1 February 2024
MoTILAL OSWAL

Union Budget 2024-25

Government stays focused on long-term macro stability
Committed to achieving fiscal deficit of 4.5% of GDP by FY26

The Interim Union Budget 2024 was presented on 1* Feb’24. Although the Finance

Minister had already informed that no “spectacular announcements” were
forthcoming, the market participants had some expectations. However, the
government did not announce any new schemes or incentives and followed the
fiscal deficit consolidation path by maintaining its investment-led spending growth
strategy.

Fiscal deficit budgeted at 5.1% of GDP in FY25BE, reduced to 5.8% of GDP in
FY24RE: In stark contrast to the market expectations of 5.3-5.4% of GDP (and our
forecast of 5.2% of GDP), the Government of India (Gol) has budgeted a fiscal deficit
of 5.1% of GDP for FY25, implying a consolidation of 70 basis points (bp) next year.
Moreover, the Gol has also lowered its deficit target for FY24 to 5.8% of GDP,
notwithstanding the fact that the nominal GDP growth estimate for FY24 was also
revised down. Therefore, the fiscal deficit for FY24 is revised down to INR17.35t
from the target of INR17.87t. For FY25, the fiscal deficit is budgeted at INR16.8t.
Total liabilities of the Gol are likely to ease to 56% of GDP in FY25BE from 56.9% of
GDP in FY24RE, owing to lower national small saving funds (NSSF). The Gol has
budgeted gross market borrowings (GMBs) at INR14.1t in FY25BE vs. INR15.4t in
FY24RE, and net market borrowings (NMBs) and NSSF are kept unchanged at
INR11.8t and INR4.7t, respectively.

Tax receipts could surpass the budgeted growth of 12.5%/11.5% YoY in
FY24RE/FY25BE: The Gol has raised its FY24 gross tax receipt forecasts by INR760b
to INR34.4t. However, due to higher devolution and lower divestments, total
receipts are raised by only INR400b. The Gol has budgeted 11.5% growth in gross
taxes for FY25, with total receipts growing by 11.8%. As highlighted in our Budget
preview, we believe that gross taxes could be higher due to corporate income
taxes. Therefore, while we expect gross taxes and receipt growth for FY25 at ~12%
(similar to FY25BE), we believe that total receipts could come in at INR31.3t, about
INR500b higher than FY25BE. Further, the Gol has halved its divestment receipts to
INR300b in FY24 and budgeted it at INR500b for FY25 (in line with our forecasts).

Gol continues to focus on better spending quality: At a time when there were high
expectations to announce measures to support the rural sector, the Gol kept
revenue expenditure growth at just 3.2% YoY, and propelled capital expenditure
(capex) strongly for the fifth consecutive year. Excluding interest payment subsidies,
revenue expenditure is budgeted to grow 5.7% YoY in FY25, marking the slowest
growth in 12 years. The Gol’s capital spending, however, is budgeted to grow 16.9%
YoY in FY25BE (due to downward revision in FY24), following an average of 30% YoY
during FY21-FY24RE. Since the Gol’s total expenditure is budgeted to grow just 6.1%
in FY25BE, the share of capital spending is budgeted to rise to 23.3% of total
spending, marking the highest share in the past three decades.
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IEBR capex finally expected to grow after four years of consecutive declines:
Notably, as highlighted in our recent report, a large portion of the Gol’s higher
capex is re-allocated from the internal and extra-budgetary resources (IEBR) of
central public sector enterprises (CPSEs). After declining at an average of 10%
during the last four years, IEBR capex is expected to grow 2.4% YoY in FY25BE.

Overall, notwithstanding the general elections, the Gol’s ability to resist any
populist schemes or incentives is extremely commendable. Moreover, given the
fact that it has budgeted a fiscal deficit of 5.1% of GDP for FY25 (and lower than
budgeted in FY24RE), the Gol looks serious about its (tall) task of achieving 4.5%
of GDP by FY26. This clearly shows that the Gol is totally committed to long-term
macro-economic stability, even if it comes at the expense of growth in the short
term.
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Market strategy

The Vote-on-Account was presented against the backdrop of a bullish macro and
micro environment for India, with equity markets reaching new highs. Further, this
was the last budget before the forthcoming Lok Sabha Elections in Apr-May’24, and
thus expectations of some populism were not unfounded considering the
underlying weak consumption demand in the economy, especially in rural India.

However, the Budget presented by the Honorable Finance Minister has eschewed
populism and instead adhered to the path of fiscal consolidation without making
any populist announcements for any section of the society. There were no changes
or adjustments to direct or indirect taxes. In an election year, the government is
proposing a modest 3.2% revenue expenditure growth with no increase in
allocation for any subsidy/rural spending. The budget maintains its emphasis on
capex, with a 17% higher allocation for capital spending in FY25 BE (capex has gone
up to INR9.5t in FY24 RE from INR3.1t in FY19).

