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The Union Budget for FY2018 will be presented at a time when the consequences of the withdrawal of the legal tender status for the old currency 
notes of Rs. 500 and Rs. 1,000 (Specified Bank Notes or SBN) from November 9, 2016 onwards continue to unfold, and the outlook for the monetary 
policy appears somewhat hawkish. With the note ban likely to have a negative impact on the economic activity in some sectors in the next two to 
three quarters, the manner in which the Government of India (GoI) seeks to offset this and boost consumer and investment sentiment in the upcoming 
budget, would be keenly watched. However, the need to demonstrate continued fiscal consolidation would impose a constraint on expansionary fiscal 
policies. The note ban would also generate some one-time revenues in the near term, and contribute toward a widening of the tax base over the 
medium term. In our view, the augmentation of the revenue base is likely to be directed toward infrastructure and social spending, and any significant 
reduction in the corporate tax rate would be accompanied by lowering of exemptions.  

Economic Scenario: Even as the note ban holds positive implications for economic growth and widening of the tax base in the medium term, output 
growth is likely to be squeezed in the short term, particularly in labour- and/or cash-intensive and less organised sectors, affecting incomes and 
consumption sentiment, and delaying a recovery in private sector investment activity. Even after currency in circulation is replenished, ICRA expects 
economic growth to stabilise with a lag. The adjustment and recovery period could stretch to as much as for two to three quarters for certain sectors. 

The minutes of the Monetary Policy Committee’s (MPC’s) December 2016 meeting revealed a renewed emphasis of some members on achieving the mid-
point of the inflation target range of 4%. Based on this, the room for incremental repo rate cuts appears to be limited to 25 bps over the next six months. 
However, the surge in deposits has nudged some banks to transmit earlier rate cuts to lower lending rates, benefiting borrowers.   

Tax Policy: The Union Budget for FY2016 had proposed a reduction in the rate of corporate tax from 30% to 25% over the subsequent four years. The 
anticipated proliferation of digital transactions and the introduction of the Goods and Services Tax (GST) would bring more economic activity into the tax 
net, widening the tax base in a durable manner. This has led to an expectation of an imminent reduction in corporate tax rates.  

Additionally, previously unaccounted income that gets disclosed after the note ban, would provide a one-time boost to the tax collections of the GoI. 
However, the window to disclose unaccounted income under the Pradhan Mantri Garib Kalyan Yojana, 2016 (PMGKY), will be open till end-March 2017, 
and, therefore, the final collection would not be known prior to the presentation of the budget. In ICRA’s view, the augmentation of the revenue base is 
likely to be directed toward infrastructure and social spending, and any significant reduction in the corporate tax rate would be accompanied by lowering 
of exemptions.  

The State Governments' indirect tax revenues (including sales tax, excise duty on alcohol and stamps and registrations collections) are expected to be 
adversely impacted in H2 FY2017 because of the deferral of consumption after the note ban. A reduction in the corporate tax rate would dampen the 
growth of the GoI’s tax collections, as well as the devolution of central taxes to the State Governments. This would compound the revenue uncertainty 
associated with the migration from the current indirect tax regime to the GST, although the GoI would compensate the states’ losses related to this 
transition for five years. Nevertheless, it may be prudent to either defer a sizeable reduction in corporate taxes, or simultaneously pare exemptions, to 
protect the size of the corporate tax base. This would assuage the fears of the State Governments and allow them to enhance capital spending.  
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In our view, the exemption limit and slabs for personal income tax could be maintained at the current levels. However, a rebate of Rs. 5,000 (equivalent to an increase in the 
exemption limit from Rs. 250,000 to Rs. 300,000) could be provided to the taxpayers, to give some concessions to the salaried class. This would simultaneously boost sentiment by 
raising the disposable income of the bulk of the tax payers without posing too much of a risk to inflation, while retaining them in the tax net.  

With the implementation of the GST likely by September 2017, we do not expect any significant change in indirect tax rates for most industries, other than simplification and removal 
of inverted duty structures. However, we could see some incidence of anti dumping duty or increase in customs duty on some industry segments, which have been adversely affected 
by cheaper imports. Moreover, the service tax rate could be increased, to align it closer to the rate expected under the GST. The dividend distribution tax could be reduced, with such 
income being made taxable at the level of the investor. 

Fiscal Deficit Target: The Union Budget for FY2017 had indicated a fiscal deficit target of 3.5% of GDP for FY2017 (Rs. 5.3 trillion) and 3.0% of GDP for FY2018. In May 2016, the GoI 
appointed the N.K. Singh Committee to review the FRBM Act, including the feasibility of targeting a ‘fiscal deficit range,’ instead of a point estimate and aligning the fiscal expansion or 
contraction with credit contraction or expansion in the economy. The recommendations of this Committee are likely to guide the fiscal deficit targeted in the upcoming Union Budget. 
In ICRA’s view, the GoI is unlikely to budget a fiscal deficit for FY2018 that is higher than 3.5% of GDP (i.e., the budget Estimate or BE for FY2017) or lower than 3.0% of GDP (the rolling 
target for FY2018). Assuming nominal GDP growth of 11.2% in FY2018 (relative to the Advance Estimate for FY2017), a fiscal deficit range of 3.0-3.5% of GDP in FY2018 translates to 
Rs. 5.1-5.9 trillion in absolute terms. This in turn suggests that net dated borrowings could rise to Rs. 4.3-5.0 trillion in FY2018 from Rs. 4.1 trillion in FY2017. As a result, bond yields 
are unlikely to fall further, particularly given the limited scope for further monetary easing by the RBI and the spectre of rising interest rates in the US.   

