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GOVERNMENT OF INDIA BUDGET 2017-18
A prudent Budget focusing on investment, with an eye on fiscal consolidation

The expectations from this year’s Budget were unusually high, and so were the challenges. The need to ‘stimulate’ the economy had created 
wide expectations of a cut in tax rates, an increase in allocations to the social sectors and enhanced infrastructure spending. At the same 
time, fiscal prudence had to be maintained, amidst considerable uncertainties about the impact of the note ban on nominal GDP growth, the 
gains that could be expected on account of voluntary disclosures of untaxed income and penalty schemes, and the manner in which tax 
revenues would evolve after the implementation of GST.  

The most significant aspect of the Budget is its commitment to curtail the fiscal deficit to 3.2% of the GDP, despite the FRBM committee 
providing a leeway to relax it to 3.5% of the GDP, with no major populist giveaways and tight control on expenditure. On expected lines, there 
has been an increase in budgetary allocations to the infrastructure and the rural sectors and a mild consumption stimulus through a 
reduction in personal tax rates in the lowest slab. Attempts to clean up electoral funding, abolition of FIPB approvals from next year and 
some innovative proposals like the time-bound listing of identified CPSEs and creation of an integrated public sector oil major are other 
highlights of the Budget. However, the inadequate allocation for bank capitalisation and fertiliser subsidy as well as  lack of any attempts at 
resolving the “twin balance sheet stress” is disappointing 

Given the decline in the Gross Fixed Capital Formation over the last few years , the Budget has  focused on reviving public investments. 
Accordingly, capital investment for roads, railways and other infrastructure sectors is projected to increase by around 11% , including 
borrowings through extra budgetary sources. There are also some announcements with regard to using the PPP route for undertaking O&M 
at airports owned by the AAI, expansion of broadband connectivity in rural areas as also modifications in the Metro Railway Act. There is 
also a mention on strengthening the dispute resolution mechanism for contracts in the infrastructure sector, which has been a long pending 
demand of the players in this sector.  

Apart from transport, affordable housing has been a major focus in this Budget, given the multiplier effect it has in terms of employment 
generation and increased demand for products like cement and steel. Other areas that received focus are tourism and skill development. 
The significant expansion of agriculture credit, setting up funds for micro irrigation and dairy processing and increased coverage of e-NAM 
are in line with the Government’s emphasis on improving the social/ rural infrastructure.  

With the GST to be implemented next year, there has been no major change in indirect taxes, except some tinkering with the customs duty. 
The reduction in tax rates for MSMEs with turnovers of up to Rs 50 crore, apart from providing relief to them,  may also aid the process of 
formalisation of the economy. There have also been some steps designed to increase the ease of doing business with respect to areas like 
transfer pricing and increase in the threshold limit for levy of presumptive taxes. 

The higher 10.7% expansion of capital expenditure compared to the 5.9% rise in revenue expenditure in FY2018 budget estimates (BE), 
relative to FY2017 revised estimates (RE), would augment the quality of spending. The Budget has incorporated lower dividends (partly 
because of the Railways) and non-tax revenues from communication services in FY2018 BE relative to FY2017 RE. The forecasts for growth 
of nominal GDP (11.75%) and gross tax revenues (12.2%) may prove somewhat optimistic, in the light of the initial hiccups in the transition 
to the GST. Moreover, the disinvestment and strategic divestment target of Rs. 72,500 crore also appears high.

Overall, the tone of the Budget appears prudent, with an emphasis on public investments, incremental steps to promote schemes like Digital 
India and Skill India, and the absence of populist giveaways and negative shocks pertaining to the capital gains tax on equity investments. 
Nevertheless, the achievement of the revenue and disinvestment targets would be crucial to ensure the budgeted reduction in the fiscal 
deficit to the GDP ratio, and the lower than expected gross borrowing figure. Also the Government has factored in a pickup in inflows from 
small savings schemes and if the latter doesn’t materialise, the market borrowing figure may need to be revised upward. The other risk to 
fiscal arithmetic could stem from crude oil prices , as the subsidy allocation for fuel would be inadequate for crude prices beyond US $ 
58-60 /bbl

Anjan Ghosh, Chief Ratings Officer, ICRA Limited
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Assessment of Government of India’s
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In its BE for FY2017, the GoI had pegged its fiscal deficit at Rs. 5.3 lakh crore (3.5% of GDP; based on the assumption that nominal GDP for 
FY2017 would be Rs. 150.7 lakh crore). The RE for FY2017 has indicated that the fiscal deficit would be higher than the BE by a mild Rs. 
370.0 crore, while the nominal GDP for FY2017 has also been revised marginally to Rs. 150.8 lakh crore. As a result, the fiscal deficit remains 
unchanged at 3.5% of GDP in the RE for FY2017, in line with the budgeted target (refer Table 1 and Chart 1).

The BE for FY2018 indicates a mild increase in the fiscal deficit in absolute terms, to Rs. 5.5 lakh crore. However, as a percentage of GDP, 
the fiscal deficit is estimated to correct to 3.2% in the BE for FY2018 (assuming nominal GDP of Rs. 168.5 lakh crore in FY2018) from 3.5% 
in the RE for FY2017, indicating continued fiscal consolidation. Notably, the latter is slightly higher than the recommendation of the NK 
Singh Committee and the rolling target of 3.0% of GDP that had been proposed in last year’s budget. The quality of the fiscal deficit is 
expected to remain largely unchanged, with the revenue deficit accounting for 58.8% of the total fiscal deficit in FY2018 BE. 

Fiscal situation as per FY2017 RE: At an absolute level, the fiscal deficit in FY2017 RE is marginally higher than the BE for FY2017, with 
higher capital expenditure and lower non-debt capital receipts, largely offset by healthier-than-expected tax receipts. 

The fiscal deficit for April-December FY2017 stood at Rs.  5.0 lakh crore, 2.7% higher than the same recorded in April-December FY2016 
(Rs. 4.9 lakh crore), reflecting the higher-than-budgeted growth in revenue expenditure being partly offset by the robust increase in tax 
revenues, and a contraction in capital expenditure. The fiscal deficit for April-December FY2017 is equivalent to ~94% of the RE for FY2017. 
Given the seasonal uptick in tax inflows in Q4 of each fiscal, in addition to the disclosure of income under the Pradhan Mantri Garib Kalyan 
Yojana (PMGKY), the fiscal deficit for FY2017 is expected to be restricted at the level projected in the RE, even if there is a shortfall in in 
non-tax revenues and disinvestment.

The projections for excise duty and service tax collections have been revised upward in the RE for FY2017 compared to the BE for this year 
(refer Table 2). Excise duty collections have been revised substantially, to Rs. 3.9 lakh crore in FY2017 RE from Rs. 3.2 lakh crore in FY2017 
BE, reflecting the buoyancy in excise collected on fuels during the year. Service tax collections have also been revised upwards to Rs. 2.5 
lakh crore in FY2017 RE from Rs. 2.3 lakh crore in FY2017 BE. In contrast, the estimate for customs duty inflows has been cut to Rs. 2.2 lakh 
crore in the RE for FY2017 from Rs. 2.3 lakh crore in FY2017 BE, which may be on account of the subdued gold imports. The FY2017 RE for 
direct tax collections have been retained in line with the print for FY2017 BE, indicating that the government has not factored in higher 
inflows from PMGKY.

Overall, the gross tax revenues of the GoI have been revised upward by Rs. 0.7 lakh crore in the RE for FY2017 relative to the BE for the year, 
out of which the states’ share in Union taxes has been revised up by Rs. 0.4 lakh crore, leaving an increase of Rs. 0.3 lakh crore in the 
Centre’s net tax revenues. 

The FY2017 RE pegs the growth of the gross tax revenues of the GoI at a healthy 17.0%, mildly lower than the 18.3% growth recorded in the 
first nine months of this fiscal; a waning of the favourable base effect may dampen excise growth in Q4 FY2017, whereas PMGKY inflows 
may boost the growth of direct taxes. Notably, 66.9% of the RE for FY2017 for gross tax revenues had been collected in April-December 
2016 (based on the provisional data released by the CGA; refer Chart 2 and Table 3), marginally higher than the level in FY2016 (66.2%).

