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The budget presented a few hours back by Finance Minister Pranab Mukherjee was a populist budget 
focused on rural sector with increased plan capital expenditure. It emphasized on reining expenditure for 
fiscal consolidation with fiscal deficit for FY12 budgeted at 4.6%, lower than consensus expectation. For 
FY11, fiscal deficit was lowered to 5.1% vs 5.5% budgeted. Inflation remained a prime concern as it 
affects ‘aam admi’ and budget addressed the supply side constraints of agriculture sector. FM also 
emphasized on reforms (DTC, GST, FDI etc) and initiatives to deal with corruption.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 

 

 
                                                                                                               28 February, 2011 

Economy Update 

Budget FY12: A populist budget that also talked about reforms and fiscal consolidation 

Highlights of the budget 
• According to FM, Budget 2011-12 to serve as a transition towards a more transparent 

and result oriented economic management system in India. Structural concerns on 
inflation management to be addressed by improving supply.  

• Direct Taxes Code (DTC) to be effective from April 1, 2012. Goods and Services Tax 
(GST) Bill proposed to be introduced in this session of Parliament. 

• Rs 40,000 crore to be raised through disinvestment in 2011-12. 
• To tackle the food inflation various initiatives taken that include: green revolution, 

development of pulses villages, vegetable clusters, promotion of Protein based food 
production, agriculture credit, improvement in storage capacity etc. 

• Share of manufacturing in GDP expected to grow from about 16% to 25% over 10 
years. Govt will come out with manufacturing policy. FDI policy to be liberalised. 
Capital investment in fertiliser production proposed to be included as infrastructure 
sub-sector. 

• Five fold strategy to be put into operation to deal with the problem of generation and 
circulation of black money. 

• Inclusive growth was emphasized. UID mission will help in direct delivery of cash 
subsidy. From Oct, ten lakh Aadhaar numbers will be generated per day. 

• FII allowed to invest in mutual funds. FDI in MFs expected. But 30% tax on income 
distributed by MFs 

 
Tax initiatives 

• Exemption limit for individual taxpayers enhanced from Rs 1,60,000 to Rs1,80,000 
giving uniform tax relief of Rs 2,000. Additional deduction of Rs 20,000 for infra bonds.  

• Current surcharge of 7.5% on domestic companies proposed to be reduced to 5%. 
MAT increased from 18% to 18.5%.   

• Tax incentives extended to attract foreign funds for financing of infrastructure. FII limit 
on corp bonds increased by Rs 20,000 cr.  

• Excise Duty exemption for domestic suppliers producing capital goods needed for 
expansion of existing mega or ultra mega power projects.  

• Several new services under the service tax net.  
• Proposals relating to Direct Taxes estimated to result in a revenue loss of Rs 11,500 

cr and those to Indirect Taxes estimated to result in net revenue gain of Rs 11,300 cr. 
 
Bottomline: 
• It was a tough job for Pranab Mukherjee to balance increased support for agriculture, 

education, health, rural sector while reducing deficit to curb inflation.  
• Expenditure increased by only 3.4% in FY12 that showed Govt resolve in curbing 

deficit. Although plan capital expenditure was increased, non-plan capital expenditure 
sharply declined and thereby overall capital expenditure came lower than FY11. This 
may not be good for infrastructure deficient country like India.  

• Also, without some serious reforms, it will be difficult to lower the subsidy bill as 
budgeted. High crude oil price will increase oil subsidy unless both Petrol and Diesel 
prices are deregulated. If Food Bill is introduced, the food subsidy will be much higher.  

• Market did immediately cheer the budget on Govt’s initiatives on agriculture, tax 
policies, fiscal consolidation but later on gave up some gain on concern of Govt’s 
ability to meet the expenditure target without overshooting. 
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Fiscal Deficit for FY11 at 5.1% of GDP vs 5.5% budgeted; for FY12, fiscal deficit at 4.6% of GDP 
• Fiscal deficit for FY11 improved on higher auction revenues and increased nominal GDP despite 

expenditure for FY11 increasing by 19% yoy as against budgeted 8.5%.  
• Compared to last fiscal, expenditure for FY12 is budgeted to increase at mere 3.4%, slowest in last 

several years. Within expenditure, plan expenditure is increased but non-plan expenditure declined due to 
sharp decline in non-plan capital expenditure. Non-plan revenue expenditure for FY12 remained almost at 
the same level. The overall capital expenditure for FY12 actually declined by 1.4%.  

• Nominal GDP for FY12BE has been projected at 14% yoy. 

 

 
Net and gross market borrowings are less than market consensus 
As seen in the table below, the net borrowing for FY 11 was budgeted at Rs 3.43 lakh cr and gross market 
borrowing would be Rs 4.17 cr. There are no off-budget items for FY11. 
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Budget – in Charts 
Total Expenditure growth at 3.4% yoy is much lower than last 10 yr average of 14%  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Interest payment, subsidy and defense are big-ticket items of Non-plan expenditure 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Subsidy bill in FY11 increased by Rs 480 bn (41% yoy) from the budgeted estimate 
 
 
 
 
 
 
 
 
 
 
   
 

Non-plan expenditure accounts for 65% of total; 
Share of Plan expenditure increased 

Int payment is 37% of Non-plan Rev expenditure 

 

Subsidies budgeted lower in FY12; without reforms 
expect slippage 

High oil price and introduction of food bill 
increases possibility of higher Oil-Food subsidy 

 

Share of Capital expenditure remained almost flat 
but growth declined - negative for infrastructure 

deficient economy like India 

Total Expenditure budgeted to grow at a low 3.4% 


