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INTERPRETING THE BUDGET 
 

The Union Budget 2011-12 has proved to be a fine balancing act between giving a boost to 
growth and at the same time, fire-fighting inflationary trends. Considering the difficult macro-
economic scenario, the Finance Minister (FM) has hit the nail on the head by focusing on the 
supply side reforms. This will ensure that the country not only fights the temporary devil of 
inflation, but also races fast on the track to growth. The Budget speech had an optimistic 
undertone with the Finance Minister claiming that swift and broad based growth in FY 2010-
2011 has put the Indian economy back to its pre-crisis growth trajectory. The FM sees GDP 
growth of between 8.75% to 9.25% for FY12.  

 

 
1. Inflation – High food inflation continues to be a matter of principal concern. This needs 

to be managed by improving supply response of agriculture to expanding domestic 
demand. The budget has addressed this concern by taking the flowing steps: 

a. Increase in allocation to Rashtriya Krsihi Vigyan Yojana (RKVY) 

b. Credit flow for farmers raised to Rs. 475000 crs from Rs 375000 crs.  

c. Interest subvention to farmers enhanced to 3% from 2% on short term loans. 

d. Enhanced capital base of NABARD by Rs 3000 crs in phased manner. 

e. Rs. 10, 000 crs to be contributed to NABARD’s Short Term Rural Growth Fund in 
2011-12.   

f. In a major move, the Government has proposed a direct transfer of cash subsidy 
to people living below poverty line for better delivery of kerosene, LPG and 
fertilizers. 

 

2. Fiscal Deficit – As prescribed by Fiscal Responsibility and Budget Management (FRBM) 
Act, 2003, the Union Government is required to achieve a sub 5% fiscal deficit in 2011-
12. In line with the target, the Government is committed to bringing down Fiscal deficit 
to 5.1% for FY11. Further, the Government has targeted a fiscal deficit of 4.6% for FY12, 
which will be progressively reduced to 3.5% by FY14.  

a. The Net market borrowing of Government through dated securities would be Rs. 
3.43 lakh for FY12.  

b. The Government has estimated non-tax revenue receipts of Rs. 1.25 lakh crores.  
c. Rs. 40, 000 crores to be raised through disinvestment in FY12. 

  
28th February, 2011. 

      BUDGET ANALYSIS 
 



  
 

Tata Securities Limited                        Page 2 
 

3. FII Flows – The Government, recognizing the need to encourage both FII and FDI flows 
into the economy has taken the following steps: 

a. Discussions underway to further liberalize FDI policy. 

b. SEBI registered mutual funds permitted to accept subscription from foreign 
investors who meet KYC requirements for equity schemes. 

a. To enhance flow of funds to infrastructure sector, the FII limit for investment in 
corporate bonds issued in infrastructure sector being raised. 

 

4. Direct Taxes – The Direct Taxes Code (DTC) is proposed to be effective from 1st April, 
2012. In addition to this major move, the Finance Minister has taken numerous small 
steps to ease the tax burden as: 

a. Exemption limit for the general category of individual taxpayers enhanced from 
Rs. 1, 60,000 to Rs. 1, 80,000 giving uniform tax relief of Rs. 2,000. 

b. Exemption limit enhanced to Rs. 2, 50,000 and qualifying age reduced for senior 
citizens to 60 years from 65 years of age. 

c. Higher exemption limit of Rs. 5, 00,000, for Very Senior Citizens, who are 80 
years or above. 

d. Current surcharge of 7.5% on domestic companies proposed to be reduced to 
5%, while MAT enhanced to 18.5% of book profits from 18% earlier. 

e. Additional deduction of Rs. 20,000 for investment in long-term infrastructure 
bonds proposed to be extended for one more year. 

 

5. Indirect Taxes – As a step towards transition to GST, the Constitution Amendment Bill to 
be proposed to be introduced in the current session of parliament. Coming to specific 
indirect taxes, the rates of service tax, excise duty and peak rate of customs duty to 
remain unchanged.  

a. Reduction in number of exemptions in Central Excise rate structure and Nominal 
Central Excise Duty of 1% imposed on 130 items entering in the tax net. 

b. Basic customs duty reduced on specified agricultural machinery and micro-
irrigation equipments.  

c. Rate of Export Duty for all types of iron ore enhanced and unified at 20% ad 
valorem. Full exemption from Export Duty to iron ore pellets. 

d. Basic Custom Duty on two critical raw materials of cement industry viz. petcoke 
and gypsum is proposed to be reduced to 2.5%. 

a. New services brought under the net of Service tax including hotel 
accommodations in excess of Rs. 1000 per day, AC restaurants serving liquor, AC 
hospitals with more than 25 beds, etc.  
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6. Impact on Various Sectors  
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  
 

Tata Securities Limited                        Page 4 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Our Verdict on the Union Budget – Growth Oriented with a degree of cautious optimism. 
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or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The analyst(s), principally responsible for the 
preparation of this research report, receives compensation based on overall revenues of the company (Tata Securities Limited, hereinafter referred to as TSL) and 
has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.  

 

Disclaimer  

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. TSL is not 
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from 
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the 
reader. 
  

This research has been prepared for the general use of the clients of the TSL and must not be copied, either in whole or in part, or distributed or redistributed to any 
other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all 
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indirectly, in the United States or Canada or distributed, or redistributed in Japan to any residents thereof. The distribution of this document in other jurisdictions 
may be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should inform themselves about, and 
observe, any such restrictions.  
 

It is confirmed that Priyanka Damle, the author of this report have not received any compensation from the companies mentioned in the report in the preceding 12 
months. Our research professionals are paid in part based on the profitability of TSL, which include earnings from other business. Neither TSL nor its directors, 
employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost 
profits that may arise from or in connection with the use of the information contained in this report.  

 

The report is based upon information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, 
complete or up to date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. TSL or any of its 
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information 
contained in this report. TSL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter 
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The 
recipients of this report should rely on their own investigations.  

TSL and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities related to the information contained in this report. 
To enhance transparency, TSL has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the 
views expressed in the report.  
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4. TSL ownership of any stock related to the information contained : NIL  
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This information is subject to change without any prior notice. TSL reserves at its absolute discretion the right to make or refrain from making modifications and 
alterations to this statement from time to time. Nevertheless, TSL is committed to providing independent and transparent recommendations to its clients, and 
would be happy to provide information in response to specific client queries.  
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expressed are subject to change without any notice. Neither the company nor the director or the employee of TSL accepts any liability whatsoever for any direct, 
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