Revenue Receipts 
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Table 1: GoI’s Fiscal Balances 

Source: GoI Budget Documents; CGA, Ministry of Finance, GoI; ICRA Research  

Chart 1: GoI’s Revenue and Fiscal Deficit as a Percentage of GDP
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Non-tax revenues have been revised upwards by Rs. 0.1 lakh crore, to Rs. 3.3 lakh crore in FY2017 RE from Rs. 3.2 lakh crore in FY2017 BE, 
benefitting from larger dividends from PSEs and other investments (to Rs. 1.5 lakh crore from Rs. 1.2 lakh crore following the change in 
dividend policy for PSEs). In contrast, the estimated receipts from other communication services have been revised to Rs. 0.8 lakh crore in 
FY2017 RE from Rs. 1.0 lakh crore in FY2017 BE, on account of the spectrum auctions; ICRA forecasts that the inflows from this source may 
be 5-10% lower than the GoI’s estimates. Notably, non-tax revenues of the GoI during April-December FY2017 stood at 54.5% of the RE for 
FY2017, significantly lower than the level in the corresponding period of the previous fiscal (72.3%). 

The estimate for disinvestment proceeds has been reduced to Rs. 45,500 crore in the RE for FY2017 from Rs. 56,500 crore in FY2017 BE. 
The GoI has raised around ~Rs. 31,000 crore through disinvestment of its stake in PSUs in the first 10 months of FY2017, casting some 
doubts on whether the revised target would be met. 

Revenue expenditure has been revised upwards by a mild Rs. 3,523 crore in FY2017 RE compared to the budgeted level, led by defence and 
offset by lower interest payments and other items (refer Table 5). The RE for FY2017 indicate a growth of 12.8% in revenue expenditure 
relative to FY2016, lower than the YoY growth of 14.5% in the first nine months of the fiscal. Revenue spending in April-December 2016 was 
equivalent to 74.5% of the RE for FY2017, modestly higher than the level in the corresponding period of the previous fiscal (73.2%).

The allocation for food subsidy (refer Table 4) has been revised up to Rs. 1.4 lakh crore in the RE for FY2017 from Rs. 1.3 lakh crore in 
FY2017 BE. 93.7% of the RE for FY2017 had already been released by December 2016. The allocation for fuel subsidy has been reduced to 
Rs. 27,531.7 crore in FY2017 RE from Rs. 29,000.0 crore in FY2017 BE; 74.7% of the RE for FY2017 has been released in April-December 
FY2017. At present, ICRA does not expect the fuel subsidy needed for all four quarters of FY2017 (in addition to the carry forward for Q4 
FY2016) to exceed the budgeted amount. The allocation for fertiliser subsidy has been kept unchanged at Rs. 70,000.0 crore in FY2017 RE, 
in line with the allocation of in FY2017 BE and the FY2016 actuals; 87.9% of this allocation had been released in the first nine months of this 
fiscal. 

Total grants to State Governments have been revised upward by Rs. 0.2 lakh crore in the RE for FY2017 relative to the budgeted level, partly 
reflecting the trend for transfers for Centrally Sponsored Schemes and grants for capital assets. 

Capital expenditure has been revised upwards by Rs. 0.3 lakh crore to 2.8 lakh crore in FY2017 RE, compared to the budgeted level, primarily 
led by higher allocations towards roads and bridges and energy. However, the total capital expenditure incurred during April-December 
FY2017 stood at 64.6% of the RE FY2017, significantly lower than the level in the corresponding period of the previous fiscal (74.3%). While 
the RE for FY2017 indicate a growth of 10.6% in capital expenditure relative to FY2016, spending had contracted by 3.8% on a YoY basis in 
the first nine months of the fiscal, casting some doubt on whether capex can be ramped up adequately in the last quarter of this fiscal, to 
avoid a shortfall relative to the RE. ICRA estimates that capital expenditure would need to  grow by more than 50% during Q4 FY2017 on a 
YoY basis, to achieve the RE for such spending, which seems somewhat challenging. 

Fiscal situation as per FY2018 BE: The following sections briefly discuss the revenue and expenditure trends forecast by the GoI in the 
Union Budget for FY2018. The Budget for FY2018 has amalgamated the Railway Budget with the General Budget and removed the 
distinction between Plan and non-Plan classification of expenditure. Both these measures are expected to improve the allocation of 
budgetary resources.

Source: GoI Budget Documents; CGA; ICRA Research 

Chart 2: Trends in Tax Collections (Net of Refunds, Gross of
States’ share in Central Taxes, Rs.  Lakh Crore) 
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Table 2: Trends in Tax Revenue Receipts in FY2017 RE and
FY2018 BE
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Revenue receipts: The GoI’s revenue receipts are estimated to rise by a modest 6.5% in FY2018 BE compared to FY2017 RE, with a 
moderate growth in net tax revenue (12.7%) and a 13.7% contraction in non-tax revenues.

The growth of gross tax revenues is projected to decline to 12.2% in FY2018 BE from 17.0% in FY2017 RE, led by excise duty (5.0% vs. 34.5%) 
and service tax (11.1% vs. 17.1%). In contrast, the growth of customs duty, personal income tax and corporate tax is estimated to rise to 
12.9%, 24.9% and 9.1%, respectively, in FY2018 BE from 3.2%, 22.8% and 9.0%, respectively in FY2017 RE. 

The GoI has forecast growth in excise duty collections to drop sharply to 5.0% in FY2018 BE from 34.5% in FY2017 RE, with the benefit from 
higher excise on fuels likely to wane and limited tinkering with the excise duty structure ahead of its amalgamation within the GST. The GoI 
has also forecast the growth of service tax collections to ease to 11.1% in FY2018 BE from 17.1% in FY2017 RE; the latter had benefitted 
from the imposition of the Krishi Kalyan cess @0.5% from June 1, 2016 onwards. The Fiscal Policy Strategy Statement has clarified that the 
revenue forecast for FY2018 does not build in the transition to GST. However, the pace of growth of customs duty collections is forecast to 
improve to 12.9% in FY2018 BE from 3.2% in FY2017 RE, despite no major changes in levy.

Moreover, the growth of personal income tax collections is estimated to rise to 24.9% in FY2018 BE from 22.8% in FY2017 RE, benefitting 
from measures such as the levy of surcharge of 10% on personal income tax on those with annual taxable income between Rs. 50.0 lakh 
and Rs. 1.0 crore, which is estimated to increase revenues by ~Rs. 2,700 crore. The existing surcharge of 15% on personal income tax of 
those with taxable income in excess of Rs. 1.0 crore has been maintained. Other revenue augmentation measures include widening of the 
tax base to all resident individuals for additional 10% tax rate on dividend income in excess of Rs. 10.0 lakh per year. Tax is also to be 
deducted at source at the rate of 5% on rent payments (by individuals and HUF’s) in excess of Rs. 50,000.0 per month. However, the Budget 
has cut the personal income tax rate to 5% from 10% in the lowest tax slab, which would lead to a substantial revenue loss of ~Rs. 15,500 
crore. Overall, the growth of personal income tax collections forecast in the BE for FY2018 appears to be somewhat optimistic.

The growth of corporate tax collections is estimated to rise mildly to 9.1% in FY2018 BE from 9.0% in FY2017 RE. The Budget has reduced 
the corporate tax rate for firms with a turnover below Rs. 50.0 crore to 25% from 30%, to improve their competitiveness and level the playing 
field with bigger firms. This is estimated to result in a revenue loss of ~Rs. 7,200 crore. Moreover, the slab for calculating presumptive 
income of SMEs with an annual turnover of up to Rs. 2.0 crore has been reduced to 6% of turnover in non-cash transactions, which is a 
welcome step and is likely to provide a fillip to digital transactions.  

In ICRA’s view, the forecasts for nominal GDP growth (11.8%) and gross tax revenue growth (12.2%) may be slightly optimistic, particularly 
if the introduction of GST brings with it the complications that the Economic Survey warned of.

The BE for FY2018 has forecast a fall of 13.7% in non-tax revenues to Rs. 2.9 lakh crore from Rs. 3.3 lakh crore in FY2017 RE. Revenues 
from communication services are estimated to decline from Rs. 78,715.0 crore in FY2017 RE to Rs. 44,342.2 crore in FY2018 BE, which 
appears realistic. Similarly, receipts from dividends and profits of PSEs are estimated to decline by 7.0% in FY2018 BE to Rs. 1.4 lakh crore 
from Rs. 1.5 lakh crore in FY2017 RE. 

