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The Union Budget 2019 was largely along expected lines.  

The last four years have witnessed a large number of reforms – Goods & Service Tax (GST), Direct Benefit 

Transfers (DBT), Indian Bankruptcy code, focus on Make in India, Housing for All, FDI relaxation, 

UJJAWALA, transparent auctioning of natural resources, thrust on infrastructure, etc. to name a few. 

These reforms have created a favourable environment for economic growth in India.  

The budget 2019 has focussed on weaker sections of society while maintaining fiscal prudence, which is 

commendable. The budget’s tilt towards farmers, MSMEs, unorganised labour, lower middle class, etc. is 

understandable considering the approaching elections. The measures like cash transfer to small and 

marginal farmers, increase in benefits for labourers, additional rebate for individuals earning upto INR 5 

lakhs etc. will give income support to these sections of society. 

This budget was a “vote on account” budget and not a full budget, hence there are no major changes in 

direct taxes. Further with GST in place, no major changes in excise / service tax rates were done. Some 

changes in taxation for Individuals were also announced (highlighted later) such as additional rebate for 

income upto INR 5 lakh, increase in standard deduction etc.  

A detailed commentary of the key issues in the budget follows. 

Fiscal Snapshot 

 

The government has revised its fiscal deficit target marginally from 3.3% of GDP to 3.4% of GDP for FY19 

as lower GST collections of INR 1 lakh crore was largely set off by additional dividends from RBI and higher 

corporate taxation & custom duties. The slight slippage of 0.1% of GDP is primarily due to income support 

scheme announced for farmers.  

 

The fiscal deficit target for FY20 has been maintained at 3.4% of GDP. Some of the key assumptions for 

this are given below: 
 

Growth assumptions Remarks 

Nominal GDP : 11.5%  Realistic 

Corporation Tax : 13.3% Conservative as profit growth is expected to be higher 

Personal Taxes : 23% (adjusted for 
higher tax benefits proposed in the 
budget) 

Aggressive. Growth rate expected is higher than in FY19RE.  

GST : 18% 
Moderately aggressive; Improvement in implementation is 
the key 

Subsidies : 12% 
Realistic but can swing either ways depending on commodity 
price movements 

 
The quality of expenditure was slightly better in FY19 with revenue expenditure increasing by ~ 14% over 

FY18 while capital expenditure is estimated to increase by 20%. However in FY20, growth of revenue 

expenditure is higher than capital expenditure. 
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For FY19, net dated Gsec borrowing is expected to be higher by ~INR 36,000 crores compared to issuance 

calendar announced so far.  

In FY20, government has budgeted for net market borrowings (Gsec + Tbills) of ~Rs 5.0 trillion compared 

to ~Rs 4.5 trillion in FY18. The actual increase in fiscal deficit is ~ Rs 70,000 but the government has 

budgeted an increase in net borrowing of ~Rs 50,000 crores only. This is largely explained by expectation 

of higher inflows in National small savings funds etc.  

 

Government will endeavour to achieve the target of 3% fiscal deficit by FY21. Further, it will 

simultaneously focus on debt consolidation. Under this, endeavour will be made to reduce the central 

government’s debt to GDP ratio from 46.5% in FY18 to 40% for FY25. 

 
Agriculture, Animal husbandry and Fisheries 

 Direct income support scheme for marginal farmers: As anticipated, the budget announced a 

direct cash transfer scheme for small and marginal farmers who own up to 2 hectares of land. It 

was announced that these farmers will be transferred INR 6,000 each year, in three instalments 

of INR 2,000 each. This scheme is proposed to be rolled out from 1st December 2018. It is 

estimated to help about 12 crores farmers. This should result in additional expenditure of INR 

20,000 crores for FY19 and INR 75,000 crores (~0.4% of GDP) in FY20. The whole cost will be borne 

by Government of India.  

 Farmers impacted by natural calamity will be provided interest subvention of 2% and prompt 

repayment incentive of 3% for the entire period of reschedulement of their loans. 

 Benefit of 2% interest subvention to the farmers pursuing the activities of animal husbandry and 

fisheries, who avail loan through Kisan Credit Card. Further, in case of timely repayment of loan, 

an additional 3% interest subvention. 