Expenditure Commitments and Priorities: Revised pay and pensions following the recommendations of the Seventh Central Pay Commission (SCPC) have imposed a substantial 
burden on government finances in FY2017, estimated at Rs. 849.3 billion. The overhang of arrears for January-March 2016 (Rs. 121.3 billion) that were cleared in the current fiscal, 
would be eliminated in FY2018. However, the eventual revision of allowances (Rs 293.0 billion as per the SCPC report) that has been deferred so far, would bloat committed 
expenditure in the coming fiscal. 

In terms of the expenditure priorities, we anticipate budgetary outlays for capital spending to be enhanced substantially, supplemented by extra-budgetary sources of funds such as 
those through institutional finance and market borrowings of the CPSEs, as well as the National Investment and Infrastructure Fund (NIIF). Within capital spending, higher priority is 
likely to be accorded to infrastructure sectors such as affordable housing, roads, renewable energy and railways, with the latter in light of the merging of the Union and Rail budgets. 
Such infrastructure spending would ease supply side constraints and revive growth in a non-inflationary manner. This will also be necessary to provide some respite to the depleted 
order books of capital goods companies, contractors and developers. Moreover, we hope to see significant outlays for recapitalising public sector banks, beyond the Rs. 100 billion 
that had been indicated under the Indradhanush, to bolster their balance sheets prior to the advent of the Basel III norms and enable them to support a recovery in economic growth.  

The recent announcements such as interest relief for farm loans for 60 days and guaranteed 8% interest for senior citizens on bank deposits up to Rs. 750,000 for 10 years should be 
fully funded in the budget. Building upon these announcements, we expect enhanced allocations for sentiment-boosting social sector spending, such as NREGA (rural job security), 
food subsidy (food security), insurance schemes and welfare pensions as well as on promoting digital transactions.  

The much anticipated boost to consumption, following a good monsoon in 2016 and higher disposable incomes, is unlikely to materialise in the immediate term. With limited 
demand growth, moderate capacity utilisation and stressed balance sheets of various corporates, any meaningful recovery in private sector investments is unlikely in the next 1-2 
quarters. Therefore, we expect the Government to significantly expand its budgetary allocation towards infrastructure sectors, and permit CPSEs to raise additional funds through 
institutional finance and market borrowings. Modest relief in the form of reduced direct taxes and subventions to the lower income groups could also be provided, to give a fillip to 
consumption growth. The overarching focus of the Union Budget for FY2018 should be on reviving sentiment and economic growth in a non-inflationary manner, while attempting 
incremental fiscal consolidation. 
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FISCAL PERFORMANCE OF GOVERNMENT OF INDIA 
 
Likely fiscal performance in FY2017: The GoI had forecast a fiscal deficit of Rs. 5.3 trillion 
in its BE for FY2017 (refer Table 1), marginally lower than the provisional figure for the 
previous fiscal. During April-November 2016, the fiscal deficit of the GoI stood at Rs. 4.6 
trillion, 5.3% lower than the same recorded in April-November 2015 (Rs. 4.8 trillion; refer 
Table 2). This primarily benefitted from the higher-than-budgeted expansion in taxes, 
which absorbed the high growth in revenue expenditure. Despite the available fiscal 
space, capital expenditure recorded an unfavourable YoY decline in April-November 2016. 
Accordingly, the quality of expenditure of the GoI deteriorated, with the share of the 
revenue deficit in the total fiscal deficit increasing to 76.0% in April-November 2016 from 
71.4% in the corresponding months of FY2016. 
 
The GoI’s tax revenues, net of refunds and net of devolution to states, increased at a 
healthy pace of 33.6% during April-November 2016, considerably higher than the 
budgeted growth of 11.6% for FY2017. The substantial growth in tax revenues was aided 
by the additional resource measures such as excise hikes on petrol and diesel over the 
course of FY2016 and the imposition of the Krishi Kalyan Cess from June 1, 2016. While 
excise duty, service tax and corporation tax registered higher-than-budgeted expansion, 
the growth rate of income tax and customs duty during April-November 2016 was lower 
than budgeted (refer Table 3).  
 
On January 7, 2017, the GoI released information on tax growth up to December 2016 
(refer Chart 1), which reveals some mixed trends. Growth of corporation tax improved in 
November 2016 before reverting to trend in the subsequent month; the overall expansion 
in April-December 2016 remains low at around 4%. Notably, cumulative growth of 
personal income has improved appreciably over the last two months, which suggests 
better compliance after the note ban. In terms of indirect taxes, the YoY growth for the 
month of December 2016 (inclusive of additional resource mobilisation measures) has 
declined sharply to 14.2%, from the cumulative expansion of 26.2% in April-November 
2016. While this slowdown in growth of indirect taxes in the month of December 2016 is 
partly on account of a waning of the favourable base effect related to the earlier hike of 
excise duty on fuels and the impact of low gold imports on customs duty collections (after 
the surge in November 2016), it may also reflect the impact of the note ban on factory 

production and consumption in certain sectors. For instance, while it remained 
healthy, the pace of growth of service tax collections slipped to 12.4% in the month of 

December 2016, from the cumulative growth of 25.7% at end-November 2016, which may 
reflect a cut back on discretionary spending on various services.  