The BE for FY2018 for non-loan capital receipts at Rs. 72,500.0 crore, is almost 50% higher than the Rs. 45,500.0 crore included in the RE 
for FY2017. The former includes Rs. 46,500.0 crore as receipts from disinvestment of GoI’s stake in PSUs, Rs. 15,000.0 crore from strategic 
divestment and Rs. 11,000.0 crore from listing of life insurance companies. The manner in which the latter is executed remains to be seen. 
The extent of funds raised through disinvestment would depend on market appetite as well as how swiftly the stake sale programme is 
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Table 3: Trends in Tax Revenue Receipts in 9M FY2017
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started. Given the continued financial market uncertainty ahead of an accelerated pace of tightening by the US Federal Reserve in 2017, FII 
interest in the Indian equity markets may be limited to US$5-10 billion in the coming fiscal. The experience of FY2016 and FY2017 has 
demonstrated that disinvestment inflows of Rs. 20,000-30,000 crore are realistic, even in years when FIIs are not particularly enthusiastic 
about investing in Indian equity. The disinvestment and strategic divestment target of Rs. 72,500.0 crore for FY2018, which is equivalent to 
0.4% of GDP, appears somewhat optimistic at this juncture. The ability to meet this target would be critical to achieve the government’s 
fiscal consolidation plan.

Revenue expenditure: Revenue expenditure is budgeted to increase by 5.9% in FY2018 BE to Rs. 18.4 lakh crore. The allocation for interest 
payments has been increased by 8.3% to Rs. 5.2 lakh crore in FY2018 BE from Rs. 4.8 lakh crore in FY2017 RE. The grants for creation of 
capital assets have been enhanced by 13.9% to Rs. 2.0 lakh crore in FY2018 BE from Rs. 1.7 lakh crore in FY2017 RE. The increase in the 
allocation for these two items accounts for ~62% of the absolute rise in revenue spending in FY2018 BE relative to FY2017 RE.

The allocation for NREGA, which has been enhanced from Rs. 38,500.0 crore in FY2017 BE to Rs. 47,499 crore in FY2017 RE, is budgeted 
at Rs. 48,000.0 crore in FY2018 BE.

The allocation for major subsidies has been increased to Rs. 2.4 lakh crore in the BE for FY2018 from Rs. 2.3 lakh crore in the RE for FY2017, 
led by an increase in the food subsidy (to Rs. 1.5 lakh crore from Rs. 1.4 lakh crore). The latter is along the expected lines, given the universal 
implementation of the National Food Security Act 2013, which would expand the coverage of food subsidy coverage to around 80 crore 
beneficiaries. The allocation for fertiliser subsidy has been maintained at Rs. 70,000.0 crore in FY2018 BE. However, ICRA believes that there 
could be a shortfall of around Rs. 32,000 crore, which is primarily the carried forward amount from FY2017. The subsidy on petroleum 
products is estimated to decline to Rs. 25,000.0 crore in FY2018 from Rs. 27,531.7 crore in FY2017 RE. Despite rising oil prices, the fuel 
subsidy estimate made in the BE for FY2018 appears to be adequate up to crude oil prices of US$58-60 per barrel. 

Capital expenditure: Capital expenditure is budgeted to rise by 10.7% to Rs. 3.1 lakh crore in FY2018 BE. The budgetary outlays for capital 
spending for the Ministry of Road Transport and Highways and the Ministry of Railways have been augmented by 31.8% and 19.2%, 
respectively, in FY2018 BE relative to FY2017 RE. Moreover, the allocation for Rural Development has been augmented by 11.8% to Rs. 1.3 
lakh crore, while that for Urban Development has been enhanced by 7.4% to Rs. 40,618 crore. Additionally, the allocation for Defence has 
been increased by 5.8% to Rs. 2.6 lakh crore in the BE for FY2018 from Rs. 2.5 lakh crore in FY2017 RE.

The decline in the allocation for bank recapitalisation to Rs. 10,000 crore in FY2018 BE from Rs. 25,000 core in FY2017 RE is a notable 
disappointment, given the stress in the balance sheets of PSU banks, even though this step-down is in line with the Indradhanush 
announcement. ICRA estimates that PSBs require approximately Rs. 45,000-50,000 crore of total Tier 1 capital in FY2018. Had the 
government actually provided that amount, the fiscal deficit would have been as high as 3.5% of the GDP.
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Table 5: Trends in Revenue and Capital Expenditure
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The higher 10.7% growth of capital expenditure compared to the 5.9% rise in revenue expenditure in FY2018 BE relative to FY2017 RE, would 
mildly improve the quality of spending.

Fiscal balances: The GoI has indicated that it would restrict its fiscal deficit to 3.2% of GDP in FY2018 (refer Table 6), slightly higher than the 
3.0% target indicated in the MTFP statement published along with FY2017 budget. As a percentage of GDP, the revenue deficit, effective 
revenue deficit and fiscal deficit are all budgeted to improve in FY2018 BE relative to FY2017 RE. At an absolute level, the revenue deficit and 
the fiscal deficit are estimated to widen, while the effective revenue deficit is estimated to narrow in FY2018 BE as compared to the RE for 
FY2017 (refer Table 7). Notably, the quality of the fiscal deficit is expected to remain stable, with the revenue deficit accounting for around 
58.8% of the total fiscal deficit in FY2018 BE compared to 58.2% in FY2017 RE. 

The rolling targets indicated by the GoI in the Union Budget for FY2018, aim to curtail the fiscal deficit to 3.0% of GDP each in FY2019 and 
FY2020. Outstanding liabilities are projected to decline to 42.8% of GDP in FY2019 and further to 40.9% of GDP in FY2020, an improvement 
from 46.7% in FY2017 RE and 44.7% in FY2018 BE.

Borrowings: The GoI has indicated gross borrowings of Rs. 5.8 lakh crore in FY2018 (refer Table 8), which is nearly in line with the level in 
FY2017. The net long term borrowings are estimated to rise mildly to Rs. 4.2 lakh crore in FY2018 from Rs. 4.1 lakh crore in FY2017. 

In continuation with the strategy of easing the near-term redemption pressure, pursued by the GoI in recent years, buyback and switching 
of shorter tenor securities with longer tenor securities have been proposed in the FY2018 Budget as well. The GoI has indicated that it would 
buy back securities amounting to Rs. 0.8 lakh crore in FY2018. Additionally, securities worth Rs. 0.3 lakh crore are proposed to be switched 
in FY2018, slightly lower than Rs. 0.4 lakh crore in FY2017.  

Notably, the gross dated borrowing figure of Rs. 5.8 lakh crore for FY2018 is lower than expected. This is partly on account of the higher net 
inflow in small saving schemes forecast by the government, reflecting the more attractive interest rates offered by such schemes relative 
to bank deposit rates. Moreover, most state governments (except Madhya Pradesh, Kerala, Arunachal Pradesh and Delhi) have been 
excluded from investing in securities issued by the National Small Savings Fund from FY2017 onwards, in line with the recommendations 
of the Fourteenth Finance Commission, resulting in a rise in the funds available from this source to the Union Government to finance its 
deficit. 

However, if funds raised through small savings fall short of the government’s estimate, higher market borrowings in the later part of the year 
may create an upward pressure on bond yields. 
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Table 7: Fiscal Balances for GoI
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1.3

0.7%

5.5

3.2%

44.7%

1.6%

0.4%

3.0%

42.8%

1.4%

0.2%

3.0%

40.9%

3.1

2.1%

1.4

0.9%

5.3

3.5%

46.7%

Performance/
Targets in

Budget FY 2018

Performance/
Targets in

Budget  FY 2017

Targets set
by FFC 

FY2017

FY2018

FY2019

FY2020

3.5%

3.2%

3.0%

3.0%

3.0%

3.0%

3.0%

3.0%

3.5%

3.0%

3.0%

NA

Table 6: Fiscal Deficit Targets for GoI 

Source: GoI; FFC Report; ICRA Research
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Impact:  Positive

A reasonably good Rabi output, followed by a healthy South West Monsoon and resultant good Kharif crop, brought in recovery in 
farm sentiments in the current fiscal. To some extent, this was dented by the demonetisation initiative of the Government, which 
adversely impacted the liquidity position. However, the current Union Budget, with increased allocation of Rs. 1,87,223 crore for 
rural, agricultural and allied sectors along with the reinforcement of the Government’s commitment to double farm income over the 
next five years, bodes well for the farm community. A higher credit target enhances the access to funds for the farm community. 
Additionally, increased allocations for irrigation programmes would have an impact over the long-term with the creation of such 
infrastructure, reducing dependence on monsoons. Moreover, enhanced focus on crop insurance in the current budget as well as 
directional increase in the next fiscal augurs well for the sector as this would hedge farmers’ cash flows against various natural 
calamities that can affect their crops.

ICRA Sectoral Analysis 

Proposals

Increase in institutional farm credit target by 11% to Rs. 10 lakh crore; allocation of Rs 1,900 crore to Primary Agriculture Credit 
Societies for development of core banking platform to facilitate seamless flow of credit.