As in the recent past, the budget math appears quite credible with 10.5% nominal
GDP growth and 5.1% fiscal deficit for FY25E. This highlights the government’s
intent to achieve the 4.5% fiscal deficit target committed for FY26. This will keep the
10Y yields under check and provide a conducive framework for higher private capex
in the economy. The bond market, of course, reacted favorably. Sticking to fiscal
consolidation in a year of high-stake general elections augurs well strategically from
the country’s rating perspective, even as India prepares for its inclusion in the global
bond indices.

Consumption, however, has not received any push in the budget from a near-term
perspective. Therefore, to that extent, it’s a dampener. Corporate earnings in
3QFY24 have once again highlighted the prevailing weak consumption demand in
the economy.

Overall from an equity market perspective, we believe the budget further reinforces
India’s strong macro-micro positioning in an increasingly fragile world. Equity
markets would benefit from a long-term focus on fiscal consolidation and capex, in
our opinion. Combination of 7% GDP growth and ~15% Nifty earnings CAGR over
FY24-26, supported by a stable currency and moderating inflation puts India in a
quasi-goldilocks scenario, in our view.

We anticipate the market to quickly discount the budget and shift focus to the
trajectory of corporate earnings growth, which has remained resilient so far in
9MFY24 (albeit, witnessing some challenges with downgrades outweighing
upgrades in 3QFY24). We continue to expect 20%+ earnings growth for Nifty in
FY24. Valuations for Nifty remain in line with its LPA at 19.5-20x one- year forward
earnings. We prefer PSU Banks, Industrials (Capital Goods, Cement), Real Estate,
Consumer Discretionary and NBFCs, while we are UW on IT, and Metals. We
recently upgraded Energy to Neutral and downgraded Auto and Pharma to Neutral
in our model portfolio revision

Top ideas: Large-caps — L&T, SBI, ICICI Bank, Coal India, Titan, M&M, Gail, ITC, HCL
Tech, Cipla.

Mid-caps — Indian Hotels, Zomato, Godrej Property, Sobha Developers, Dalmia
Bharat, Angel One, IIFL Finance, PNB Housing, Lemon Tree, Restaurant Brands Asia.
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Sharp focus on fiscal consolidation
Fiscal deficit targeted at 5.1%/5.8% of GDP in FY24RE/FY25BE

India's Finance Minister Nirmala Sitharaman on 1st Feb’24 presented the Interim
Union Budget 2024-25. The Gol committed to fiscal prudence rather than
announcing big populist measures in the run-up to Lok Sabha elections in Apr-
May’24. Overall, the Gol has budgeted a much slower growth in total spending
(6.1% in FY25BE vs. 7.1%/10.5% in FY24RE/FY23) and robust receipts growth (11.8%
in FY25BE vs. 12.2%/11.3% in FY24RE/FY23) in order to achieve a fiscal deficit target
of 5.1% of GDP by FY25.

While the government raised its total receipt estimates to INR27.6t in FY24RE (from
INR27.2t in FY24BE), the expenditure target was reduced to INR44.9t in FY24RE
(same as in FY24BE). After making these changes, the fiscal deficit stands at
INR17.3t in FY24RE (from INR17.9t in FY24BE). Consequently, the fiscal deficit is
expected to come down to 5.8% of GDP in FY24RE from 5.9% of GDP in FY24BE,
despite a lower nominal GDP growth of 8.9% YoY in FY24 vs. earlier expected 10.5%
YoY in FY24BE.

For FY25, the Gol expects total receipts to rise 11.8% YoY to INR30.8t in FY25BE (vs.
our forecast of 12% YoY growth). Further, total expenditure is budgeted to grow
6.1% YoY to INR47.7t (vs. our assumption of 5.9% YoY growth). Consequently, in
stark contrast to the market expectations of 5.3-5.4% of GDP (and our forecast of
5.2% of GDP), the Gol has budgeted a fiscal deficit of 5.1% of GDP for FY25, implying
a consolidation of 70bp next year (refer to Exhibit 1).

