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Budget 2020-21–Expectations were sky high 

 

Finally the cat is out of the bag-amid heightened expectations that the govern-

ment will announce bold measures to bring the Indian economy back on the  

growth track, the finance minister Nirmala Sitharaman presented the Union 

Budget 2020-21. The common man expected a cut in income tax rates, while 

the industry pinned hopes on initiatives to promote economic growth. As per 

the Finance Minister, this budget was aimed at boosting incomes and enhanc-

ing purchasing power while stressing that the economy’s fundamentals were 

strong and inflation was contained. The Budget has meticulously crafted a 

roadmap in an endeavour to boost consumption and growth in the economy. 

There was emphasis on agricultural sector, wherein the FM unveiled 16-point 

action plan to revive the sector targeting doubling farmer income by 2022. The 

FM revised the tax slabs giving relief to tax payers and putting more money in 

the hands of small taxpayers. The Fiscal deficit target for FY20 is revised to 3.8 

per cent and for FY21 the target has been revised to 3.5 per cent. But the budg-

et had its misses as there was no announcement on reduction in Long-Term 

Capital Gain (LTCG) tax and there was no bold reform. The new personal in-

come tax regime also has various riders. Looking at the broad canvas, this 

budget could have focused more on key areas that needed attention to boost 

growth. However, given the limited resources the government had, as it faced 

declining revenue on account of the stimulus packages announced earlier the 

FM seems to have kept the house in order. Walking the tight rope, the Finance 

Minister has adhered to the fiscal consolidation path, even though there has 

been a minor slippage, but we believe that is largely in line with the street ex-

pectations which should bode well for the Indian rupee in medium term. We 

present below a crisp budget analysis on major points that impact the currency 

markets. 

http://www.religareonline.com/disclaimer


01 February, 2020 

www.religareonline.com 

Refer disclaimer - http://www.religareonline.com/disclaimer  

Union Budget 2020-21 
Impact on Currency Markets 

 

The fiscal deficit roadmap 

The scene so far was of a slowing economy and declining revenues. The deficit was increasing and it was ex-

pected to be 3.6 percent of GDP for FY20 as against the estimated figure of 3.3 percent of the GDP as pro-

posed in the previous budget. However, in the current budget the fiscal deficit target for FY20 has been re-

vised to 3.8 per cent. This seems in line with expectations as the economy is contracting and fiscal deficit was 

bound to increase in order to boost the Indian economy. For FY21, the target has been revised to 3.5 per 

cent. Given the slowdown in growth, this target for FY21 looks somewhat difficult and ambitious to achieve 

but still the government has been able to strike a balance and exercised fiscal prudence. The overall impact 

is likely to be positive for rupee in the medium term.  

Nominal GDP to grow by 10 percent during FY21 

The FM in its budget speech has estimated the normal GDP growth for 2020-21 at 10 per cent. She said that 

receipts for 2020-21 were pegged at Rs 22.46 lakh crore, expenditure was estimated at Rs 30.42 lakh crore. 

The revised estimated expenditure for FY20 has been pegged at Rs 26.99 lakh crore and the receipts at Rs 

19.32 lakh crore. Net market borrowings would be at Rs 4.99 lakh crore in FY20 and are estimated at Rs 5.36 

lakh crore in the next fiscal. She also added that the government expected tax buoyancy to take time and the 

recent cut in corporate tax may cause loss of revenue in short run, but is hopeful that the economy will reap 

huge returns in due course. 

FPI limit in corporate bonds hiked 

In her second Budget presentation, the FM plans to increase investment limit for foreign portfolio investors 

(FPI) in corporate bonds from 9 per cent to 15 per cent alongside certain government securities, which will 

be opened for foreign investors. The FM also proposed new debt-exchange traded funds comprising mainly 

of government securities. Hiking FDI limit in corporate bonds will help deepen the bond market and will 

bring in more inflows in the domestic market and improve sentiment thereby underpinning the domestic 

currency.   