Total allocation for rural, agri and allied sectors enhanced by 24% to Rs 1.87 lakh crore; allocation under MNREGA increased to Rs. 
48,000 crore from Rs. 38,500 crore.

Increased allocation for dedicated irrigation fund under NABARD to Rs. 40,000 crore from Rs. 20,000 crore; additional Rs. 5,000 crore 
for setting up dedicated micro irrigation fund and Rs. 8,000 crore for setting up a dairy development fund.

Increase in allocation for Pradhan Mantri Fasal Bimal Yojana to Rs. 9,000 crore from Rs. 5,500 crore; coverage under the programme 
to be increased to 40% (2017-18) and 50% (2018-19) of cropped area.

Continued focus on rural infrastructure development; allocation of Rs. 19,000 crore for Pradhan Mantri Gram Sadak Yojana and Rs. 
23,000 crore to Pradhan Mantri Awas Yojana.

Assistance to rural entrepreneurs to set up soil testing labs in Krishi Vigyan Kendras

Expansion of National Agriculture Market (e-NAM platform) to 585 from 250 markets

AGRICULTURE
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Impact:  Neutral

The Government’s increased budgetary outlay for the rural and agrarian segment would lead to higher disposable incomes and 
demand in the sector, especially for 2W, PVs and tractors, which together account for 70% of domestic OE demand. The 5% 
reduction in income tax (Rs. 12,500) is another positive factor for the 2W and small-ticket PV segments. Considering the prevalence 
of MSMEs in the auto component value chain, (Tier-II and III suppliers), the reduction in corporate tax rates (for companies with 
turnover of less than Rs. 50 crore) is positive. On the custom duty front, there is a marginal reduction on Alumax, which is used in 
the ceramic substrate of catalytic converters. 

ICRA Sectoral Analysis 

Proposals

Increased outlay for Pradhan Mantri Gramin Sadak Yogna (PMGSY) and rural sector positive for segments such as two-wheelers 
(2W), tractors and passenger vehicle (PV) industry. 

Reduction in personal income tax up to Rs. 12,500 positive for 2W and small-ticket PV segments

Reduction in income tax rate to 25% from 30% for MSME with annual turnover below Rs. 50 crore 

Basic custom duty on Alumax (used in ceramic substrate of catalytic converter) reduced to 5% from 7.5% earlier 

Proposals

Allocation for infrastructure increased to Rs. 3.96 lakh crore  in FY2018

Allocation for road sector (including rural roads) increased to Rs. 91,000 crore from Rs. 76,000 crore 

Development of 2,000 km of coastal roads to improve connectivity to ports

Focus on multi-modal logistics and integration with railways 

The Commercial Vehicle (CV) sector will benefit from the Government’s plans to significantly increase allocation towards 
infrastructure sector, especially development of roads and highways including those in rural areas. These investments will not only 
support sales of vehicles used for providing last mile connectivity but will also be positive for tipper sales that constitute 
approximately 25% of M&HCV Truck sales in India and has registered healthy growth (~35-40%) in the current fiscal. Also, the 
proposed budgetary discipline should keep interest rates low, benefitting both the commercial vehicle industry.

However, in the absence of any clarity on implementation of vehicle fleet modernisation program (for older vehicles) and greater 
incentives to promote usage of electric/hybrid vehicles, the announcements made in Budget 2017-18 is overall be neutral for the 
sector. 

Impact:  Neutral

COMMERCIAL VEHICLES

AUTO

AUTO COMPONENTS
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Impact:  Neutral

Government has increased outlay for rural sector, with special thrust for doubling the rural income over next five years and 
improving road connectivity under PMGSY.  These initiatives are positives for the passenger vehicle industry, especially entry level 
cars and utility vehicle segment. The proposal to reduce the existing rate of tax for individual with income between Rs 2.5 and 5.0 
lakh to 5% will result in incremental cash inflow of ~Rs 12,500 for tax payer, which should support consumption in mid-income 
group, enabling entry level vehicle purchase. In order to curb black money and tax evasion, government has restricted cash 
transaction in excess of Rs 3 lakh, slightly impacting the luxury car segment. Nevertheless, with significant financing penetration in 
the domestic passenger vehicle sales, the restriction on cash purchase should not have any material impact on the overall 
passenger vehicle growth volume. Also, the proposed budgetary discipline should keep interest rates low, benefitting both the 
passenger vehicle industry.

However, in absence of any direct benefits such as scrappage scheme for older vehicles or greater incentives to promote usage of 
electric/hybrid vehicles, the announcements made in Budget 2017-18 would overall be neutral for the sector.

ICRA Sectoral Analysis 

Proposals

Increased outlay for Pradhan Mantri Gramin Sadak Yogna (PMGSY) and rural sector is a positive for segments like entry level cars 
and utility vehicles 

Personal income tax cut for Rs. 2.5-5 lakh category

Proposals

Institutional farm credit target increased by 11% to Rs. 10 lakh crore; allocation of Rs 1,900 crore to Primary Agriculture Credit 
Societies for development of core banking platform to facilitate seamless flow of credit

Total allocation for rural, agri and allied sectors enhanced by 24% to Rs 1.87 lakh crore; allocation under MNREGA increased to Rs 
48,000 crore from Rs 38,500 crore

Allocation for dedicated irrigation fund under NABARD increased to Rs 40,000 crore from Rs 20,000 crore; additional Rs 5,000 crore 
for setting up a dedicated micro irrigation fund and Rs 8,000 crore for setting up a dairy development fund

Increase in allocation for Pradhan Mantri Fasal Bimal Yojana to Rs 9,000 crore from Rs 5,500 crore; coverage under the programme 
to be increased to 40 percent (2017-18) and 50 percent (2018-19) of cropped area

Continued focus on rural infrastructure development; allocation of Rs 19,000 crore for Pradhan Mantri Gram Sadak Yojana and Rs 
23,000 crore to Pradhan Mantri Awas Yojana

Assistance to rural entrepreneurs to set up soil testing labs in Krishi Vigyan Kendras

Expansion of National Agriculture market (e-NAM platform) from 250 to 585 markets

TRACTORS

PASSENGER VEHICLES
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Impact:  Positive

The government’s continued thrust on rural development and farmer welfare in the budget remains a positive for increasing farm 
mechanisation levels in the country. The government remains committed towards improving farm credit availability through increased 
institutional agri credit targets; additionally, enhanced allocation to schemes aimed at enhancing irrigation penetration and increasing the 
coverage of crop insurance schemes would help reduce the dependence of agricultural sector on monsoon and reduce volatility in farm 
incomes. The expanded coverage of National Agriculture Market, an online platform to sell agricultural 

ICRA Sectoral Analysis 

Proposals

Increase in allocations towards development of rural, agricultural and allied sectors by 24% to Rs. 1.87 lakh crore

Agriculture credit target set at Rs. 10 lakh crore

Long-term irrigation funds and dedicated micro-irrigation funds allocated Rs. 40,000 crore and Rs. 5,000 crore, respectively 

Increased coverage of crop insurance under the Pradhan Mantri Fasal Bima Yojana, provided Rs. 9,000 crores for FY 2018

Allocation under MNREGA scheme increased to Rs. 48,000 crore from Rs. 38,500 crore

Total expenditure towards Pradhan Mantri Gram Sadak Yojana pegged at Rs. 27,000 crore (including state allocations)

Personal income tax cut for Rs. 2.5-5 lakh category

TWO-WHEELERS

Impact:  Positive

The focus of the government on rural development and farmer welfare would be a positive for the two-wheeler sector as motorcycle 
segment has a sizeable rural customer base. The increase in pace of rural road construction (from 73 km per day in 2011-14 to 133 km per 
day) would be a further demand-side positive for two-wheelers, especially gearless scooters, in the rural areas. In addition to budgetary 
allocations for the agricultural and rural sectors, the proposal to reduce existing tax rate for individuals with income between Rs 2.5 and 5.0 
lakh to 5% will result in incremental cash inflow of ~Rs 12,500 for tax payer, which should support the consumption story, especially for the 
mid-income group, augmenting demand for two wheelers. Although the ban on cash transactions above Rs. 3.0 lakh would increase the 
financing requirement for the higher-ticket premium bikes, these segments account for only a marginal share of domestic two-wheeler 
sales volume. 

Proposals

AVIATION

Exemption of service tax on viability gap funding (VGF) payable to the airline operator under the regional connectivity scheme (RCS), 
for a period of one year.

Focus on upgradation of airports in Tier-II cities through public-private-partnership (PPP) route as well as resources raised through 
effective monetisation of land assets.

