o

Economic Overview & Key Expectations:
Union Budget2021-22



Table of Contents

EconomicOverview
Union Budget 2021-22: Key Macro Expectations
Union Budget 2021-22: Tax Related Issues

Union Budget 2021-22: Expectations for Key Sectors

11

Page | 1



The year 2020 was like no other. The pandemic, the ensuing health and economic crisis, the extent of
personallosses have been historic. The sheer spread of the crisis has been of a magnitude never seen
before having far reaching implications on the whole world.

India’s economic prospects along with the world’s were severely hit due to the pandemic. Our GDP
growth has been in the negative zone for two consecutive quarters - touching historic lows of (-)23.9
percentin Q1 2020-21 and (-) 7.5 percent in Q2 2020-21.

Nonetheless, there are promising signs on economic front, and we may be heading towards a V-
shaped recovery. We are well past the unlocking phase (even though some restrictions remain, major
part of the economy is open) and a considerable normalization of activities across sectors is being
noted. The results are evidently manifesting in the performance of lead indicators.

PMI for both manufacturing and services continue to be in the expansion zone over the past few
months. There has been growth in passenger vehicles/ two-wheeler sales, railway freight traffic, and
electricity consumption since September/ October. Going ahead, the recovery in rural demand is
expected to strengthen further and urban demand is also improving aided by restart of economic
activities and supportive government measures.

* PMI Manufacturing and Services, which had touched a historic low of 27.4 and 5.4 respectively in April 2020, have been
in the recovery mode. In fact, PMI Manufacturing Index has been expanding (i.e, reporting a value of over 50.0) since
August 2020 and touched a decadal high of 58.9 in Octaober 2020. The latest data point for the month of December has
beenreported at 56.4. The Servicesindex has also been in expansion mode - November 2020 (53.7) and December 2020
(52.3). ' ,,

¢ Index of Industrial Production (IIP) had recorded contraction by a whopping 57.3 percent in April this year, which gradually
narrowed to a 10.6 percent decline in July 2020 and an 7.1 percent decline in the month of August 2020. The data for
month of September 2020 reported a positive growth of 0.5 percent for the first time after six months, which further
improved to 4.2 percentin October 2020. However, the latest data for November has reported a decline by 1.9 percent.

¢ Data on passenger car sales reported a 6.4 percent y-o-y growth in September - which marked a break from over two years
(27 months) of negative growth in passenger car sales segment. The passenger car sales registered a positive growth in
October (3.7 percent) and December (3.9 percent), after witnessing a negative blip in November.

* A gradual pick up in e-way bill volumes has been noted. The e-way bill volume after touchingalow of about 8.6 million in
April 2020 has improved consistently. In the month of December 2020, the e-way bill volume stood at 64.2 million and is
very much back at the pre-Covid levels.

* Revenue earning freight traffic of major commodities reported a consecutive fall in y-0-y growth between March and July
2020. However, August 2020 onwards an uptick hasbeennoted. The Revenue Earning Freight Traffic of Major Commodities
(Quantity) reported a 3.9 percent growth in August on a y-o-y basis and over 15.0 percent y-o-y growth in both September
and October 2020. The latest number for the month of December reportsa growth of 8.7 percent.

Moreover, the developments on the vaccine front are encouraging - even though the recent strike by
mutant variants of the virus do pose a risk. The consumer confidence and business sentiment are also
improving gradually. The recovery in exports has been uneven but the success of vaccine deployment
across most advanced economies brightens the prospects of better exports growth going ahead.

Inflation over the last few months has been sticky, primarily due to food inflation. There has been
hardening of retail food prices, but this is largely due to supply side bottlenecks. However, the latest
data point for retailinflation has reported softening. CPl based inflation witnessed sharp moderation,
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and was reported at a fifteen-month low of 4.6 percent in December after remaining above the higher
end of comfortable inflation range of the RBI consecutively. The easing of price pressure can mainly
be attributed to a sharp plunge in food & beverages price index led especially by the decline in
vegetable prices.

The outlook for agriculture remains bright. The sector has exhibited significant resilience in the face
of the pandemic. While kharif sowing surpassed last year’s acreage, rabi sowing has also been
progressing well- recording nearly 2% y-o-y growth as on January 15, 2021. Good monsoons, higher
reservoir levels and strong growthin tractor sales indicate continuance of buoyancy in the agriculture
sector, going forward.

As per RBI’s latest assessment, annual growth is projected at (-) 7.5 percent in 2020-21, while
indicating a likely double-digit growthin next financial year [2021-22].