 Setting up separate department for fisheries for focus on this segment 

Pension for Unorganised labourers 

 Launched 'Pradhan Mantri Shram-Yogi Maandhan' for the unorganised sector workers with 

monthly income upto INR 15,000. It announced assured pension of INR 3,000 per month from the 

age of 60 years on a monthly contribution of a small affordable amount during their working age. 

o Contribution by each labourer will be matched by equal contribution by government 

o Sum of INR 500 crores has been allocated for this scheme.  
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Small and Medium scale enterprises 

Budget also announced measures to support SME segment. The following were major initiatives 

announced 

 GST registered SME units will get 2% interest rebate on incremental loan of INR 1 Crores. 

 Sourcing from SMEs by Government enterprises increased to 25%. Of this, at least 3% will be 

sourced from women owned SMEs. 

Interest subvention should help SME lowers its interest cost.  

Direct Tax: 

 No change in Income Tax Slab rates for Individuals and corporates 

 Relief under section 87A to the individual taxpayers by increasing the maximum amount of tax 

rebate to INR 12,500 from existing INR 2,500. The tax rebate will be now admissible to taxpayers 

having total income up to INR 5,00,000 instead of existing INR 3,50,000. To benefit 3 crores 

assessees and result in estimated loss of revenue of Rs 18,500 crores. 

 Standard deduction increased from INR 40,000 to INR 50,000. To provide additional tax benefit of 

Rs 4,700 crore to more than 3 crore salary earners and pensioners  

 Relief to the taxpayer by allowing him an option to claim nil annual value in respect of any two 

houses, declared as self-occupied, instead of one such house as currently provided. 

 Capital tax Benefit u/s 54 increased from investment in one residential house to two residential 

houses for a tax payer having capital gains up to Rs 2 crore. This benefit can be availed once in a 

life time. 

 Ceiling Limit of TDS u/s 194A on interest on Bank / Post office savings has been raised from INR 

10,000 to INR 40,000 

 Ceiling Limit of TDS u/s 194I on tax on rent has been raised from INR 180,000 to INR 240,000 

 Benefit u/s 80IBA has increased to one more year i.e. i.e. to the housing projects approved till 31st 

March, 2020 to benefit housing projects under affordable housing 

 Extension of period of exemption from levy of tax on notional rent, on unsold inventories, from 

one year to two years, from the end of the year in which the project is completed. 

Simplification of Direct Tax System to benefit Tax-payers 

 During FY19, 99.54% of the income-tax returns were accepted as they were filed. 

 All returns to be processed in twenty-four hours and refunds issued simultaneously 

 Within the next two years, all tax scrutiny will be done via anonymous digital interface.  
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Sectoral Impact 

Major Sectors Impact / Remarks 

Oil & gas 

Marginally Positive 
A hike in petrol and diesel excise duty was expected but has been skipped by the 
government. This is a relief for OMCs. Provision for LPG/SKO subsidy has been 
hiked ~ 60% for FY20. This is also a relief to upstream/midstream companies as the 
expectation was that FY19 shortfall will be shared by them. 

Media No major impact 

Airlines No major impact 

Telecom 

No major impact 
Restructuring of deferred spectrum payments from 10 years to 16 years has been 
given effect. However, it was done earlier and has limited impact on the balance 
sheets. 

Auto  
Positive. Tax concessions for middle class consumers can benefit 2 wheeler 
companies 

Information Technology No major impact 

Infrastructure 

Positive 
Roads  

 Total road sector outlay for FY20 is Rs. 1.47 lakh Cr, up 13%. 

 Gross Budgetary support has gone up from Rs. 68,564 Cr (R.E.) in FY19 to Rs. 
72000 Cr in FY20 

 NHAI outlay is at Rs. 1.1 lakh Cr in FY20, up 11%. growth is primarily driven 
NHAI’s own funds – from Rs 62,000 cr  in FY19 to Rs. 75000 Cr in FY20.  

 Rural roads: Pradhan Mantri Gram Sadak Yojana (PMGSY) is allocated Rs. 
19,000 crore, up 18% 

Railways  

 Total Railway capex is budgeted to be Rs. 1.59 lakh Cr in FY20, up 14%. Key 
areas of spend are: Track renewals (Rs10,100 cr, +19% YoY), Rolling stock 
(Rs34,500 cr, +15% YoY), Doubling (INR176b, +2% YoY),  New Lines (INR77b, -
9% YoY)  

Metro Rail 

 Total support for metro rail space in FY20 will be Rs. 18501 Cr, up 18%  
Urban Infra 

 AMRUT – Total outlay for FY20 is Rs. 7300 cr, up 14%. 