Table 1: Fiscal Balances for GoI for FY2015, FY2016 and FY2017 

Note: GDP estimates for FY2015 and FY2016 as per data released by the Central 
Statistics Office (CSO) on May 31, 2016. GDP estimates for FY2017 as per Advance 
Estimates released by CSO on January 7, 2017. 
Source: GoI Budget Documents; CSO; ICRA Research 

 
 

Table 2: GoI’s Fiscal Balances in April-November 2016 
  FY2017 BE April –November 2016 
  Rs. billion Growth Rs. billion Growth % of BE 
Revenue Receipts  13,770 15.2% 7,961 24.8% 57.8% 
Tax Revenues$ 10,541 11.6% 6,212 33.6% 58.9% 
Non Tax Revenues 3,229 28.8% 1,750 1.0% 54.2% 
Revenue 
Expenditure 

17,310 12.5% 11,443 16.4% 66.1% 

Revenue Deficit -3,540 3.3% -3,482 0.8% 98.4% 
Non Debt Capital 
Receipts 

565 128.4% 235 83.1% 41.6% 

Capital Exp, Net 
Lending 

2,364 10.3% 1,333 -11.7% 56.4% 

Fiscal Deficit -5,339 0.3% -4,580 -5.3% 85.8% 

$ Net of Refunds, Net of States’ share in Central Taxes 
Source: GoI Budget Documents; CGA, Ministry of Finance, GoI; ICRA Research 

 FY2015 Actual FY2016 Prov. FY2017 BE 
 Rs. Billion % GDP Rs. 

billion 
% GDP Rs. 

billion 
% GDP 

Revenue Receipts  11,015 8.8% 11,953 8.8% 13,770 9.1% 
   Tax Revenues 9,036 7.2% 9,446 7.0% 10,541 6.9% 
Revenue Expend. 14,670 11.7% 15,380 11.4% 17,310 11.4% 
  Major Subsidies 2,490 2.0% 2,425 1.8% 2,317 1.5% 
Revenue Balance 3,655 -2.9% -3,427 -2.5% -3,540 -2.3% 
Capital Receipts 515 0.4% 247 0.2% 565 0.4% 
Capital Exp, Net 
Lending 

1,829 1.5% 2,144 1.6% 2,364 1.7% 

Fiscal Balance -5,017 -4.1% -5,324 -3.9% -5,339 -3.5% 
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The GoI’s non-tax revenues rose by a marginal 1.0% during April-November 2016, 
significantly lower than the budgeted growth of 28.8% for FY2017. Interest receipts 
declined by a sharp 36.2%, or Rs. 51.1 billion, on a YoY basis in April-November 2016, 
weighing upon the performance of non-tax revenues.  
 
The GoI raised Rs. 235.3 billion through non-debt capital receipts during April-November 
2016, equivalent to a modest 41.6% of the BE for the full year (Rs. 565.0 billion), albeit a 
substantial ~95% of the inflows in FY2016. Disinvestment of the GoI’s equity holdings in 14 
CPSEs generated inflows of Rs. 214.3 billion in the first eight months of this fiscal (59.5% of 
BE; refer Table 4). The funds raised from strategic disinvestment during April-November 
2016 were limited to Rs. 21.0 billion or 10.2% of BE, vide sale of some of the shares of L&T 
held by the Specified Undertaking of The Unit Trust of India (SUUTI). A further fund offer 
of the Central Public Sector Enterprises exchange traded fund has been opened recently, 
to garner up to Rs. 60.0 billion. Given the likely windfall from PMGKY, the GoI may prefer 
not to raise substantial additional funds through disinvestment in the remainder of 
FY2017. Disclosure of income under the PMGKY would support the GoI's tax revenues in 
the remainder of FY2017, offsetting shortfalls in non-tax revenues and disinvestment, 
and preventing a fiscal slippage. 
 
The GoI’s revenue expenditure expanded by 16.4% during April-November 2016 (66.1% of 
FY2017 BE), higher than the budgeted growth of 12.5%. The implementation of the One 
Rank One Pension (OROP) scheme, the SCPC’s recommendations for pay and pensions and 
the National Food Security Act (NFSA) in additional states, have boosted spending in 
FY2017.  
 
The recommendations of the SCPC were approved by the cabinet in August 2016, effective 
retrospectively from January 1, 2016 (refer Table 5). The cost of revised pay and pensions 
during FY2017 (Rs. 728.0 billion) and the arrears for January-March 2016 (Rs. 121.3 billion) 
bring the total outgo to Rs. 849.3 billion, out of which the GoI’s outgo amounts to Rs. 
600.0 billion, with the balance being borne by the Rail Budget. The second supplementary 
demand for grants for FY2017 had included Rs. 11.0 billion for arrear payment of 
superannuation pension and retirement allowances. For OROP, the GoI has included an 
amount of Rs. 124.6 billion for OROP in FY2017BE, against which, Rs. 60.2 billion had been 
paid as revised pension/arrears till November 12, 2016.  
 
Additional states have rolled out the NFSA in 2016. Around 90% of the budgeted food 
subsidy amount of Rs. 1,400.0 billion for FY2017 had been released by the end of 
November 2016, a growth of 12.5% on a YoY basis, accounting for nearly 9% of the 
incremental revenue spending in the current year. 

Table 3: Trends in Tax Collections (Net of Refunds, Gross of States’ share in 
Central Taxes) 

  FY2017 BE April –November 2016 
  Rs. billion Growth Rs. billion Growth % of BE 
Gross Tax 
Revenues 

16,309 11.9% 9,333 21.5% 57.2% 

 Corporation Tax 4,939 8.7% 2,223 9.0% 45.0% 
 Income Tax 3,532 26.0% 1,867 20.9% 52.9% 
 Customs Duty 2,300 9.3% 1,485 6.8% 64.6% 
 Union Excise Duty 3,187 11.0% 2,136 46.0% 67.0% 
 Service Tax 2,310 9.3% 1,468 27.1% 63.6% 

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

 

 

 

Chart 1: Growth of Cumulative Tax Collections (Net of Refunds, Gross of States’ 
share in Central Taxes) 

 
Source: Various Press Releases, Ministry of Finance, GoI; ICRA Research  
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The Prime Minister announced several measures on December 31, 2016, which would 
benefit affordable housing, farm loans, small businesses, senior citizens and women, 
which would boost expenditure further in Q4 FY2017 as well as in FY2018 (refer Box 1). 
While revenue expenditure is likely to exceed the BE for FY2017, a slippage in the 
revenue deficit appears unlikely, as tax collections would exceed the budgeted level.  
 