Exhibit 1: Trends in fiscal deficit over the past two decades; fiscal deficit expected to decline to 5.1% of GDP in FY25BE
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Source: Government, MOFSL

The Gol has budgeted gross market borrowings (GMBs) at INR14.1t in FY25BE vs.
INR15.4t in FY24RE, while net market borrowings (NMBs) and NSSF are kept
unchanged at INR11.8t and INR4.7t, respectively. It means that around 28% of the
fiscal deficit in FY25BE is planned to be financed through small savings vs. 23%/27%
in FY23/FY24RE (Exhibit 2 and 3).
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Exhibit 2: NMBs pegged at INR11.8t in FY25 and short-term Exhibit 3: Over one-fourth of the fiscal deficit is expected to

borrowings at INR0.5t be financed by small savings
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Exhibit 4: Union Budget 2024-25 in numbers

FY22 FY23 FY24RE FY25BE
INR t INR t INRt % YoY % of GDP INR t % YoY % of GDP

Total receipts 221 24.6 27.6 12.2 9.3 30.8 11.8 9.4
Revenue receipts 21.7 23.8 27.0 13.3 9.1 30.0 11.2 9.2
Gross taxes 27.1 30.5 34.4 12,5 11.6 38.3 11.5 11.7
Net taxes 18.0 21.0 23.2 10.8 7.8 26.0 11.9 7.9
Direct taxes 14.1 16.6 19.5 17.2 6.6 22.0 13.1 6.7
Corporation taxes 7.1 8.3 9.2 11.7 3.1 10.4 13.0 3.2
Income taxes 7.0 8.3 10.2 22.7 34 11.6 13.1 3.5
Indirect taxes 13.0 14.0 14.9 7.0 5.0 16.3 9.4 5.0
Customs 2.0 2.1 2.2 2.5 0.7 2.3 5.8 0.7
Excise duties 3.9 3.2 3.0 -4.8 1.0 3.2 5.0 1.0
Goods & services tax (GST) 7.0 8.5 9.6 12.7 3.2 10.7 11.6 33
Devolution to States 9.0 9.6 11.1 16.4 3.8 12.3 10.4 3.8
Non-tax revenue 3.7 2.9 3.8 31.7 1.3 4.0 6.4 1.2
Non-debt capital receipts 0.4 0.7 0.6 -22.4 0.2 0.8 41.1 0.2
Divestment 0.1 0.5 0.3 -34.8 0.1 0.5 66.7 0.2
Total expenditure 37.9 41.9 44.9 7.1 15.1 47.7 6.1 14.5
Core spending 24.8 26.9 29.9 11.5 10.1 31.7 5.7 9.7
Revenue expenditure 32.0 34.5 35.4 2.5 11.9 36.5 3.2 11.2
Interest payments 8.1 9.3 10.6 13.7 3.6 11.9 12.8 3.6
Defense 5.0 5.8 4.4 -23.8 1.5 4.1 -7.0 13
Subsidies 2.3 2.6 3.0 16.6 1.0 2.8 -5.3 0.9
Pensions 2.0 2.4 2.4 -1.5 0.8 2.4 0.7 0.7
Grants to states/UTs 6.2 6.5 5.9 -9.4 2.0 6.2 4.9 1.9
Non-defense pay/allowances 2.5 2.7 2.9 7.5 1.0 3.1 7.0 1.0
Other 3.4 2.5 2.9 16.1 1.0 2.6 -11.1 0.8
Capital expenditure 5.9 7.4 9.5 284 3.2 11.1 16.9 3.4
Fiscal deficit 15.8 17.4 17.3 5.8 16.9 5.1
Revenue deficit 10.3 10.7 8.4 2.8 6.5 2.0
Capital deficit 5.5 6.7 8.9 3.0 10.3 3.1
Primary deficit 7.8 8.1 6.8 2.3 5.0 1.5

Nominal GDP 235 272 296.6 8.9 327.7 10.5

Source: Union Budget documents, MOFSL
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Tax receipts could grow faster than targeted in FY24RE/FY25BE

The Gol has raised its FY24 total receipts to INR27.6t from INR27.2t budgeted,
owing to higher gross tax collections. The Gol has raised its FY24 gross tax receipt
forecasts by INR760b to INR34.4t. However, due to higher devolution and lower
divestments, total receipts are revised up by only INR400b. The higher revision in
gross tax collections in FY24 is mainly due to INR1.2t higher collections of income
taxes (INR 10.2t in FY24RE vs. INR9.0t in FY24BE). On the other hand, indirect tax
collections are lowered by INR454b in FY24RE (INR14.9t in FY24RE vs. INR 15.4t in
FY24BE). The lower revision mainly stemmed from a fall in excise and customs duty
collections. Non-tax revenue receipts have been revised higher to INR3.8t in FY24RE
from INR3.1t in FY24BE, mainly led by high dividends received in this fiscal — INR1.5t
in FY24RE vs. INR0O.9t in FY24BE.

The Gol has budgeted 11.5% growth in gross taxes for FY25, with total receipts
growing by 11.8% (Exhibit 5). Within total receipts, net tax receipts are expected to
grow by ~11.9% YoY in FY25BE (10.8% in FY24BE) and non-tax receipts are expected
to grow by 6.4% (vs. 31.7% in FY24RE). Therefore, net taxes are likely to account for
~84% of total receipts in FY25 (flat vs. FY24), while non-tax receipts are likely to
account for ~13% of total receipts in FY25, lower than 14% in FY24 (Exhibit 6).