DDT abolished  

The FM announced abolition of dividend distribution tax (DDT) which means companies will no longer be 

required to pay DDT. The revenue foregone due to DDT removal will be Rs 25,000 crore. Currently the gov-

ernment levies taxes at the rate of 20.35 per cent (this includes cess and surcharge) on the dividends dis-

tributed by companies to their shareholders. This used to leave less money in the hands of investors. But 

now companies will be paying out more to their shareholders thereby improving investor sentiment and 

making India an attractive investment destination. 
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Personal income tax relief 

There were heightened expectations among the common man regarding relief in income tax rates. FM 

Nirmala Sitharaman announced the launch of a new personal income tax regime which will help the middle-

class save taxes. She gave relief to individual tax payers and changed income tax slabs and cut income tax 

rates for earnings up to Rs 15 lakh per year, making it optional for taxpayers who will then have to let go of 

70 exemptions. As per the new income tax structure, those with a taxable income of  Rs 5 lakh will not have 

to pay any tax. The new tax slabs and rates stands as follows: 10 percent for taxable income between Rs 5 

lakh-7.5 lakh, 15 percent for taxable income between Rs 7.5 lakh-10 lakh, 20 percent for taxable income 

between Rs 10-12.5 lakh, 25 percent for taxable income between Rs 12.5 -15 lakh, 30 percent for taxable 

income above Rs 15 lakh. This relief in tax structure will put more money in the hands of small taxpayers 

which is likely to boost consumption, which is positive for the Indian  rupee.  

LIC divestment 

Finance Minister Nirmala Sitharaman has proposed to list Life Insurance Corporation while planning to 

offload its stake in the fully owned LIC. Listing of LIC is in line with the government's aim of selling stake in 

government entities which will help to shore up the government finances. The government has pegged dis-

investment target for FY21 at Rs 2.11 lakh crore while it had set a target of Rs 1.05 lakh crore in FY20. 

Listing of LIC is going to be a big event, given the size of LIC balance sheet even a 25 per cent disinvestment 

would mean big money that will shore up government finances. The intent to list LIC shows the govern-

ment’s commitment towards disinvestment and improving the overall market sentiment.   

Rupee outlook 

Given the government's focus on agriculture with its 16 point action plan to revive agricultural sector and 

doubling of farmer income by 2022, there will be increase in rural incomes. With reduction of income tax 

rates, there will be more money in the hands of small taxpayers. On the fiscal deficit front, the government 

has exercised fiscal prudence and adhered to the fiscal consolidation path. But going forward it will be a 

challenge to meet the fiscal deficit target given the need for reviving growth. The abolishment of Dividend 

Distribution Tax (DDT), means the companies will be paying out more to their shareholders thereby improv-

ing investor sentiment. However the expectations of the markets from the budget were sky high but bold 

measures to kick start the economy were lacking. Still given the resources, the FM has done a balancing act. 

Given the fact that the equity markets have reacted negatively post the budget, the immediate impact on 

rupee is likely to be slightly negative, but in the medium term we expect rupee to find support around the 

72.50 mark. Going forward, global factors like the US Fed rate trajectory, crude oil prices and other global 

headwinds like coronavirus outbreak will steer the rupee. 
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Before you use this research report , please ensure to go through the  disclosure inter-alia as required under 

Securities and Exchange Board of India (Research Analysts) Regulations, 2014 and Research Disclaimer  at  

the following link : - http://www.religareonline.com/disclaimer 

Specific analyst(s) specific disclosure(s) inter-alia as required under Securities and Exchange Board of India 

(Research Analysts) Regulations, 2014 is/are  as under :  

A. Statements on ownership and material conflicts of interest , compensation– Research Analyst (RA)  

(Please note that only in case of multiple RAs, if in the event answers differ inter-se between the RAs, then 

RA specific answer with respect to questions under F (a) to F(j) below, are given separately) 

S.No. Statement Answer (Tick appropriate) 

    Yes No 

 A. 

I/we or any of my/our relative has any financial interest in the subject 

company? [If answer is yes, nature of Interest  is given below this 

table] 

  No 

 B. 

I/we or any of my/our relatives, have actual/beneficial ownership of 

one per cent. or more securities of the subject company, at the end of 

the month immediately preceding the date of publication of the re-

search report or date of the public appearance? 

  No 

 C. 

I / we or any of my/our relative, has any other material conflict of inter-

est at the time of publication of the research report or at the time of 

public appearance? 

   No 

 D. 
I/we have received any compensation from the subject company in the 

past twelve months? 
   No 

 E. 
I/we have managed or co-managed public offering of securities for the 

subject company in the past twelve months? 
   No 

 F. 
I/we have received any compensation for brokerage services from the 

subject company in the past twelve months? 
   No 

 G. 

I/we have received any compensation for products or services other 

than brokerage services from the subject company in the past twelve 

months? 

   No 

 H. 
I/we have received any compensation or other benefits from the sub-

ject company or third party in connection with the research report? 
   No 

 I. 
I/we have served as an officer, director or employee of the subject 

company? 
   No 

 J. 
I/we have been engaged in market making activity for the subject com-

pany? 
   No 
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