Impact:  Neutral

Exemption of service tax on VGF would reduce the outflow of the State Governments, thereby encouraging their participation in the RCS. 
Focus on upgradation of airports in Tier-II cities will help improve connectivity. The proposal to withdraw service charge on railway 
e-tickets will make the railways more price competitive, although the impact on air passenger traffic may not be significant. 
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Impact: Negative

Proposed capital infusion of Rs 10,000 crore in PSBs during FY 2018 is significantly lower than ICRA’s estimated capital 
requirement of Rs 50,000 crore. While PSBs may be able to raise some portion of the required capital from the markets, given their 
weak profitability and low valuation multiples, they are unlikely to raise the residual Rs. 40,000 crore entirely from the markets. With 
LIC offering a higher interest rate on deposits to senior citizens, banks may not able to significantly lower their deposit rates from 
current levels, however the proposed Bill to curtail dubious schemes for mobilising deposit from small investors will enable more 
deposit inflows to the banking system
The proposal to increase the allowable provisions for NPAs for calculating tax liability will support net profitability of banks to an 
extent. Further, according the ‘infrastructure’ status to the affordable housing sector is likely to result in an increase in supply of 
affordable houses, and hence demand for housing credit. 
The proposal to increase the area covered under crop insurance to 50% by FY2019 is likely to positively impact the asset quality in 
the agriculture sector, as the adverse impact of crop failures on the debt servicing ability of farmers will be lower

ICRA Sectoral Analysis 

Proposals

Allocation of Rs. 10,000 crore for recapitalisation of public sector banks (PSBs); additional allocation to be made, if required

Introduction of a Bill on depositor protection, to curtail illicit deposit schemes

Life Insurance Corporation of India to implement a pension scheme for senior citizens with a guaranteed return of 8% over a 10 year 
tenure

Allowable provision for non-performing assets (NPAs) increased to 8.5% from 7.5% , for calculating income tax liability of banks

Interest taxable on actual receipt and not on accrual basis for NPA accounts of co-operative banks

Affordable housing sector to be given infrastructure status

Coverage under crop insurance to increase from 30% of crop area currently to 50% by FY2019

BFSI

BANKS
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ICRA Sectoral Analysis 

The Foreign Investment Promotion Board (FIPB)

Proposal to amend the Negotiable Instrument Act, to reduce instances of cheque bounces and to support recovery of dues

Exemption of excise and special additional duties on minaturised Point of Sale (m-POS) card readers  and other authentication 
devices

Impact:  Positive

Microfinance institutions (MFIs) and NBFCs will benefit from the higher funds flow, with the availability of refinance from SIDBI. The 
cashflows of MSMEs likely to improve on account of better availability of funds to MFIs and NBFCs, and also with the reduction in 
their tax outflows. Incentives for the rural economy likely to increase demand for tractor, microfinance and two-wheeler loans while 
the abolition of FIPB likely to improve operational ease of raising foreign capital. 

The listing of SRs is likely to improve transparency in the ARC sector, and create more liquidity in the secondary market for trading 
in SRs. With improved liquidity and better exit options, there is likely to be greater investor interest (foreign investors and distress 
funds) in these instruments. 

Higher volume of digital transactions likely to result in lower operating expenses and better internal controls for lenders

Proposals

SIDBI to be encouraged to refinance credit institutions that provide unsecured loansto borrowers based on their transaction history, 
at reasonable interest rates

Income tax rate for the micro, small and medium enterprises (MSME) sector to be lowered

Listing and trading of security receipts (SRs)to be permitted on the stock exchanges

NON-BANKING FINANCE COMPANIES (NBFCS)
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Impact:  Positive

Thrust on increased spending towards Railways infrastructure and rural electrification is a positive factor for original equipment 
manufacturers (OEMs) as well as engineering, procurement, construction (EPC) contractors who operate in relevant segments. 
Focus on use of solar energy—both under the 1GW plan at railway stations as well as the proposed phase II of 20 GW for solar 
generation capacity through the solar park mode—is beneficial for domestic OEMs for supply of Balance of Plant (BoP) equipment 
in solar energy projects. This will also benefit EPC contractors and system integrators in the solar industry. However, the timely 
award of solar projects by the nodal agency at both the central and the state government levels as well as the timely implementation 
of solar park projects, will remain critical for realisation of the demand potential for capital goods manufacturers.

ICRA Sectoral Analysis 

CAPITAL GOODS

Proposals

Increase in budgetary allocation for rural electrification and infrastructure, especially railways

Allocation of Rs. 4,800 crore proposed for rural electrification under Deendayal Upadhayay Gram Jyoti Yojana (DUGJY)

Powering up of 2,000 railway stations by 1,000 MW solar power projects in FY2018; 7,000 railway stations to be powered with solar 
power projects in medium term

Plan to develop Phase II of 20 GW capacity under solar park development mode

Proposals

Higher rural credit, with target for agricultural credit set at Rs. 10 lakh crores for FY 2018. Increased allocation for rural,  agriculture 
and allied sector, stands at Rs. 187000 crores for FY 2018.

Higher infrastructure investment in FY18.

Allocation for national highways stepped up 10% from around Rs. 58,000 crores in FY 2016 to Rs 64,000 crore in FY 2017

Increased allocation under PM Awaas Yojana – Gramin from Rs 15000 crores to Rs. 23000 crores- targeted completion of 
1,00,00,000 houses by 2019 for the homeless and those living in kuchha homes.

Relaxation of area norms, fiscal incentives and infra status for affordable housing projects

Higher rural credit and increased allocation for rural, agricultural and allied sector is likely to boost rural demand, including demand 
for rural housing. This in turn will have a positive impact on cement demand as rural housing demand is a significant contributor to 
the overall cement demand mix. This apart fiscal incentives and other support measures for housing including rural housing and 
affordable housing will also support cement demand. Higher allocation for national highways and railways capex will also boost 
cement demand.

Impact:  Positive

CEMENT



Impact:  Marginally Positive

The reduction in the basic customs duty on LNG would lower the input cost for petrochemical manufacturers such as GAIL and RIL, which 
are dependent on imported LNG for feedstock and fuel requirements, thereby improving their competitiveness. The cut in the basic customs 
duty on medium-quality terephthalic acid and qualified terephthalic acid would reduce the input cost and increase the competitiveness of 
polyester manufacturers such as Indorama Synthetics, IVL Dhunseri Petrochem and JBF Industries. The removal of the basic customs duty 
on orthoxylene would reduce the import parity price and the input cost for phthalic anyhride manufacturers such as IG Petrochemicals, and 
Thirumalai Chemicals, thereby improving their profitability. The reduction in the basic customs duty on 2-ethyl anthraquinone, used to 
manufacture hydrogen peroxide, would bring down the raw material cost for manufacturers such as Asian Peroxides Limited, National 
Peroxides Limited and Gujarat Alkalies and Chemicals Limited. The reduction in the basic customs duty on vinyl polyethylene glycol, used 
to manufacture poly carboxylate ether, would reduce the input cost for manufacturers such as the Kothari Group and Sakshi Chem Sciences 
Pvt Ltd.

ICRA Sectoral Analysis 

CHEMICALS & PETROCHEMICALS

Proposals

Basic customs duty on LNG reduced to 2.5% from 5%

Basic customs duty on medium quality terephthalic acid and qualified terephthalic acid cut to 5% from 7.5%

Removal of 2.5% basic customs duty on o-xylene

Basic customs duty on 2-ethyl anthraquinone, used in manufacturing hydrogen peroxide, lowered to 2.5% from 7.5%

Basic customs duty on vinyl polyethylene glycol, used in manufacturing poly carboxylate ether, reduced to 7.5% from 10.0%

Impact:  Neutral

The fertiliser sector was allocated a subsidy of Rs. 70,000 crore for FY2018 (BE), similar to that of FY2017 (RE). However, ICRA believes that 
there could be a shortfall of around Rs. 32,000 crore, which is primarily the carried forward amount from FY2017. The industry players have 
repeatedly been complaining about the under-provision of subsidy and significant delay in the payment of the same, especially in the 
second half of fiscal years. In view of the under budgeting of subsidy, liquidity profile of the industry would continue to remain weak with 
rise in short-term borrowings in the second half of the year and higher interest costs on the same. As a silver lining, subsidy for the P&K 
segment has been marginally hiked (~6%). This is a positive factor for the P&K manufacturers and traders, which have been facing steady 
decline in per-unit subsidy on N, P and K in the recent past, thereby suffering inventory losses, further compounded by insufficient monsoon 
rainfall. Several other measures announced by the Government to revive the agricultural economy such as higher agricultural credit, higher 
allocation for irrigation projects, crop insurance scheme and MGNREGA scheme, besides expansion in coverage of eNAM, would help 
fertiliser companies in the medium term through higher demand. As regards lowering of import duty on R-LNG, it will lead to lower pooled 
gas prices and hence reduction in the subsidy requirement by ~Rs. 250-300 crore

FERTILISERS

Proposals

Budgetary subsidy provision: Rs. 70,000 crore for FY2018 (BE), similar to FY2017 (RE) level

Urea: Rs. 49,768 crore (BE) against Rs. 51,000 crore (RE)

Decontrolled fertilisers: Rs. 20,232 crore (BE) against Rs.19,000 crore (RE)

Reduction in custom duty on LNG to 2.5% from 5%
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Impact:  Positive

Increased outlay for farm and rural sector will boost consumption demand, especially in the rural segment, which was facing 
pressure after two consecutive years of deficient monsoon. Additional focus on Dairy Processing and Infrastructure Development 
Fund under NABARD will also alleviate the funding constrain for dairy sector and provide indirect support to rural income. Proposal 
to reduce existing rate of tax for individual with income between Rs 2.5 and 5.0 lakh to 5% will result in incremental cash inflow of 
~Rs 12,500 for tax payer, which should support the consumption story, especially in the mid-income group. 