Exhibit 5: Receipts expected to grow decently in FY25BE... Exhibit 6: ...and taxes to account for 84% of receipts
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Source: Union Budget documents, MOFSL

Due to 12.5% YoY growth in ~ Tax buoyancy is budgeted to moderate in FY25BE
gross tax revenue and 8.9% Due to 12.5% YoY growth in gross tax revenue and 8.9% YoY growth in nominal
YoY growth in nominal GDP, GDP, the Gol expects a tax buoyancy of 1.4x in FY24RE vs. 0.8x in FY23. However,
the Gol exPeds atax the Gol has budgeted a lower tax buoyancy of 1.1x in FY25 (Exhibit 7) due to a
buoyancy of 1.4x in FY24RE, latively high inal h . £10.5% in FY25 and a |
higher than 0.8x in FY23. relatively higher nominal growth expectation of 10.5% in and a lower gross tax
revenue growth of 11.5%.
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Gol lowers disinvestment target
The Gol has halved its divestment receipts to INR300b in FY24 and budgeted it at
INR500b for FY25, in line with our forecasts (Exhibit 8).

As highlighted in our Budget preview, we believe that gross taxes could be higher
due to corporate income taxes. Therefore, while we expect gross taxes and
receipt growth for FY25 at ~12% (similar to FY25BE), we believe that total receipts
could be INR31.3t, about INR500b higher than FY25BE.

Exhibit 7: Gross tax buoyancy expected at 1.4x in FY24
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Exhibit 8: Divestment target lowered to INR300b in FY24
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Total spending budgeted to grow 6.1% YoY in FY25BE

Total Gol spending The Gol’s total spending is budgeted at INR47.7t in FY25BE, implying 6.1% YoY
budgeted to grow atthe  growth, the lowest in 19 years (Exhibit 9). Excluding interest payments and
lowest rate in 19 years in subsidies, the primary spending of the Gol is budgeted to grow 5.7% YoY, the lowest
FY25 in 12 years. If so, the fiscal impulse for economic growth is likely to subside next
year. As a percent of GDP, it is budgeted to drop to 14.5% of GDP in FY25 from
15.1% of GDP in FY24RE (Exhibit 10).

Exhibit 9: Total spending growth budgeted to increase 6.1%  Exhibit 10: Total spending budgeted to decelerate to 14.5%

in FY25BE followed by 7.1% YoY in FY24RE of GDP in FY25BE
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Source: Government, MOFSL

Total spending growth of  Within total spending, capital spending is budgeted to grow 16.9% YoY in FY25BE
6.1% YoYin FY25islargely  (partly supported by a downward revision in FY24RE), following an average of 30%
ai‘_jed bY 16.9% YC?Y growth YoY during FY21-FY24RE. The Gol’s capital spending has surged by more than 3x in
in capital spending of the the past five years to INR11.1t in FY25BE, from INR3.4t in FY20. Revenue spending,

eot on the other hand, is expected to grow by 3.2% YoY next year, not very different
from 2.5% in FY24RE. Excluding interest payments and subsidies, revenue
expenditure is budgeted to grow 0.5% YoY in FY25, marking the slowest growth in
51 years. Thus, the share of capital spending is budgeted to rise to 23.3% of total
spending, marking the highest share in the past three decades (Exhibits 11, 12).
Exhibit 11: Capital spending (as a % of total spending) is Exhibit 12: ...as capex is expected to grow 16.9% YoY during
budgeted to rise to a 30-year high in FY25BE... the year
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Source: Union Budget documents, MOFSL
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The total government capex
is budgeted at 3.6% of GDP
in FY25, same as in FY24RE

Union Budget 2024-25

Center’s capex budgeted to grow 15% YoY in FY25BE

The Gol has budgeted a total capital spending of INR11.1tn in FY25 vs. INR9.5t in
FY24RE (lowered from INR10.0t in FY24BE). This implies a growth of 16.9% YoY in
FY25BE, following an average growth of 30% in during FY21-FY24RE. However,
excluding loans and advances (INR1.2t) and equity infusion into BSNL (INR831b), the
Gol’s actual capex is budgeted at INR8.9t in FY25 vs. INR7.7t in FY24RE (a growth of
15% in FY25BE vs. an average of 23.5% in the last 4 years).