The GoI’s capital expenditure and net lending contracted by 11.7% during April-November 
2016, inferior relative to the budgeted growth of 10.3%. While there is substantial 
headroom for the GoI to incur capital spending, with only 56.4% of the FY2017 BE 
completed in the first eight months of this fiscal, it is unclear whether the pace of such 
spending will improve meaningfully in the remainder of the year. 
 
The revenue and fiscal deficits of the GoI in April-November 2016 stood at 98.4% and 
85.8%, respectively, of the BE for FY2017, lower than the levels in April-November 2015 
(100.8% and 90.8% of the provisional accounts, respectively; refer Chart 2). The revenue 
and fiscal deficits for FY2016 had moderated towards the end of the financial year, on 
account of the seasonal uptick in tax receipts during Q4 (refer Charts 3 and 4). We expect 
a similar trend to prevail in the current fiscal as well. 
 
The GoI’s borrowing target for Q4 FY2017 released by the RBI, has been revised to Rs. 
660.0 billion (January 2017) from Rs. 880.0 billion (September 2016), taking into account 
the cash position of the Central Government. The downward revision in the GoI’s dated 
borrowings suggests that a fiscal slippage in absolute terms in FY2017 is unlikely, unless 
the final collections under the PMGKY turn out to be significantly lower than the 
Government’s forecast. 
 
Based on the assumption that nominal GDP for FY2017 would be Rs. 151 trillion, the 
budget for FY2017 had pegged the fiscal deficit for the current year at 3.54% of GDP. 
However, the CSO’s advance estimate for nominal GDP for FY2017 (released on January 6, 
2017) is a mild 0.8% higher at Rs. 152 trillion. Factoring in this larger denominator, the 
GoI’s fiscal deficit in absolute terms could exceed the BE by ~Rs. 45 billion.   
 
Key expectations for FY2018: The Union Budget for FY2017 had indicated a fiscal deficit 
target of 3.0% of GDP for FY2018. In May 2016, the GoI appointed the N.K. Singh 
Committee to review the FRBM Act, including the feasibility of targeting a ‘fiscal deficit 
range’ instead of a point estimate and aligning the fiscal expansion or contraction with 
credit contraction or expansion in the economy. The recommendations of this committee 
are likely to guide the fiscal deficit targeted in the upcoming Union Budget.  
 

Table 4: Disinvestment Proceeds from Central Public Sector Enterprises (CPSEs) 

CPSE Rs. billion CPSE Rs. billion 
IOCL Employee OFS 2.6 MOIL Buyback 7.9 
EIL Employee OFS 0.3 NBCC OFS 22.0 
NALCO Buyback 28.3 BEL Buyback 18.0 
NHPC LTD. OFS 27.2 CIL Buyback 26.4 
HCL LTD. Buyback 4.0 NHPC Employee OFS 0.2 
NTPC Employee OFS 2.0 DCIL Employee OFS 0.0 
NMDC Buyback 75.2 CONCOR Employee OFS 0.1 

Source: Department of Investment and Public Asset Management; ICRA Research 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Table 5: Fiscal Implications of the SCPC’s recommendations   

Source: Report of the SCPC, GoI; ICRA research 

 Amount (Rs. 
billion) 

Growth  % of GDP  

Pay (1) 391  16%  0.25%  
Allowances (2) 293  63%  0.19%  
Pension (3) 337  24%  0.21% 
Total (1+2+3) 1,021  24%  0.65%  
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In ICRA’s view, the GoI is unlikely to budget a fiscal deficit for FY2018 that is higher than 
3.5% of GDP (i.e., the BE for FY2017) or lower than 3.0% of GDP (the rolling target for 
FY2018). Assuming nominal GDP growth of 11.2% in FY2018 (relative to the Advance 
Estimate for FY2017 released recently by the CSO), a fiscal deficit range of 3.0-3.5% of GDP 
in FY2018 translates to Rs. 5.1-5.9 trillion, in absolute terms. This in turn suggests that net 
dated borrowings could rise to Rs. 4.3-5.0 trillion in FY2018 from Rs. 4.1 trillion in FY2017. 
As a result, bond yields are unlikely to fall further, particularly given the limited scope for 
further monetary easing by the RBI and the spectre of rising interest rates in the US.   
 
In terms of the real GVA expansion, ICRA expects a back-ended pickup in growth to ~7.0% 
in FY2018 from ~6.6% in FY2017. In addition, the widening of the tax base from the digital 
push and the eventual transition to the GST, would boost the direct and indirect tax 
collections of the GoI over the medium term. However, some initial disruptions during the 
transition to the GST, may dampen the growth of indirect tax collections in the short term.  
 
Additionally, income in excess of Rs. 650 billion was declared under the income disclosure 
scheme (although news reports suggest that a portion of the same was disallowed by the 
GoI); 45% of this amount has to be remitted to the GoI in the form of tax, surcharge and 
penalty in three tranches (25% each by the end of November 2016 and March 2017, and 
the balance by September 2017), which would boost direct tax collections in FY2017 and 
FY2018. However, some tax payers may choose to remit the entire liability in FY2017 itself. 
Moreover, the overhang from PMGKY inflows in FY2017 may result in an unfavourable 
base effect, dampening the pace of expansion of direct tax collections in FY2018.  
 