 Smart Cities - Total outlay for FY20 is Rs. 6600 cr, up 7%. 

Real Estate 

Positive 

 No tax on notional rental income from second self-occupied house - Positive 
for housing demand. 

 Tax benefits extended for one more year for affordable housing projects 
under Sec 80-IBA - Positive for developers. 
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Major Sectors Impact / Remarks 

 Exemption from paying tax on notional rent on unsold inventory increased 
from 1 year to 2 years - Positive for developers.  

 The benefit of capital gains under section 54 of the Income Tax Act will be 
increased from investment in one residential house to two residential houses 
for a tax payer having capital gains of up to Rs20mn 

Cement 

Marginally Positive 

 Continued thrust on transportation network expansion as allocation for road 
sector increased by 13% and metro by 18% should drive cement demand 
growth 

 Allocation under Pradhan Mantri Awas Yojana (PMAY) has been reduced 
slightly by 2.1% with 4.5% reduction in allocation for PMAY (Rural) while 
allocation for PMAY (Urban) increased by 5.4%. 

 Extension of 80-IBA tax benefit for affordable housing projects approved till 
Mar-20 is a positive 

Fertiliser 
No major impact 

 Subsidy allocation at INR 75000 Cr (+7% yoy) should help timely subsidy 
payment to fertiliser companies. 

Logistics 

No major impact 

 Allocation of INR 5bn for Inland waterways vs NIL last year with focus on 
reducing logistics cost.  

 Indian Customs to digitize export/import transactions leveraging technology 
like RFID, online execution of transactions to improve export logistics. 

Agro Chemicals 
Marginally Positive 

 Cash transfer of Rs 6000 per annum per small farmer is positive 

Healthcare 
No Major impact 

 Marginally positive for hospitals as Ayushman Bharat volumes will enable 
newer hospital to increase occupancy. 

Banking & Financial 
Services 

Positive 

 Cash transfers to farmers should be positive for MFI & Auto Financing NBFC 
as cash availability in rural areas will improve. 

 Interest subsidy (2%) & subvention on agri loan (3%) - on restructured 
agriculture loan is positive for banks as there is sufficient incentive for making 
payment of agri loans. 

 Taxation benefit on unsold inventory has been increased from one year to 
two years. This could reduce financials stress situation of developers 
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Economic growth outlook 

The table below summarizes various macro indicators for the last five years and projections for the next 

2 years.  

 Improving macros FY14 FY15 FY16 FY17 FY18 FY19E FY20E 

Real GDP at market price (% YoY) 6.4 7.5 8 7.1 7.2 7.2 7.2 

Centre's fiscal deficit (% GDP) 4.4 4.1 3.9 3.7 3.5 3.4 3.4 

Current Account Deficit (CAD) (% 

GDP) 
1.7 1.3 1.1 0.7 1.9 2.7 2.5* 

Balance of Payment 0.8 3.0 0.9 0.9 1.7 (0.7) (0.2) 

Net FDI (% of GDP) 1.2 1.5 1.7 1.6 1.2 1.2 1.1 

Consumer Price Inflation (Average) 9.4 6.0 4.9 4.5 3.6 3.6 4.0 

Foreign Exchange Reserves (USD bn) 303.7 341.4 359.8 370.0 424.4 398.2^ na 

Source: CEIC, Kotak Institutional Equities; CSO, Economic Survey, Union budget 2018-19, E-Estimates, ^ as of 25th Jan’19. na – not 

available; * average crude price assumed at USD 72.5 per barrel.  

 

 Growth is expected to stabilise in FY19 and FY20 supported by revival in capex expenditure.  

 Capex has been growing at higher pace than consumption since FY18 and likely to accelerate over 

FY19 and FY20 

 Signs of private capex reviving visible with increase in capacity utilisation and major announcements 

by Steel and cement majors.  

 Outlook of inflation remains benign led by food inflation and lower crude prices.  