Combined capex to grow 11.5% YoY

Notably, IEBR capex is budgeted at INR3.1t in FY25BE vs. INR3.0t in FY24RE.
Consequently, IEBR capex is expected to grow 2.4% YoY in FY25BE after declining at
an average of 10% during the last four years. As a percentage of GDP, CPSEs’ capex
is likely to fall to 0.9% in FY25 (1.0% of GDP in FY24RE) and that of the government
is expected to increase to 2.7% of GDP from 2.6% in FY24RE.

Therefore, the combined capex is projected to increase only by 11.5% YoY in
FY25BE vs. an average growth of 10% in the last two years and 12.5% in FY24RE.
As % of GDP, combined capex is estimated at 3.6% of GDP (lower than pre-Covid

levels of 3.9% of GDP) in FY25 but similar to FY24RE and slightly higher than FY23
(Exhibit 13).

Exhibit 13: While the Center’s capex as % of GDP is expected to rise, that of CPSEs is expected to reduce further in FY25BE

Capital outlays (% of GDP)
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# Excluding loans and advances and BSNL capital infusion

Rural spending to contract

for the second consecutive

year in FY25BE

*Excluding Department of food & public distribution
Source: Union Budget documents, MOFSL

Rural spending to contract for the second consecutive year in FY25BE:
Following 18.3% YoY growth in FY23, rural spending was estimated at INR5.7t in
FY24RE, a decline of 5.3% YoY during the year. It is budgeted at INR5.5t in FY25E,
implying the second consecutive fall of 2.9% YoY. This means that any expectations
of the Gol supporting the weak farm sector before the general elections were
entirely missed. Consequently, the share of rural spending in the Gol’s total
spending has come down to a six-year low of 11.5% in FY25 (Exhibit 14 and 15).
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Exhibit 14: Rural spending is budgeted to contract for the second successive year...
Rural spending* (% YoY)
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*Ministry of rural development, Panchayati Raj, Fertilizer and Agriculture

Exhibit 15: ...leading to six-year lowest share in total spending in FY25BE

Rural spending (% of total expenditure)
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Source: Union Budget documents, MOFSL
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With 5.1% budgeted deficit
in FY25, the task of bringing
it down to 4.5% of GDP
becomes achievable

The Gol is totally committed
to the long-term macro-
economic stability, even if it
comes at the expense of
growth in the short term

Union Budget 2024-25

Government focuses on long-term macro stability, even
if it comes at the short-term cost

Although the Finance Minister had already informed that no “spectacular
announcements” were forthcoming, the market participants had some
expectations. However, the Gol did not announce any new schemes or incentives
and followed the fiscal deficit consolidation path by maintaining its investment-led
spending growth strategy.

The Gol has kept revenue expenditure growth at minimal (just 3.2% YoY) and
propelled capex strongly for the fifth consecutive year. The Gol’s capital spending,
however, is budgeted to grow 16.9% YoY in FY25BE, following an average of 30%
YoY during FY21-FY24RE. Capital spending has surged more than 3x in the past five
years to INR11.1t in FY25BE, from INR3.4t in FY20. Since total expenditure is
budgeted to grow just 6.1% in FY25BE, the share of capital spending is budgeted to
rise to 23.3% of total spending, marking the highest share in the past three decades.

Notably, as highlighted in our recent report, a large portion of the Gol’s higher
capex is re-allocated from the internal and extra-budgetary resources (IEBR) of
central public sector enterprises (CPSEs). After declining at an average of 10%
during the last four years, IEBR capex is expected to grow 2.4% YoY in FY25BE. It
means that the Gol’s combined capex is budgeted to grow 11.5% YoY in FY25BE.

In stark contrast to the market expectations of 5.3-5.4% of GDP (and our forecast of
5.2% of GDP), the Gol has budgeted a fiscal deficit of 5.1% of GDP for FY25, implying
a consolidation of 70bp next year. Moreover, the Gol has lowered its deficit target
for FY24 to 5.8% of GDP, notwithstanding the fact that the nominal GDP growth
estimate for FY24 was also lowered.

Overall, notwithstanding the general elections, the Gol’s ability to resist any
populist schemes or incentives is extremely commendable. Moreover, the fact that
it has budgeted a fiscal deficit of 5.1% of GDP for FY25 (and lower than budgeted in
FY24RE), the Gol is extremely serious about its (tall) task of achieving 4.5% of GDP
by FY26. This clearly shows that the Gol is totally committed to the long-term
macro-economic stability, even if it comes at the sacrifice of growth in the short
term.

1 February 2024
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Budget Impact: Positive Sector Stance: Positive

The Interim Union Budget 2024 has reflected the government’s focus on welfare of the farmer
community, along with faster growth in the sector. The key announcements influencing the agriculture
sector and farmers are:

Area Key proposal Impact
** The overall budget allocation for fertilizer subsidy was cut 13% to

Fertilizer subsidy INR1,640b (Urea subsidy cut by ~7% to INR1,190b and Complex

reduced by 13% to Fertilizer subsidy cut by 25% to INR450b). The prices of key raw Neutral

INR1,640b (over FY24 materials are currently on an upward trend; hence, we believe that

Revised allocation) the government will revise subsidy allocation as per the requirement

and after assessing the raw material scenario during the year.