In terms of non-tax revenues from the telecom sector, there has been no announcement 
so far of spectrum auctions to be held in FY2018. Nevertheless, the deferred payments 
related to earlier auctions and normal fees such as spectrum usage charges and licence 
fees, would amass the GoI an estimated Rs. 550-600 billion in the coming fiscal. This is 
modestly lower than our estimate of the total inflows of Rs. 650-700 billion in FY2017 
(including the upfront portion of the spectrum auction revenues). Dividends from CPSEs 
and PSU banks in FY2018 would take a cue from profitability in FY2017, which is expected 
to be low for the latter. In line with the previous few years, we expect the RBI to transfer 
nearly its entire surplus to the GoI.  
 
Between November 10, 2016 and December 10, 2016, Rs. 12.4 trillion was deposited into 
banks and Rs. 0.3 trillion was exchanged into new currency notes, according to initial data 
released by the RBI. The final figure of deposits up to December 30, 2016 has not yet been 
revealed by the Central Bank. However, based on the decline in the currency in circulation 
(Rs. 8.5 trillion between November 11, 2016 and December 30, 2016) and the amount of  

Box 1: Key announcements made by the Prime Minister on December 31, 2016 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 Interest subvention of 4% and 3%, respectively, for loans up to Rs. 0.9 million 
and Rs. 1.2 million taken under the Pradhan Mantri Awaas Yojana (PMAY) 

 Houses being built in rural areas under the PMAY to be increased by 33% 

 Loans up to Rs. 0.2 million taken in 2017 for new housing/extension of 
housing in rural areas to receive interest subvention of 3% 

 Loans taken by farmers from District Cooperative Central Banks and Primary 
Societies for rabi crops to be exempted from paying interest during last two 
months; interest paid for such loans in the last two months to be credited 
back into bank accounts of the respective farmers 

 Farmers with Kisan Credit Cards to be given RuPay debit cards within three 
months 

 GoI to underwrite loans given to small businesses by NBFCs, in line with loans 
given by banks; limit of such loans underwritten by the GoI to be enhanced 
from Rs. 10 million to Rs. 20 million 

 Credit limit for small industries enhanced to 25% from 20% of turnover 

 Limit for working capital loans increased from 20% of turnover to 30% of 
turnover for enterprises using digital transactions  

 Income of small businesses (turnover up to 20 million) to be calculated at 6% 
of turnover instead of 8% of turnover for determining tax liability 

 GoI to deposit Rs. 6000 in bank accounts of pregnant women who undergo 
institutional delivery and vaccinate their children  

 Senior citizens to receive fixed monthly interest rate of 8% for a period of 10 
years, on deposits up to Rs. 750,000  

 Bharat Interface for Money (BHIM) app launched by the GoI as a platform for 
digital transactions 
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new cash withdrawn (Rs. 5.9 trillion up to December 19, 2016) and exchanged (Rs. 0.3 
trillion) from the banking system, ICRA estimates that at least Rs. 14.9 trillion or ~95% of 
the value of the SBN, may have been deposited with banks or the RBI.  
 
The Specified Bank Notes (Cessation of Liabilities) Ordinance, 2016, stipulates that from 
December 31, 2016 onwards, the SBNs that ceased to be legal tender after November 9, 
2016, shall cease to be the liabilities of the RBI and to have the guarantee of the GoI. 
However, the RBI has introduced a facility of exchange of SBNs for Indian citizens and non-
resident Indian (NRI) citizens who were abroad during November 9, 2016 to December 30, 
2016, which would be open from January 2, 2017 to March 31, 2017 for residents, and to 
June 30, 2017 for NRIs. Therefore, the final figure of SBNs that are returned to the RBI and 
the portion that are not returned to the RBI and, therefore, cease to be counted in its 
liabilities would be known by June 30, 2017. Subsequently, the Central Bank may consider 
selling an equivalent amount of assets to rebalance its balance sheet, and transferring the 
proceeds of such a sale to the GoI, resulting in a windfall gain to the latter and augmenting 
its fiscal space. ICRA estimates the amount of such a transfer is likely to be restricted 
below Rs. 0.5 trillion, which the GoI may refrain from including in its BE for FY2018. 
 
The GoI may consider asking cash-rich PSUs to purchase its stake in other PSUs rather than 
divesting through the market route, in line with the trend in the current fiscal. Moreover, 
the strategic divestment programme may be pursued more aggressively in FY2018, 
particularly if the market conditions are appropriate. 
 
The overhang of arrears related to the SCPC’s recommendations for pay and pensions for 
January-March 2016 (Rs. 121.3 billion) that were cleared in the current fiscal, would be 
eliminated in FY2018. However, the eventual revision of allowances (Rs 293.0 billion as per 
the SCPC report) that has been deferred so far, would bloat committed expenditure in the 
coming fiscal. Since the allowances are to be revised prospectively, the delay in revision 
would not generate arrears.  
 
The non-plan revenue expenditure of the Ministry of Petroleum & Natural Gas stood at Rs. 
189.5 billion in April-November 2016 (69.9% of the FY2017 BE of Rs. 271.1 billion), which is 
likely to include the carried forward fuel subsidy for Q4 FY2016 and subsidy against a 
portion of the under-recoveries for April-November 2016. 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. Our base case scenario for the 
coming fiscal assumes a rise in the average crude oil price for the Indian basket to USD 
55/barrel in FY2018 from USD 48/barrel in FY2017, modest INR depreciation, and an 
increase in the consumption of fuels. With no carry forward needed for Q4 FY2017, ICRA  

Chart 2: Revenue and Fiscal Deficits in FY2016 and FY2017 (Rs. billion) 

 
Source: CGA, Ministry of Finance, GoI; ICRA Research  
 
 
 
Chart 3: Trends in Tax Collections (Net of Refunds, Gross of States’ share in 
Central Taxes, Rs. billion)  

 
* Q3 FY2017 includes data for October-November 2016  
Source: GoI Budget Documents; CGA, Ministry of Finance, GoI; ICRA Research 
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expects the BE for FY2018 for fuel subsidies to ease modestly to Rs. 200-250 billion (based 
on an average crude oil price of USD 55/barrel and INR at 68.5/USD) from the FY2017 BE 
of Rs. 271.1 billion.  
 