In order to discourage tobacco consumption, additional duties on filter and non-filter cigarettes have been raised by steep 
45%-48%. Excise duty on tobacco products including cigarettes and paper-rolled biris has been also raised, which will be eventually 
passed to the end consumer by the manufacturers.

ICRA Sectoral Analysis 

FMCG & CONSUMER DURABLES

Proposals

Increased outlay for farm and rural sector will boost consumption demand

Reduction in personal income tax upto Rs 12,500 would support consumption for middle income group

Dairy Processing and Infrastructure Development Fund to be setup in NABARD with corpus of Rs 20 billion, which will be increased to 
Rs 80 billion over the next three years

Additional duties on pan masala (non-tobacco) increased to 9% from 6%, whereas pan-masala containing tobacco will now attract 
additional duty of 12% as compared to 6% earlier

Additional duty on filter and non-filter cigarettes raised by 45%-48%.

Personal income tax cut for Rs. 2.5-5 lakh category  

Proposals

Action plan to eliminate Kala-Azar and filariasis by 2017, leprosy by 2018, measles by 2020 and tuberculosis 
by 2025.

Addition of 5,000 post graduate (PG) seats per annum to improve the availability of specialist doctors for secondary and tertiary levels 
of healthcare

Establishment of two new All India Institutes of Medical Sciences in Jharkhand and Gujarat

Amount of Rs. 6,000 each to be transferred directly, under the Maternity Benefit Scheme, to the bank accounts of pregnant women 
who undergo institutional delivery and vaccinate their children

Action plan prepared to reduce Infant Mortality Rate (IMR) to 28 by 2019 from 39 in 2014 and Maternal Mortality Ratio (MMR) to 100 
by 2018-2020 from 167 in 2011-13.

HEALTHCARE
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ICRA Sectoral Analysis 

Proposals

‘Incredible India 2.0’ campaign across the world to promote India’s tourism attractiveness

Development of five special tourism zones in partnership with respective states

Dedicated trains for tourism and pilgrimage

Continued thrust on improving transport infrastructure—airport upgradation in Tier II cities, railway station redevelopment, and focus 
on safety and cleanliness

Impact:  Positive

The Government of India’s proposal to add 5,000 post graduate seats per annum in medical institutes will improve the availability 
of talent in the country. High manpower costs and ability to acquire and retain skilled medical professionals is one of the key 
challenges that the sector faces. The plan to establish two new All India Institute of Medical Sciences (AIIMS) will help in narrowing 
the shortage of hospital beds in the country, albeit marginally. While the plan to add new hospitals and PG seats in medical 
institutes is a step in the right direction, the healthcare spend as a percentage of GDP stands at less than 4%, one of the lowest 
globally. Furthermore, public sector spending is less than 2% of GDP, which is also one of the lowest globally. ICRA expects that the 
aim to eliminate certain diseases and to reduce IMR and MMR in the country will primarily benefit smaller clinical establishments, 
as large hospitals primarily focus on higher value secondary or tertiary procedures.

HOTELS AND TOURISM

Impact:  Neutral

The ‘Incredible India 2.0’ promotional campaign and dedicated trains for tourism are expected to boost tourist volumes, foreign and 
domestic alike. The proposed development of five special tourism zones would help promote tourism hot-spots through enabling 
measures like quality accommodation, information systems, and other support services. Supportive government policies and basic 
infrastructure would attract private investments to these zones over the medium to long term. The continued emphasis on 
upgrading the railway and airport transport infrastructure is expected to augur well for the industry
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ICRA Sectoral Analysis 

Proposals

Allocation for the Pradhaan Mantri Awas Yojna (PMAY)  increased by 39% to Rs. 29,043 crore

Affordable housing sector to be given infrastructure status 

Carpet area instead of built up area to be considered under the scheme for profit-linked income tax exemption for promoters of 
affordable housing schemes; time for completion of projects extended to 5 years from 3 years

National Housing Bank (NHB) to extend refinance of Rs. 20,000 crore to banks and HFCs

Tax rate for the micro,small and medium enterprises (MSME) sectorto be lowered

Proposal to amend the Negotiable Instrument Act, to reduce instances of cheque bounces and to support recovery of dues

Exemption of excise and special additional duties on minaturised Point of Sale (m-POS) card readers  and other authentication 
devices 

HOUSING FINANCE COMPANIES (HFCS)

Impact: Positive

Demand for affordable housing finance likely to increase following the higher allocation for PMAY. The segment is likely to become 
more attractive for builders with the infrastructure status and the higher tax incentives. Fund flow to the affordable housing sector 
from the banking sector is also likely to increase. ICRA expects the affordable housing finance market to double in size from the Rs. 
960 billion as on March 31, 2016 over the next two years.  The availability of NHB refinance (of Rs. 20,000 crore in FY2018) is likely 
to result in lower housing finance rates to end borrowers, thus leading to improved affordability. The higher volume of digital 
transactions likely to result in lower operating expenses and better internal controls for lenders
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Impact:  Marginally Positive

Increasing focus on use of digital payments and web-based services for public services, such as pension distribution system for 
defence pensioners, augurs well for both domestic IT hardware and services industry. While removal of import duties on devices 
used in cashless transaction will boost IT hardware demand, if continued in the longer run, it can be detrimental to local 
manufacturing of IT Hardware. Furthermore, Indian IT service companies by virtue of exports through SEZs (Special Economic 
Zones) will benefit from the extension of MAT (Minimum Alternate Tax) carry forward period to 15 years from 10 years. 

ICRA Sectoral Analysis 

Proposals

New schemes to increase focus on digital payments; use of web-based services by Government of India for Public Services

Removal of import duties on devices used in cashless transaction such as PoS machines and finger print sensors

Duty exemption on parts/components used in local manufacturing of above devices

Carry forward of MAT (Minimum Alternate Tax) from the current 10 years to 15 years

Proposals

Total allocation towards infrastructure stood at Rs. 3,96,135 crore. Higher capital outlay for transportation sector at Rs. 2,41,387 
crore;  allocation for Roads and Bridges increased by 7.5% over the previous Budget to Rs. 91,000 crore and that for Railways 
increased by 8.3% over the previous Budget to Rs. 1,31,000 crore.

Continued thrust on Pradhan Mantri Gram Sadak Yojana (PMGSY) – allocation to the PMGSY remains at Rs. 27,000 crore – same as 
that of FY2017

Increase in laying of new railway lines by 25% to 3,500 km in FY2018; 25 stations to be awarded for redevelopment

Establishment of long-term irrigation fund with a corpus of Rs. 40,000 crore

Airports: Thrust on PPP in operations and maintenance of airports in tier-II cities; enabling provisions for effective land monetisation
Metro rail: Increase in Budgetary allocation by 14.6% to Rs. 18,000 crore;  Enactment of New Metro Rail Act with focus on innovative 
models of implementation and financing 

Affordable housing: 39% increase in Budgetary allocation to Rs. 29,043 crore; ease of funding with infrastructure status to affordable 
housing

Planned capital expenditure of Rs. 5,609 crore (compared to Rs. 4,154 crore in FY2017 Budget) by the Ministry of Shipping, which 
includes Gross Budgetary Support (GBS) of Rs. 807 crore. 