  
Source: CMIE, RBI, Bloomberg 
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Profit growth over the last few years was muted due to challenges faced in some large sectors such as 

corporate banks, metals, capital goods, etc. However outlook for these sectors is rapidly improving and 

these sectors should witness a sharp improvement in profitability. Overall earnings growth for the market 

should be meaningfully better than the preceding two-three years, as shown in the table below 

 

FY Sensex EPS Growth NIFTY EPS Growth 

2012 1125 10% 353 12% 

2013 1180 5% 377 7% 

2014 1331 13% 410 9% 

2015 1318 -1% 398 -3% 

2016 1290 -2% 384 -4% 

2017 1407 9% 439 14% 

2018 1379 -2% 453 3% 

2019E 1547 12% 500 10% 

2020E 2093 35% 646 29% 

2021E 2447 17% 753 17% 
         Source: Kotak Institutional Equities estimates 

 

 

 

 

 

 

 

 

 

 

 

 



Union Budget 2019-20  
- A well balanced budget 

 

 

8 

 

Equity Market Outlook 

India’s market cap to GDP on FY20E is at ~61%, which is attractive. 

              India market cap to GDP ratio, calendar year-ends, 2000-20E (%)                      Mcap as of January 31, 2019 

 

Source: World Bank, Bloomberg, Kotak Institutional Equities 

In P/E terms, markets are trading near 16.7x FY20(e) and 14.5x FY21(e) (Nifty Consensus PE, Source : Kotak 

Institutional Equities) which are reasonable, especially given the low interest rates. In fact, as earnings 

growth improves, the P/E's should look more reasonable and move lower. 

In view of the above and expected recovery in earnings, there is merit in increasing allocation to 

equities, especially in multi cap / large cap funds in a phased manner or in staying invested as the case 

may be (for those with a medium to long term view and in line with individual risk appetite). 

Debt Market Update 

FY19 till date has been a volatile year for Indian Fixed Income markets.  The yield on 10-year benchmark 

Gsec (7.17 Gsec 2028) started the year at 7.33% and rose to a high of 8.2% in Sep18. However post that it 

has fallen to 7.61% as of 1st Feb 2019. The key factors responsible for rise in yields were (1) concern on 

rising fuel prices & current account deficit (CAD), (2) weak rupee (INR), (3) uncertainty on Gsec demand – 

supply mismatch with public sector banks holding excess SLR, (4) rise in US yields and FII outflows, and (5) 

expected impact of sharp rise in minimum support prices (MSPs) on inflation. On the back of inflation 

concerns, RBI also raised the repo rate by 25 bps twice during the year and changed its policy stance from 

neutral to calibrated tightening. 

However, most of the concerns of the first half did not play out as envisaged; rather they surprised on the 

downside. The major trigger for reversal was sharp correction in crude oil prices and benign inflation 
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numbers on account of steep fall in food inflation. The fall in yields was further supported by expectations 

of large open market purchases by RBI, inflation forecast being revised down by RBI by over 100 bps for 

the next year and possibility of lower than expected rate hikes in the US.  

Outlook for Fixed Income remains mixed as conflicting forces are at work that appear to be evenly 

balanced. On the positive side factors such as muted oil prices (should ease pressure on CAD),  high real 

yields in India, softening global commodity prices, slowdown in pace of Fed rate hikes, trade war tensions 

and moderation of global growth favours lower interest rates. However, on the negative side, strong 

credit growth outpacing deposits growth, excess SLR within banking system, volatile FII flows, global 

liquidity tightening etc. might impact interest rates adversely.  

Factors favouring lower interest rates 

 Real Yields at historical high – Supported by low 

inflation, real yields in India are now at historical 

high of 5.2% as of end-Dec’18 as against long 

term average of 1.7% only. With outlook on CPI 

being benign in near term (assuming stable food 

prices), the high real yields indicate a possibility 

of further fall in yields. This is also supported by 

the fact that real rate difference between US and 

India ten year Gsec yields is also quite high at 

4.4%.  

  Source:Bloomberg 

 Pace of Fed rate hikes to slowdown in 2019: In last couple of months, commentary by US Fed has 

turned dovish and Fed is expected to be “patient” in rate hikes given the weak outlook on global 

growth.  