Building upon the recent announcements, we expect enhanced allocations for sentiment-
boosting social sector spending, such as NREGA (rural job security), food subsidy (food 
security), insurance schemes and welfare pensions as well as on promoting digital 
transactions.  
 
Loss of incomes in some sectors and deferral of consumption are likely to weigh upon 
capacity utilisation, delaying capacity expansion plans of the private sector. The extent of 
capital spending budgeted by the Centre and the State Governments for FY2018 would 
affect the extent to which infrastructure spending can stimulate growth in a non-
inflationary manner. We estimate that every 10 bps of expansion in the GoI’s fiscal deficit 
to GDP ratio would allow for extra spending of ~Rs. 169 billion.  
 
We anticipate budgetary outlays for capital spending to be enhanced substantially, 
supplemented by extra-budgetary sources of funds such as institutional finance and 
market borrowings of the CPSEs and the NIIF. Within capital spending, higher priority is 
likely to be accorded to infrastructure sectors such as affordable housing, roads, 
renewable energy and railways, with the latter in light of the merging of the Union and 
Rail Budgets. Such infrastructure spending would ease supply side constraints and revive 
growth in a non-inflationary manner. This will also be necessary to provide some respite to 
the depleted order books of capital goods companies, contractors and developers. 
 
Moreover, we hope to see significant outlays for recapitalising public sector banks, beyond 
the Rs. 100 billion that had been indicated under the Indradhanush, to bolster their 
balance sheets prior to the advent of the Basel III norms and enable them to support a 
recovery in economic growth. 
 
From FY2018 onwards, the plan and non-plan distinction in Government budgets would 
be discarded. In ICRA’s opinion, categorising expenditures as revenue or capital would 
sharpen the focus on controlling the revenue deficit and the quality of the fiscal deficit. 
 
 

Chart 4: Estimated Monthly Receipts and Expenditure of the GoI during FY2016 
(Rs. billion) 

 
Source: CGA, Ministry of Finance, GoI; ICRA Research   
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Sector -w ise  Expectat ions  

Inf r ast ructur e/Construct ion  

 Increased public sector spending and incentivising private sector to take up new projects thereby aiding in revival of investment cycle. For this budgetary allocation towards 
infrastructure sectors including railways and roads needs to be further increased 

 Independent regulators for specific infrastructure sub-sectors with the aim to speedier resolution of issues constraining private sector sentiments towards taking up newer 
projects 

 Measures to further improve long-term funding availability to the sector including allocation towards NIIF 

 Select infrastructure companies/finance companies can be allowed to raise long-term funds in the form of Infrastructure Bonds with investors getting deduction under 
Section 80CCF (this deduction was discontinued post FY2013) 

Continued thrust from the Government towards revival of investment cycle in the form of a further increase in budgetary allocations towards the infrastructure sector with focus on 
railways and roads is expected. Dedicated allocations for specified large infrastructure projects announced such as bullet trains, Bharat Mala, Sagar Mala, Smart Cities, inland 
waterways development, etc can also be made to expedite these projects. To revive private sector interest in taking up new projects, the sector expects creation of an independent 
regulator for specific infrastructure sub-sectors, and steps towards easing of regulatory environment. The sector is also looking at further steps to improve long-term funding 
availability for the infrastructure sector. In this regard, higher allocation towards NIIF is expected. Also, the deduction under section 80CCF for infrastructure bonds, which was 
discontinued, can be reintroduced for select infrastructure companies/finance companies. 

 

Road Sector  

The last budget made an announcement on Guidelines for re-negotiation of PPP concession agreements. However, there has been no update on this yet. Setting up of PPP Project 
Review Committee and the Infrastructure PPP Adjudication Tribunal for re-negotiating concessions, if there is evidence of distress in projects (not because of aggressive 
assumptions/irrational bids), which is likely to result in default.  

Some measures are also expected to improve the long-term fund availability to the sector. A majority of infrastructure financing is currently supported by the banking sector. 
Corporate and infrastructure sectors put together account for less than 30% of bond issuances. The appetite for long-term and papers rated below AA category is low. Deepening of 
the bond markets is required to support long-term infrastructure financing, especially given the twin challenges faced by commercial banks - asset-liability management and 
increasing share of stressed assets.  

Compliance with the Right to Fair Compensation and Transparency in Land Acquisition, the Rehabilitation and Resettlement (RFCTLARR) Act has increased the land acquisition cost for 
road projects. This, coupled with an ambitious target execution rate of 30 km/day, would require increased budgetary allocation for the sector by around 60%. Further, setting of an 
independent regulator can also expedite the dispute resolution mechanism. 
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Real  Estate  

The real estate sector has been facing headwinds in recent years on account of inventory overhang in certain markets and subdued consumer sentiments. The recent demonetisation 
exercise has pushed back hope of recovery further and it is expected that the budget will propose some measures to boost consumer confidence as well as demand for real estate. 
RERA, passed in 2016, provides a strong consumer-friendly framework, which with the expected measures can result in boosting demand. Given the moderate pace of 
implementation of the PMAY programme till date, the enhancement in budgetary allocation, higher subsidies / incentives for private developers and frameworks for land aggregation 
/ allocation under the scheme can help in improving participation in the affordable housing scheme.  With respect to the middle income group, relaxation in the tax deduction limits 
for housing loan principal as well as the increase in the tax exemption limits from Rs 0.2 million currently can support demand from the middle income group. Continued focus on the 
Smart Cities Mission and AMRUT will aid in improving infrastructure facilities and livability in urban areas, thereby having a positive effect on housing demand. From the perspective 
of real estate developers, clarity on certain issues relating to GST implementation, such as applicable rate, abatement scheme to be followed, input credit availability for projects 
transitioning from the current regime, etc would be the key developments to watch for. For commercial real estate developers, further relaxation in certain taxation norms for REITs, 
such as capital gains on sale of asset, will be a favourable development. Developers will also be looking for clarity on the proposed rationalisation of corporate tax rates, which will 
enhance the yields from assets.  