Electronic National . . . .

. ** The Electronic National Agriculture Market has integrated 1,361
Agriculture Market has . . - . . : .
e mandis and is providing services to 180m farmers, with trading Positive

1,361 mandis volume of 3t.

% Crop insurance has been given to 40m farmers under the PM Fasal

Gave crop insurance to . . ) ; -
P Bima Yojana. The budget allocation was marginally lowered by 3% to Positive

40m farmers

INR146b.
< The government is promoting private and public investments in post-
Promoting private- harvest activities, including aggregation, modern storage, efficient
public investments in supply chains, primary and secondary processing, and marketing and Positive
post-harvest activity branding. This ensures faster growth in the sector.

Y

< After the successful adoption of Nano Urea, the application of Nano

Exploring application . ) . - -
P gapp DAP on various crops will be expanded in all agro-climatic zones. Positive

of Nano DAP

% The government is formulating a strategy to achieve self-reliance for
oil seeds, such as mustard, groundnut, sesame, soybean, and
sunflower.

The strategy will cover research for high-yielding varieties,
widespread adoption of modern farming techniques, market
linkages, procurement, value addition, and crop insurance.

Formulating strategy
to achieve self-reliance ,
in oil seeds g

Positive

Outlook

For the agriculture sector, the Budget focused on: i) structural changes to improve farmers’ profitability
for the long term, ii) better prices for agri produce by integrating mandis digitally, iii) de-risking farmers’
profitability through crop insurance, iv) supporting farmers in terms of financial and material aid, and v)
promoting efficient and balanced use of chemical fertilizer. The government’s long-term objective of
increasing farmers’ income will benefit the agrochemical and fertilizer companies.
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Autos Budget Impact: Positive Sector Stance: Positive

The Interim Union Budget 2024 has completely focused on EVs by extending its budgetary support to
FAME and PLI schemes. The government has indicated to continue its budgetary allocation to the
Scheme for Faster Adoption and Manufacturing of (Hybrid and) Electric Vehicles in India (FAME- India).
However, it has reduced the allocation, which in turn should result in a lower incentive per unit on EVs.
On the other hand, the government has increased the budget allocation to the PLI scheme, which will
benefit the industry players. It remains to be seen, though, how much of the advantages OEMs pass on
to their customers.

At a glance

Area Key proposals Impact
Reduced budgeted % The government has extended budgetary allocation to FAME subsidy in

allocation to FAME FY24-25. However, the allocation has been reduced to INR26.71b for Negative
scheme FY24-25 vs. INR48.07 in FY23-24.

Increased budgeted .
allocation to PLI
scheme

*

The allocation to the PLI scheme for FY24-25 has been increased to

Positive
INR35b from INR4.84b.

Outlook and recommendations

As expected, the Interim Union Budget 2024 did not have any big announcement specific to the auto
sector, though there were some specific measures that were largely positive. While the continuation of
the FAME subsidy allocation is positive, the reduction in the allocation should lead to lower growth in
EV penetration.

1 February 2024
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H Cement Budget Impact: Neutral Sector Stance: Positive

In the Interim Union Budget 2024, the government has proposed the development of three major
economic railway corridors including for Cement, under the PM Gati Shakti initiative to enable multi-
model connectivity. This corridor will help cement companies improve logistics efficiency and reduce
costs. Further, the allocations on housing schemes and roads have been increased on a higher base of

last year.
At a glance
Area Key proposal Impact
Allocation f ¢ Allocation for housing schemes (PMAY) stood at INR807b, up ~49% YoY vs.
ocation for 2023-24RE. Positive

housing schemes

5

%

A housing scheme for the middle class will be launched.

Allocation for Roads stood at INR2,722b, up 3% YoY vs. 2023-24RE.