 

 Commodity prices and India’s external sector to stabilise – Crude oil prices have corrected sharply in 

the recent past from a high of $86 per barrel in Oct’18 to ~$54 per barrel in Dec’18 and is has been 

range bound in Jan’19.  This is largely due to easing supply concerns and moderating demand outlook. 

This should ease pressure on India’s CAD and support INR. 
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Factors adversely impacting the interest rates 

 Economic activity in India improving – Various economic 

activity indicators in India are improving with strong 

credit growth consistently outpacing deposit growth, PMI 

consistently above 50, capacity utilisation over long term 

averages, etc. Further, pick up in capex cycle should 

support credit growth even more. This can adversely 

impact interest rates as bank deposit rates may be raised 

to incentivise savings.     

           Source: RBI 

 Global Liquidity tightening and FII flows remain a concern – With US Fed unwinding its balance sheet 

and major global central banks expected to reduce bond purchases and embark on normalising 

monetary policy, flows to emerging markets including India could remain volatile / subdued. During 

CY18, aggregate FII Debt outflows for India amounted to ~USD 6.9 bn. 

 

 Incremental demand for Statutory Liquidity 

Ratio (SLR) securities remains muted–As 

against estimated requirement of ~20-21% 

of SLR securities, banking system is currently 

holding ~27% of SLR securities, especially 

PSU banks, who are traditionally large buyers 

of Gsecs. This coupled with strong credit 

growth could impact the demand for 

government securities and in turn, yields 

adversely.  

*  Adj SLR = Investments in Statutory Liquidity Ratio (SLR) Securities adj for securities under LAF. # 

Regulatory Requirements = SLR + Liquidity coverage requirement requirements (~15-17% of NDTL) 

– carve out allowed from SLR (assuming 90% of LCR requirement is met by keeping HQLA in form of 

SLR securities 

Source: RBI 

 High Gross market borrowing – Contrary to market expectations, GoI has increased the net 

market borrowing by INR 36,000 crores over the issuance calendar announced for FY19. This 

coupled with increase in gross market borrowings in FY20 over FY19RE could put upward pressure 

on yields.  

In view of above, in our opinion, the short to medium end of the yield curve continues to offer better 

risk adjusted returns than the long end. Hence, we continue to recommend investment in short to 

medium duration debt funds.       
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Disclaimer  
This document is dated February 1, 2019 and views expressed herein are based on publicly available 
information and other sources believed to be reliable. It is issued for information purposes only and is not 
an offer to sell or a solicitation to buy/sell any mutual fund units/securities. It should be noted that the 
analysis, opinions, views expressed in the document are based on the Budget proposals presented by the 
Honourable Finance Minister in the Parliament on February 1, 2019 and the said Budget proposals may 
change or may be different at the time the Budget is passed by the Parliament and notified by the 
Government. The information contained in this document is for general purposes only and not a complete 
disclosure of every material fact of Indian Budget. For a detailed study, please refer to the budget 
documents available on www.indiabudget.nic.in . The information/ data herein alone is not sufficient and 
shouldn’t be used for the development or implementation of an investment strategy. It should not be 
construed as investment advice to any party. The statements contained herein may include statements 
of future expectations and other forward-looking statements that are based on our current views and 
involve known and unknown risks and uncertainties that could cause actual results, performance or 
events to differ materially from those expressed or implied in such statements. All opinions and estimates 
included in this document constitute our view as of this date and are subject to change without notice. 
Stocks / Sectors referred herein are purely illustrative and are not recommended by HDFC Mutual Fund/ 
HDFC Asset Management Company Limited (HDFC AMC). The Fund may or may not have any present or 
future positions in these Stocks/ Sectors. Neither HDFC AMC nor HDFC Mutual Fund nor any person 
connected with it accepts any liability arising from the use of this information. The recipient(s) should 
before taking any decision based on the information contained in this document should make his/their 
own investigation and seek appropriate professional advice. HDFC Mutual Fund/AMC is not 
guaranteeing/offering/communicating any indicative yields or guaranteed returns on investments. The 
recipient alone shall be fully responsible / liable for any decision taken on the basis of this document. No 
part of this document shall be duplicated, copied or distributed in whole or in part in any form without 
prior written consent of the HDFC AMC / HDFC Mutual Fund.  
 

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED 

DOCUMENTS CAREFULLY. 