 

Coal  Mining  

 Policy thrust to increase domestic coking coal production, and simultaneously augmenting washing capacity at mine-heads 

 To enable greater competition in the coal mining sector, allow commercial coal mining by private entities by invoking the enabling provisions of the “Coal Mines (Special 
Provisions) Act, 2015” 

 

O i l  & Gas  

 Adequate provision of subsidy to the oil marketing companies (OMCs), which is achievable in view of the low crude oil prices and initiatives taken by the GoI to reduce 
subsidies 

 Reduction in cess on crude oil production from the current level of 20% ad-valorem 

 Incremental budgetary allocation for strategic oil reserves project 

 Reduction in custom duty on LNG import to encourage consumption in various sectors, especially in view of the GoI’s efforts to increase gas consumption in total energy mix 
and low prices of competing liquid fuels 

 Increase in customs duties on crude oil and petroleum products in order to augment fiscal position 

Post decision by the OPEC members and Russia to cut crude oil production from January 2017, global crude prices have seen an uptick with Brent hovering ~US$54-57/bbl in the last 
one month, ~15-20% higher than previous range of US$45-50/bbl in the previous few months. Notwithstanding that, the oversupply in the global crude oil market may persist in the 
medium term with higher crude oil prices, giving pricing power to US shale oil producers to raise production levels. Thus, with rebalancing of the market, global crude oil prices may 
not increase significantly over the medium term. In a scenario of crude oil prices sustaining at US$55-60/bbl, the upstream companies’ net realisation and cash accruals will improve in 
the near term; however, ad-valorem cess of 20% will limit the upside beyond $55/bbl. Thus, a downward revision in the cess on crude oil production from the current level of 20% 
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may help upstream companies improve their earnings in a higher crude oil price regime. The upstream industry also awaits clarity on the sunset clause for tax holidays and definition 
of “Mineral Oil” under Sec 80 IB (9). As regards the downstream segment, ICRA expects the GoI to provide adequate provision of subsidy, which is achievable in view of the overall low 
crude oil prices, despite some increase, and initiatives taken by the GoI to reduce subsidies. The Government, however, may resort to a hike in the customs duty on crude oil and key 
petroleum products, in order to augment its tax revenues. Depending on the net differential in custom duties, profitability of the refiners will be impacted accordingly, with any 
decline in duty protection from the current levels being a negative for the industry. The Government may also provide incremental budgetary support for the strategic reserves 
project. Further, a reduction in custom duty on LNG import may be announced in the budget, which may encourage consumption in various sectors, especially in view of the GoI’s 
efforts to increase gas consumption in the total energy mix and low prices of competing liquid fuels. 

 

Pow er  

ICRA expects higher budgetary allocation to meet funding requirements towards state-owned distribution utilities to strengthen the distribution infrastructure under centrally-
sponsored schemes and also for the renewable energy sector for funding of grants and viability gap support for solar projects and solar parks under the National Solar Mission. While 
the wind energy sector has benefited due to policy incentives like generation-based incentive (GBI) encouraging the investments from the IPP segment, there is no clarity on 
continuation of the GBI framework beyond March 2017.  

Moreover, clarity on the renewable generation obligation (RGO) framework as introduced in the amended tariff policy is awaited. ICRA further expects measures to be introduced to 
enable long tenure debt-funding availability at cost competitive pricing, given the large funding requirements so as to meet the policy target in the renewable energy segment (175 
GW cumulative by FY2022). 

In this context, ICRA also expects an increased focus from the GoI on faster execution of grid transmission network strengthening the projects so as to ensure the grid stability, given 
the rising share of RE in the overall energy consumption mix, going forward.  

 

Fer t i l i ser s  

 Adequate and timely provision of subsidy for both urea and NPK fertilisers, given the large backlog of subsidy outstanding 

 Further rationalisation of subsidy for NPK fertilisers, given the decline in international prices of key raw materials and fertilisers 

 Road map for the Direct Benefit Transfer (DBT) scheme for subsidy payout post completion of pilot project 

 Measures to help improve growth rate of agriculture such as investments in irrigation projects, management of soil health and better availability of farm credit 

The fertiliser industry continues to be hit by a delay in subsidy receipts due to inadequate budgetary provisions. Consequently the working capital position of the industry remains 
strained, resulting in high short-term borrowings and interest costs which have impacted profitability. While the decline in international prices for fertilisers and raw materials, lower 
energy cost and reduction in subsidy for P&K fertilisers would reduce the subsidy backlog to some extent, the key challenge for the Government would be to clear the overdue subsidy 
payments by providing adequate provision of subsidy for both urea and NPK fertilisers. Further, given the decline in international prices of P&K fertilisers and key raw materials, in 
ICRA’s view, the GoI could further rationalise the subsidy for NPK fertilisers. Further, ICRA expects the budget to outline the next steps to be taken for implementation of DBT in the 
fertiliser sector as the pilot project reaches completion. In addition, various measures are expected to be announced to help improve the growth rate of agriculture, such as 
investments in irrigation projects, management of soil health and better availability of farm credit.   
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I ron and Steel  