Allocation for Pradhan Mantri Gram Sadak Yojana stood at INR189b, up Neutral
16% YoY vs. 2023-24RE.

e

o

Allocation for
Roads

Outlook and recommendations

Cement: We remain positive on the sector as we expect demand to improve going forward, led by
strong demand from infrastructure projects and housing and an expected pick-up in commercial and
private capex. We estimate a ~7% CAGR in industry volume in the long term. Further, fuel prices have
seen corrections in the past few months, which we believe will drive margin for cement companies.
UTCEM is our top pick in the large-cap space. Among mid-cap stocks, we prefer DALBHARA and JKCE.
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S5

Capital Goods Budget Impact: Positive Sector Stance: Positive

In the Interim Union Budget 2024, the government increased the overall capex outlay from INR10t to
INR11.1t, up 11% YoY. The key heads under which the allocation was increased are Defense (INR1.7t;
+9% YoY), Railways (INR2.5t; +5% YoY) and Roads (INR2.6t; +3% YoY). The government has chosen to
walk the fiscal tightrope with a view to narrow the fiscal deficit (5.1% FY25BE vs. 5.8% FY24RE);
therefore, capex growth has seen some moderation compared to recent years. Notable announcements
include the creation of dedicated rail corridors under PM Gati Shakti, initiatives on blending compressed
biogas (CBG) with CNG, and conversion of 40,000 ordinary bogies to Vande Bharat.

At a glance
Area Key proposal Impact

. . % The capital allocation grew 11.1% YoY to INR11.1t for FY25E from INR10t -
Capital allocation Positive

for FY24.
State - interest free  <* The continuation of 50-year interest-free loans for capex investments to -
Positive
loans state governments worth INR1.3t.
Allocation for ¢ Defense capital outlay increased by 9.4% YoY to INR1.7t for FY25E from Positive
Defence INR1.57t (FY24RE)
Allocation for +* Railway capital allocation increased by 4.9% YoY to INR2.55t for FY2025E Positive
Railways from INR2.4t for FY24
& . . . o

Allocation for Roads Capital allocation for roads and bridges was enhanced by 3% YoY to Neutral

INR2.6t for FY2025E from INR2.4t for FY24
+» Creation of dedicated rail corridors for 1) energy, mineral & cement

Emphasis on railway sectors, 2) in areas of high traffic density, 3) port connectivity under PM Positive

gommiders Gati Shakti
Spending target for

o +» Largely flat at INR701.6b vs. INR700b for FY24 Neutral
Jal Jeevan Mission
Airport expansion ¢ AAl capital allocation flat at INR34.5b vs. FY24RE Neutral
Metros ¢ Metro rail capital allocation hiked by 9% to INR213b Positive
Vande Bharat ¢ 40k normal bogies to be converted into Vande Bharat-class Positive
Coal gasification + Target of 100MT by 2030 Positive
Green energy +» VGF for offshore wind projects of 1GW Neutral
EV charging +* Payment security mechanism for EV manufacturing and charging infra Positive

Outlook and recommendations

The Interim Union Budget 2024 did not have any big announcements specific to the capital goods
sector, apart from an increased capex outlay across segments. The government had already front-
loaded the capex in the last three years, and hence the growth in the overall outlay was expected to
moderate to 12-15% for FY25. However, 11% growth in overall capex is slightly lower than this range.
We note that the increased outlay for defence, railways and initiatives for green energy would be
positive for capital goods companies. All eyes will also be on private capex across sectors. Our top picks
in the sector are L&T and ABB in large-cap space and KOEL in the mid-cap space.
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Financials Budget Impact: Neutral Sector Stance: Positive

The Interim Union Budget 2024 announcements were neutral for the banking sector. The key
government recommendations were as follows: (i) Housing scheme for the middle class to be launched;
(ii) Higher capex outlay will boost the overall credit demand; (iii) Allocation toward Guarantee
emergency credit line has been reduced; and (iv) Allocation under PMAY has been enhanced.

At a glance
Area Key proposals Impact
Guarantee emergency ** Allocation toward Guarantee emergency credit line facility to eligible Negative
credit lines MSME borrowers reduced to INR102b from INR140b last year
Pradhan Mantri Awas +* Allocation toward the PMAY scheme increased to INR807b from INR796b Positive
Yojana (PMAY) last year.
Increased capex outlay «* Capex increased by 11.1% to INR11t from INR10t last year. This should aid Positive
to facilitate credit capex recovery and boost credit demand.
PMAY (Grameen) < PMAY (Grameen) (?Iose to achieving target of 30m houses, additional 20m Positive

targeted for next five years
Housing for middle % Housing for middle class scheme to be launched to promote middle class Positive
class scheme to buy/built their own houses

) ¢ Increased the allocation from INR72b to INR75b. The healthcare cover

Pradhan Mantrl Jan under the Ayushman Bharat scheme will be extended to all ASHA Neutral
Arogya Yojana (PMJAY) )

workers, Anganwadi workers, and helpers.

+» Government's flagship crop insurance scheme Pradhan Mantri Fasal Bima

Crop Insurance Yojana (PMFBY) has assisted 40m farmers till now. Unlike previous Neutral
Scheme schemes, PMFBY is open for both loanee and non-loanee farmers. The

allocation has increased from INR136.25b to INR146b.

