.0%

20. Fiscal Deficit   {16-(1+5+6)} 1,425.73 1,509.48 1,436.53 1,332.87

as % of GDP 3.5% 3.3% 3.1% 2.5%

21. Primary Deficit (20-11) -76.99 -80.47 -283.18 -575.20

as % of GDP -0.2% -0.2% -0.6% -1.1%

*GDP for BE 2008-2009 has been projected at Rs.5303770 crore assuming 13% growth over the advance estimate of 2007-2008 (Rs.4693602 crore) released by CSO.

$ Does not include receipts in respect of Market Stabilization Scheme, which will remain in the cash balance of the Central Government and will not be used for expenditure.

Source: Budget Document
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Receipts
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2007-2008 Budget Estimates (INR Bn) 2007-2008 Revised Estimates  (INR Bn) 2008-2009 Budget Estimates (INR Bn)

REVENUE RECEIPTS

1. Tax Revenue

Gross Tax Revenue 5,481.22 5,854.10 6,877.15

Corporation tax 1,684.01 1,861.25 2,263.61

Income tax 987.74 1,183.20 1,383.14

Other taxes and duties 3.15 3.15 3.25

Customs 987.70 1,007.66 1,189.30

Union Excise Duties 1,302.20 1,279.47 1,378.74

Service Tax 502.00 506.03 644.60

Taxes of the Union Territories 14.42 13.34 14.51

Less- NCCD transferred to the National Calamity Contingency Fund 18.00 18.00 18.00

Less States' Share 1,424.50 1,518.37 1,787.65

Net Tax Revenue 4,038.72 4,317.73 5,071.50

2. Non -Tax Revenue

Interest Receipts 193.08 174.64 191.35

Dividend and Profits 339.25 361.08 432.04

External Grants 21.35 20.91 17.95

Other Non-Tax Revenue 264.71 368.42 308.36

Receipts of Union Territories 7.11 8.20 8.15

Total Non-Tax Revenue 825.50 933.25 957.85

Total Revenue Receipts 4,864.22 5,250.98 6,029.35

3. CAPITAL RECEIPTS*

A. Non-debt Receipts

1. Recoveries of Loans & Advances@ 15.00 44.97 44.97

2. Miscellaneous Capital receipts 416.51 361.25 101.65

Total 431.51 406.22 146.62

B. Debt Receipts to finance Fiscal Deficit

3. Market Loans 1,095.79 1,106.71 1,005.71

4. Short term borrowings 17.48 255.53 124.29

5. External assistance (Net) 91.11 99.70 109.89

6. Securities issued against Small Savings 105.10 -18.02 98.73

7. State Provident Funds (Net) 50.00 48.00 48.00

8. Other Receipts (Net) 150.00 126.45 -126.00

9. Draw-down of cash Balance ... -181.84 72.25

Total 1,509.48 1,436.53 1,332.87

Total Capital Receipts (A+B) 1,940.99 1,842.75 1,479.49

Total Receipts 6,805.21 7,093.73 7,508.84

Receipts under MSS (Net) 100.00 1,548.31 298.06

@ excludes recoveries of short-term  loans and advances from States and 

loans to government servants
15.30 15.10 14.95

Source: Budget Document * The receipts are net of repayments.
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Central Plan Outlay by Sectors
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2007-2008

Budget Estimates (INR Bn)

2007-2008 

Revised Estimates (INR Bn)

2008-2009 

Budget Estimates (INR Bn)

Agriculture and Allied Activities 85.58 85.44 100.74

Rural Development 203.42 211.47 238.31

Irrigation and Flood Control 5.07 4.54 4.11

Energy 791.58 722.30 938.15

Industry and Minerals 204.34 179.53 288.36

Transport 715.89 689.30 841.77

Communications 258.12 165.99 219.37

Science Technology & Environment 88.16 77.42 92.83

General Economic Services 36.32 30.43 60.52

Social Services 803.15 751.62 959.19

General Services 8.29 5.33 11.50

Grand Total 3,199.92 2,923.37 3,754.85

Source: Budget Document

Union Budget - Feb 2008
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