100% rural electrification to be achieved by May 2018

INFRASTRUCTURE

INFORMATION TECHNOLOGY
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Impact:  Positive

With an objective of reviving the investment cycle, the Budget has emphasised on rural roads and affordable housing segments. The 
allocation to affordable housing increased by 39% to Rs. 29,043 crore, which is expected to boost order books of medium-sized 
construction companies over the next two years. Further, with affordable housing given infrastructure status, the funding 
availability to the segment would improve manifold with access to External Commercial Borrowings, Employees’ Provident Fund 
Organisation and insurance funds. Railways and the road sectors together witnessed a marginal allocation increase of 7.9% at Rs. 
2,22,000 crore against more than 20% increase during last year. The progress towards 100% rural electrification target by May 2018, 
as announced in the Budget for the previous financial year, is on track, and this coupled with funding support under the Deen Dayal 
Upadhyay Gram Jyoti Yojana is likely to gradually improve energy demand.
For the private developers, operations and maintenance of airports in tier-II cities and redevelopment of 25 railways stations 
provide new opportunities. Further, enactment of new Metro Rail Act with focus on innovative models of implementation and 
financing could result in more private sector participation.  Thrust on improvement of port connectivity and logistics will reduce the 
transit time and overall costs for exporters/ importers. Ports would benefit by way of faster evacuation of cargo and increased trade 
volumes.

ICRA Sectoral Analysis 

Proposals

Solar power: 7000 railway stations are to be powered with solar power projects; second phase of solar park development with a 
cumulative capacity of 20,000 MW to be taken up

Carry forward of Minimum Alternate Tax up to a period of 15 years instead of 10 years at present

The Sagar Mala project is being implemented in various forms by the GoI to improve port infrastructure and connectivity, which in turn 
would contribute to economic growth. As a part of the plan, various port connectivity projects are being carried out by implementing 
schemes that will increase the road/rail network between centres of economic activity and the ports. The Government has also announced 
plans for the development of inland waterways to reduce transportation costs. While the total funding requirement for the implementation 
of the planned initiatives is expected to be significantly higher, the allocation of Rs. 650 crore in the Union Budget for the development of 
these projects should facilitate some progress on these initiatives and is a positive factor for the incumbents in the port sector. However, 
the allocation remains low compared to the overall requirements for these projects.
 
The announcement of a specific programme to implement the development of multi-modal logistics parks (MMLPs), together with 
multi-modal transport facilities will indirectly improve port connectivity. The step would benefit port logistics, as there is still a significant 
scope to improve the efficiency of the inward and outward logistics for ports. However, the extent of benefit to the port sector can be 
estimated only when the details of the programme are known.

Impact:  Neutral

INFRASTRUCTURE: PORT

Proposals

Identified 2000 km of coastal roads to improve coastal connectivity

Planned capital expenditure of Rs. 5,609 crore (compared to Rs. 4,154 crore in Union Budget 2016-17) by Ministry of Shipping, which 
includes gross budgetary support (GBS) of Rs. 807 crore. Of this Rs. 807 crore, provision of Rs. 303.0 crore for inland waterway 
projects and Rs. 350.0 crore for the Sagar Mala project

Announced a specific programme to implement the development of multi-modal logistics parks, together with multi-modal transport 
facilities, which will indirectly improve port connectivity and benefit port logistics
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Impact:  Neutral

Proposal to prohibit cash transactions in excess of Rs. 3.0 lakh is expected to affect high ticket jewellery sales, especially in the 
unorganised segment, which accounts for over 75% of the industry. This supplementary move (to the prevailing disclosure 
requirements for transactions exceeding Rs. 2 lakh) is expected to further push organised trade volumes. The thrust on rural 
development through measures such as increased budgetary allocation for the rural sector and reduction in personal income tax 
rates should result in higher disposable income, leading to better purchasing power. This augers well for the domestic jewellery 
industry. On the customs duty front, CVD on import of silver medallions, silver coins, semi-manufactured form of silver and silver 
articles has been levied at 12.5% (earlier nil).

ICRA Sectoral Analysis 

Proposals

Ban on cash transactions exceeding Rs. 3 lakh

Imposition of CVD of 12.5% on silver medallion, silver coins, semi-manufactured form of silver and silver articles

Reduction in personal income tax for the Rs. 2.5-5 lakh category, and thrust on rural development to boost disposable income. 

JEWELLERY RETAIL INDUSTRY

Proposals

Infrastructure status to affordable housing sector; 53% growth in allocation to Pradhan Mantri Awas Yojana 

10% growth in allocation for the infrastructure sector 

Solar park development for additional 20,000 MW capacity

Removal of import duty on nickel from 2.5% earlier

Reduction in import duty on hot-rolled coils used in the manufacturing of welded tubes and pipes to 10% from 12.5%

METALS: IRON AND STEEL   

Impact: Moderately positive 

The Government’s push on affordable housing, which has now been granted infrastructure status, is likely to lead to higher 
investments in this sector, which in turn is likely to support demand for long steel. The Government has also budgeted for a 53% 
higher allocation to the Pradhan Mantri Awas Yojana, which would also likely to benefit steel players. Infrastructure and 
construction, which are key end-use sectors consuming steel, have been proposed to receive a 10% higher outlay of Rs. 3.96 lakh 
crore in the coming year, which augurs well for domestic steel consumption. Moreover, the Government has plans to add 20 GW of 
fresh solar power capacity, which bodes well for structural steel players. Additionally, end-to-end solutions by the Railways could 
potentially benefit steel producers in the medium term, since steel industry is freight cost intensive. On the customs duty front, 
removal of import duty on nickel is a marginal positive for stainless steel players. The impact of a reduction in import duty on 
hot-rolled coils used in the manufacture of welded tubes and pipes would, however, depends on whether the provisional 
anti-dumping duty on such steel is allowed to expire in the current month. Overall, the steps announced in the Union Budget for 
FY2018 remain moderately positive for the steel sector.
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Impact:  Marginally Positive

A reduction in custom duty on LNG import to 2.5% from 5% would lead to a marginal fall in R-LNG prices, which would boost R-LNG 
demand prospects and benefit gas consumers in various sectors like petrochemicals, industrial, power etc apart from gas utilities. 
The move is in line with the Government’s efforts to increase gas consumption in total energy mix and improve RLNG’s 
competitiveness against other liquid fuels. Further, for the gas sector, an allocation of Rs. 12 billion for FY2018 (BE) for GAIL’s 
Phulpur-Dhamra-Haldia pipeline project provides clarity on the VGF disbursement. The pipeline, being laid with a capital grant of 
~Rs. 51.7 billion out of the total estimated capital outlay of Rs. 129.4 billion, is expected to connect natural gas grid with the eastern 
part of the country, which could lead to revival of three fertiliser units and CGD networks in many cities.

An allocation of Rs. 25 billion for new LPG connections in FY2018 (unchanged from FY2017 amount) to poor families would lead to 
an increase in LPG penetration, thereby boosting LPG sales volumes and marketing profits for OMCs. The allocation could be 
adequate to cover LPG subsidies for ~20-25 million BPL families. The fuel subsidy RE of Rs. ~249 billion for FY2017 is higher than 
the expected burden of Rs. 175-180 billion during the current year, as per ICRA estimates. ICRA also believes that a fuel subsidy of 
Rs. ~224 billion for FY2018 could be adequate till crude oil price touches ~$58-60/bbl, which would enable OMCs to keep 
short-term debt and the interest burden at the lower levels.

The Budget allocates an increased expenditure of Rs. 25.8 billion in FY2018 (against Rs. 20.5 billion in FY2017) for payment to the 
Indian Strategic Petroleum Reserves Limited (ISPRL) for crude oil reserves, which would improve energy security in case of an 
emergency. Setting up of an integrated oil and gas PSU could lead to several benefits like improved economies of scale, increased 
ability of overseas acquisition for higher energy security and better bargaining power for crude oil and LNG import over the longer 
term. However, the entity may face challenges related to integration and a possible slowdown in decision-making, especially if the 
GoI intervention increases

ICRA Sectoral Analysis 

Proposals

Reduction in custom duty on Liquefied Natural Gas (LNG) to 2.5% from 5%

Provision of revenue expenditure/subsidy for sensitive petroleum products of Rs. ~224 billion for FY2018 (BE) excluding allocation for 
new LPG connections to poor families

Allocation of Rs. 25 billion for new LPG connections to poor (BPL) families

Allocation of Rs. 12 billion as capital expenditure for Phulpur-Dhamra-Haldia Pipeline Project of the Gas Authority of India Ltd. (GAIL)

Allocation of Rs. 25.8 billion for strategic oil reserve projects in Odisha and Rajasthan

Establishment of an integrated oil and gas public sector undertaking (PSU)

OIL & GAS
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Impact:  Marginally Negative

The amendment to the Drugs and Cosmetics rules to make drugs more affordable may bring several more drugs under the purview 
of price control. While benefiting the common man, the same will impact the revenue growth and earnings of pharmaceutical 
companies, which are largely present in the branded formulations segment of the domestic pharmaceutical industry. The 5% 
savings arising from reduced corporate tax for medium and small enterprises will have a positive impact on retained earnings of 
small pharmaceutical companies.