 Removal of import duty of 2.5% and reduction in clean energy cess on coking coal, which can help reduce the burden of increased seaborne coking coal prices on domestic 
blast furnace players 

 Higher push to steel intensive sectors like construction, affordable housing, railways, roads and power transmission, which can help revive domestic steel demand   

 Lower the export duty on high grade iron ore (having Fe content greater than 58%) from 30%, which will improve the competitiveness of domestic ore in export markets, in 
turn helping clear the large inventory of iron ore fines currently piled up at mine-heads 

 

T ext i les  

 Extension and adequate provisioning for Technology Upgradation Fund Scheme (TUFS) subsidy - For FY2016 and FY2017, the allocation for TUFS subsidy was sharply cut by 
~35% to ~Rs. 15 billion per year. Increasing the allocation, to a level equivalent to average of actual releases over the past 3-4 years, would be beneficial for the industry in 
order to attract capital investments in the downstream sectors (fabric-making and apparels), thereby facilitating higher value-addition in the country and reduced reliance on 
exports for intermediaries 

 Rationalisation of duty structure on man-made fibres, to enhance sector's competitiveness globally and increase share in the global textile trade - At present, man-made 
fibres attract a 12.5% excise duty. Further, rate of taxes on imports of some of the raw materials used in manufacturing man-made fibres is lower vis-a-vis rate on imports of 
finished products, which constrains competitiveness of the Indian man-made textile segment. Consequently, investments in the segment in the country have been lower as 
reflected in share of manmade fibres at 30% domestically vis-a-vis global average of 70%.  

 Continued funding allocation towards textile parks, with the aim of addressing prevailing constraints (such as infrastructure bottlenecks and dispersed value chain) and 
assisting small and medium entrepreneurs in the textile industry by providing them access to conducive infrastructure 

 

T e lecom  

The telecom services have witnessed significant growth in the last decade; however, the penetration in rural areas has remained weak. Given the Government’s focus on increasing 
broadband connectivity, especially in the rural pockets and push towards making India a less cash-dependent society, some measures should be announced to boost the broadband 
penetration in the rural parts of the country. Infrastructure companies should be encouraged to install towers in rural areas and telecom operators should be incentivised to improve 
network connectivity in those areas. Steps like allocation of more finances in a centralised fund to boost infrastructure creation in rural areas or providing some tax waivers could be 
initiated.  

Issues like taxation aspects for spectrum trading and sharing, for instance, whether the payments for spectrum trading or sharing are classified as royalty, also needs to be resolved. 
Apart from the above, the industry is also looking forward to a  resolution on pending issues like clarity on levy of service tax on spectrum acquired in auctions prior to October 2016, 
resolution of retrospective taxation matters, rebate on levy of withholding tax on Sim distributors and applicability of cenvat credit for telecom tower companies on input services and 
diesel.  
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F inancia l  Sector  

The state of the banking system, especially the Public Sector Banks (PSBs), remains an area of utmost concern. With rising bad debts and large capital needs to meet Basel III norms, 
PSBs would need to recover significantly from bad loans and mop up external capital so as improve the earning and solvency profile and to support the credit growth.  

As per ICRA’s assessment, the capital requirement of PSBs will be in the order of Rs. 1,500-1,800 billion until FY2017-FY2019 to meet the Basel III requirements. While banks can raise 
capital by issuing AT1 instruments, continued investor risk appetite will remain the key.  

Given the weak capitalisation levels of many PSBs, six of them reporting Tier 1 capitalisation at Sep 2016, lower than the regulatory level of 8.25% by March 2017, we would expect 
higher allocation from the Government towards capitalisation of PSBs as the current low valuations may pose challenges in banks raising equity from the markets.  



  

ICRA Limited                                                                                                                                                                                                                                                                          P a g e  | 14                           

  

        

 

 

 

 

   

 

 
CORPORATE OFFICE 

Building No. 8, 2nd Floor, Tower A; DLF Cyber City, Phase II; Gurgaon 122 002 

Tel: +91 124 4545300; Fax: +91 124 4545350 

Email: info@icraindia.com, Website: www.icra.in 

 

REGISTERED OFFICE 

1105, Kailash Building, 11th Floor; 26 Kasturba Gandhi Marg; New Delhi 110001 

Tel: +91 11 23357940-50; Fax: +91 11 23357014 

 

Branches: Mumbai: Tel.: + (91 22) 24331046/53/62/74/86/87, Fax: + (91 22) 2433 1390 Chennai: Tel + (91 44) 2434 0043/9659/8080, 2433 0724/ 3293/3294, 

Fax + (91 44) 2434 3663 Kolkata: Tel + (91 33) 2287 8839 /2287 6617/ 2283 1411/ 2280 0008, Fax + (91 33) 2287 0728 Bangalore: Tel + (91 80) 2559 7401/4049 

Fax + (91 80) 559 4065 Ahmedabad: Tel + (91 79) 2658 4924/5049/2008, Fax + (91 79) 2658 4924 Hyderabad: Tel +(91 40) 2373 5061/7251, Fax + (91 40) 2373 

5152 Pune: Tel + (91 20) 2552 0194/95/96, Fax + (91 20) 553 9231 

© Copyright, 2017 ICRA Limited. All Rights Reserved. 

 

All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable. Although reasonable care has been taken to 

ensure that the information herein is true, such information is provided 'as is' without any warranty of any kind, and ICRA in particular, makes no 

representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any such information. Also, ICRA or any of its group 

companies, while publishing or otherwise disseminating other reports may have presented data, analyses and/or opinions that may be inconsistent with the 

data, analyses and/or opinions in this publication. All information contained herein must be construed solely as statements of opinion, and ICRA shall not be 

liable for any losses incurred by users from any use of this publication or its contents. 

  

 

 

 

 

 

 

 