Outlook and recommendation

‘Housing for all’ remains a high-priority area for the government and it has announced plans to increase
the outlay under PMAY scheme. Besides, the government also plans to introduce a housing scheme for
the middle class, which should boost housing loan demand and support loan growth for affordable
housing players. The increase in capex outlay (though controlled) will support wholesale loan growth for
the banking sector, mainly benefitting PSU banks. Moreover, as the government treads on the path of
fiscal consolidation, we expect bond yields to remain under control, thus enabling PSU banks to report
healthy treasury performance. Our top ideas: ICICIBC, SBIN, IIB, and FB.

1 February 2024
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- Infrastructure Budget Impact: Neutral Sector Stance: Positive

Capex trend robust; moderate outlay across key sectors

At a glance
Area Key proposal s Impact
Roads <> Whllle gro.ss budgetary support r(?se 3% YoY to INR2.7tin FY25BE, the Neutral
funding via IEBR was pegged again at zero.
oo 8 o, .
Railways » The sectf)r W|tnessed.2Aa growth on the overall capex outlay. While Neutral
budget-linked allocation grew 5% YoY, the IEBR was pegged lower by 35%.
Defense +» Defense capex increased 9% to INR1.72t. Neutral
Others % Allocations to PMAY grew ~50% YoY to INR807b in FY25BE. Positive

Outlook and recommendations

m Infrastructure: Overall capex growth has been moderate and below our and Street expectations,
especially in the Roads and Railways segments.

m  Our top pick: In the Roads segment, we continue to prefer KNR Constructions.

1 February 2024
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Logistics Budget Impact: Neutral Sector Stance: Positive
At a glance

Area Key proposals Impact

¢ Implementation of three major railway corridors under PM Gati Shakti to

. o o Positive
improve logistics efficiency and reduce costs.

Logistics

Outlook and recommendations

m Logistics: The implementation of three railway corridor programs will improve the turnaround time
and increase volume handling capacity. It would also improve operational efficiency and reduce
logistics costs at the industry level.

m  Our top picks: VRL Logistics and Transport Corporation are our preferred plays in the Logistics
sector.

1 February 2024

18



MoTiLAL

OswaL Union Budget 2024-25

Metals Budget Impact: Neutral Sector Stance: Positive

There was no significant budget proposal for the metals sector that would influence the stock prices;
however, the overall emphasis on capex by both the Central and state governments should boost
demand for metals.

At a glance

Area Key proposals Impact
e : o, . .

Capex % Overall budgeted capex outlay increased 17% YoY in FY25BE. This covers Positive

several sectors, which consume metals.
< The government’s focus on developing railways corridors under the PM
Rail Corridor Gati Shakti Yojana should address issues faced by the mining and ferrous Positive
companies in terms of timely rake availability.

Outlook and recommendations

m Steel: The infrastructure sector accounts for ~60% of the total domestic steel demand, with
construction at ~20% and automobile at ~8%. The domestic steel demand has bounced back
strongly in FY24. While global markets remain challenging, most of the players have indicated a
strong demand environment in the domestic markets, which should support volumes.

m  We maintain our positive view on metals, with Coal India as our top pick.

1 February 2024
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m Oil and Gas

Union Budget 2024-25

Budget Impact: Neutral Sector Stance: Positive

In the Interim Union Budget 2024, the government focused on green and renewable energy with the

aim of meeting the net-zero target by 2070. Accordingly, the government intends to set up 100mmt of

coal gasification and liquefaction capacity by 2030. The government will also provide viability gap
funding for offshore wind energy with an initial capacity of 1GW.

At a glance

Area

Key proposals Impact

Coal gasification and
liquefaction

Wind energy

Promotion of blended
CNG

Capital support

The government intends to set up coal gasification and liquefaction

capacity of 100 MMT by 2030 with the aim of reducing imports of Positive
natural gas, methanol, and ammonia.

The government will provide viability gap funding for harnessing the
country’s offshore wind energy potential with initial capacity of 1GW.
The government will mandate the blending of compressed biogas (CBG)
in CNG and D-PNG in a phased manner. In FY24 budget, the
government had already exempted CNG from the excise duty on the
amount of GST on biogas or compressed biogas blended with CNG.

The government had announced a capital support of INR300b to OMCs
in FY24E. However, there was no expenditure in FY24 as it was delayed
to FY25. Additionally, the quantum of support has also been halved to
INR150b.

Positive

Positive

Negative

Outlook and recommendation
The promotion of coal gasification will help to reduce import dependency on natural gas, methanol, and
urea, considering ~93% of country’s methanol requirements and 22% of urea requirements were met
through imports in FY22. The promotion of CBG blending in natural gas will also help to reduce India’s
natural gas imports while also reducing costs for CGDs.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing

1 February 2024
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