In fact, FICCI’s latest assessment of growth for 2020-21 is broadly in line with the Reserve Bank. The
latest round of FICCI’s Economic Outlook Survey puts forthan annual median GDP growth forecast for
2020-21 at (-) 8.0% - with a minimum and maximum growth estimate of (-) 8.6% and (-) 4.2%
respectively. The median growth forecast for agriculture and allied activities has been put at 3.5% for
2020-21; industry and services sector, on the other hand, are anticipated to contract — by (-) 10.0%
and (-) 9.2% respectively — during the year. Furthermore, our initial growth estimate for the next
financial year 2021-22 is projected at 9.6% with a minimum and maximum range of 7.5% and 12.5%
respectively.

However, several sectors especially the contact intensive service-based sectorsand MSMEs which are
highly employment intensive are yet to catch up. Private investors continue to remain wary and
capacity utilisation is yet to reach optimal levels.

Also, rising unemployment can further weaken demand in coming months. According to CMIE,
unemployment rate rose to a six-month high of 9.1% in December 2020. Further, as per FICCI's
Manufacturing Survey (Nov 2020), ‘Hiring outlook’ remains grim as 80% of the respondents mentioned
that they are not likely to hire additional workforce in the next three months.

Uncertaintyindemand has made entrepreneurs cautious of planning investments. According to CMIE,
both private and public sector companies announced new projects worth Rs 80,000 crore in the
December quarter, a 89% year-on-year decline and a 22% decline compared to the quarter ending
September 2020.

Thus, to ensure that recovery gains momentum and is sustained, there is a need for continued policy
support.

Nonetheless, throughout this testing time the approach of the government has been laudable - from
managing the lockdown to creation of healthcare facilities to handling the economy recoveryand last
but not least successfully testing the vaccines. The comprehensive policy packages announced by the
government have provided enormous support. The clarion call towards creating an ‘Atmanirbhar |
Bharat’ has indeed been visionary. The assistance extended by the government across sections of the
society has been exemplary - migrants, farmers, MSMEs, street vendors all have been taken care off.
Besides the spate in reforms related to defence, power sector, aviation was also notable and is
expected to bring much required momentum over the medium to long term.
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Stimulus Measures Amount (Rs crore) Focus Areas

Pradhan Mantri Garib Kalyan Package 192,800 Daily wage earners, women,
(PMGKP) farmers, health workers
Atmanirbhar Bharat Abhiyaan 1.0 1,102,650 Businesses including MSMEs
(May 13-May 17) Poor, including migrants and
farmers
Agriculture

New Horizons of Growth
Government Reforms and

Enablers
PMGKP Anna Yojana - extension of 5 months 82,911
from Jul - Nov
Atmanirbhar Bharat Abhiyaan 2.0 73,000 Supporting Consumption &
(October 12) Investment Demand
Atmanirbhar Bharat Abhiyaan 3.0 265,080 Multi sector boost- production
(November 12) linked incentive scheme for 10
sectors, real estate,

construction & infrastructure

RBI measures announced till 31st Oct 2020 1,271,200

Total 2,987,641

As a nation we have pushed ourselves to the limits and have come out as successful learners. And it is
time we use this experience to transform as a nation. The forthcoming Union Budget provides an
opportunity for the government to reiterate its commitment to build a New India.

We hope to see the next round of stimulus measures in the upcoming Union Budget 2021-22. it is of
utmost importance to keep the sail anchored as we pass through the last tail of this storm. This is
critical to enable a quick return to pre-covid level of output and facilitate acceleration of growth
thereafter. With continued support from Government, we will be able to see much better outcomes
in 2021.

FICCI Dhruva Pre-Budget Expectation Survey

The top three macro-economic themes which members of India Inc would like to see in the upcoming Budget are: demand
g

creation, greater infrastructure spendsand increased outlays for the social sector.
W — ——————— T — -
According to the survey results:

- Nearly 40% of the participants feel that ‘personal tax relief should be the key theme of direct tax proposals in this year’s
budget. . : i

- About 47% of the respondents have mentioned that their biggest ask from the government in respect of direct tax is
‘widening of the tax slabs’.

- An area closely related to demand is employment and majority of the survey participants (nearly 75%) supported
‘employment generation’ as the area for which tax incentives, exemptions should be provided by the government. The other
two areas which came up in the list of priorities for seeking tax incentives, exemptions are ‘innovation’ and ‘exports with
53% of the surveyed companies supporting these.

- The survey participants were also asked to highlight their current pain points from the taxation persp ective and how the
government can support them. Results show that ‘timely receipt ofrefunds’ is a key challenge faced by as many as 52% of
the respondents. This is closely followed by ‘tax compliances’ and ‘tax litigation’ with 49% and 43% of the responde nts
respectively reporting the same.
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