ICRA Sectoral Analysis 

Proposals

Amendment to Drugs and Cosmetics rules to ensure availability of drugs at reasonable prices

Formulation of new rules for medical devices in order to attract investments to the sector as well as to reduce their costs

Reduction in corporate tax to 25% for companies with an annual turnover of up to Rs. 50 crore 

PHARMACEUTICALS

Impact: Neutral

The proposed implementation of the solar generation capacity of 20 GW in phase II through the solar park mode will result in an 
increase in soIar energy consumption in the overall energy mix in the medium term. Installation of solar capacity at railway stations 
would enable the Railways to partly meet its energy requirements from renewable energy sources. While these measures would 
support the solar power segment, they would affect the demand for thermal power generation to some extent. On the positive side, 
progress on hitting the 100% rural electrification target by May 2018, which will be sustained by higher funding support under the 
Deen Dayal Upadhyay Gram Jyoti Yojana (DUGJY), is likely to have some positive impact on energy demand, and hence, on PLF 
levels for power generation entities. Moreover, an increased budgetary allocation for the infrastructure segment (particularly roads, 
housing and railways) will increase the energy demand from the industrial sector, demand from which has remained subdued over 
the past two to three years. The Amendment Bill in the Arbitration and Conciliation Act being proposed for renegotiation & resolution 
of disputes under PPP contracts is also a positive factor for generation projects, which have been affected by unviable tariffs quoted 
in the past bids. While customs duty on LNG has reduced to 2.5% from 5%, it is unlikely to have any impact on the power generation 
sector, given that the subsidy support framework available for domestic gas-based projects allowing the use of R-LNG has already 
waived customs duty as part of the concessional benefits.

Proposals

Allocation of Rs. 48 billion for Deendayal Upadhayaya Gram Jyoti Yojna (DUGJY)

Plan to begin Phase II of 20 GW capacity under solar park development mode

Plan to power 2,000 railway stations by 1,000 MW solar power projects in FY2018; 7,000 railway stations to be powered with solar 
power projects in medium term

Proposal to amend  Arbitration and Conciliation Act, to enable resolution of disputes under PPP contracts

Reduction in customs duty on LNG to 2.5% from 5%

POWER 
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Impact:  Positive

The Union Budget for FY2018 has maintained its focus on the agenda ‘Housing for All’ by 2022. The allocation of Rs. 29,043 crore 
under the Pradhan Mantri Awas Yojana (PMAY) has witnessed a 39% increase in the current Budget. More specifically, an increase 
of 53% has been noted towards the allocation for PMAY – Gramin, with a stipulated target of constructing one crore houses by 2019 
for people living in kutcha houses or the houseless. Affordable housing has been accorded the infrastructure status which will help 
in participation of wider investor community henceforth, and will improve the access to funding avenues like insurance funds, EPFO 
etc among others. This would result in access to long-term funds and help reduce the cost of funding. This would further boost the 
supply and help achieve the ‘Housing for All’ objective of the Government over the medium to long term. In addition, the proposal to 
consider the carpet area rather than built-up area and application of a limit of 30 sq. mt. in case of municipal limits of four 
metropolitan cities and 60 sq. mt. otherwise will further boost private participation in the affordable housing segment. 

Marginal benefits have been granted to real-estate developers with an inventory of stock in completed projects, with tax based on 
notional rental income not applicable for one year from completion. Further, clarity on incidence of capital gain tax in case of Joint 
Development Agreements would help reduce litigations and facilitate ease of doing business. Steps taken towards eligibility of 
long-term capital gains tax and calculation method will enhance the appeal of immovable property as an asset class and boost 
demand for real estate. 

ICRA Sectoral Analysis 

Proposals

Increased budgetary allocation for Pradhan Mantri Awaas Yojana 

Affordable housing to be given infrastructure status

Relaxation in area, execution timelines for profit-linked income tax deduction in affordable housing

Tax on notional rental income for builders with buildings as stock in trade will apply only after one year of obtaining Occupancy 
Certificate

REAL ESTATE

Impact: Neutral

A shift to digital payment systems is beneficial for the organised retail sector. The increase in disposable income with reduction in 
income tax rate will facilitate higher spending, thereby supporting the growth of the retail industry.

Proposals

Focus on promotion of digital payment systems 

Reduction in tax rate to 5% from 10% on personal income in the range of Rs. 2.5-5 lakh 

RETAIL
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Impact:  Neutral

The Government’s focus on the inland waterways sector and the Sagar Mala project continues. Moreover, it is positive for the 
shipping sector, with potential to boost coastal as well as inland shipping in the medium term. The budgetary allocation, however, 
remains low in comparison to the overall requirement for these projects. In the absence of any major specific announcement for the 
shipping and ship building sector, the impact on these sectors is expected to be neutral.

ICRA Sectoral Analysis 

SHIPPING AND SHIP BUILDING

Proposals

Allocation of Rs. 1,773.0 crore for Ministry of Shipping in Union Budget for 2017-18, as against 
revised estimates (RE) of Rs. 1,454.0 crore for 2016-17.

Allocation of Rs. 600.0 crore for projects under Sagarmala (PY RE Rs. 406.2 crore)

Allocation of Rs. 233.4 crore for development of ports (PY RE Rs. 185.6 crore)

Allocation of Rs. 303.0 crore for grants to Inland Water Transport Authority of India (PY RE Rs. 362.3 crore)

Proposals

Allocation of Rs. 10,000 crore for the Bharat Net Project to connect 1.5 lakh gram panchayats with optic fibre 
for high speed broadband by end of FY2018

Focus on digitisation incentives to boost BHIM app use; removal of service charge on digital railway ticket bookings and 
aadhaar-enabled payment system

Allocation of Rs. 745 crore for incentive schemes of domestic equipment manufacturing (including telecom equipments) such as 
M-SIPS (Modified Special Incentive Package Scheme) and EDF (Electronic Development Fund)

Budget estimate of non-tax revenues from communication services in FY2018 stands at Rs. 44,342 crore.

The budget seeks to increase the penetration of digitisation and improve the broadband connectivity. The Rs. 10,000 crore 
allocation for the BharatNet project would be used to connect gram panchayats by optical fibre, in an effort to improve broadband 
connectivity. The Government is taking steps to push digitisation by launching and promoting new modes of digital financial 
transactions, incentivising digital transactions, taking measures to curb cash transactions and launching initiatives such as 
DigiGaon to provide tele-medicine, education and skills through digital technology. These initiatives would increase the overall data 
use by the population, thereby also benefiting the telecom companies by higher data revenues.

Impact:  Positive

TELECOMMUNICATION
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ICRA Sectoral Analysis 

Proposals

Budgetary allocation for textile sector flat at Rs. 6,227 crore for FY2018 vis-a-vis the revised estimate for the 
previous year, though 36% higher than the original Budget for FY2017

Decrease in allocation for Textile Upgradation Fund Scheme (TUFS) to Rs. 2,013 crore for FY2018 against 
the revised estimate of Rs. 2,610 crore for FY2017

Significant increase in allocation towards remission of state levies to Rs. 1,555 crore for FY2018 from Rs. 400 crore for FY2017 
(announced mid-year, in June 2016) 

TEXTILES

Impact: Neutral

While the Budgetary allocation for the textile sector has remained flat at around Rs. 6,277 crore for FY2018 vis-à-vis the revised 
estimate of Rs. 6,286 crore for FY2017, there has been a 10% increase after adjusting for the amount set aside last year for 
procurement of cotton under Price Support Scheme. The increase is mainly accounted for by the allocation of Rs. 1,555 crore (~25% 
of total) towards remission of state levies for FY2018. This follows the Government's announcement of a special package for 
employment generation and export promotion in some segments of the textile sector, for which an amount of Rs. 400 crore was 
allocated in the middle of FY2017. This is likely to result in ~1-1.5% cost savings for exporters. 
Allocation for the TUFS, which accounts for ~40% of the total textile sector allocation, has declined by ~23% to Rs. 2,013 crore for 
FY2018 vis-à-vis Rs. 2,610 crore for FY2017. Allocation to the TUFS continues to be lower than the levels prior to FY2015. As the 
level of subsidies available under the TUFS is one of the key drivers for investments in the textile sector, moderation in allocation 
may constrain the pace of capacity addition.
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