STUDENTS'
ECONOMIC FORUM

. . . . . www.sib.co.in
To kindle interest in economic affairs... erge""
To empower the student community... ¥ @ ho2099@sib.co.in

865472

‘ @ e-q umg
‘\' 'll‘l ﬂé :g.m L d
&< 2010-11

March 2010
Theme 220

UNION BUDGET 2010 -11 - THE PATH OF FISCAL PRUDENCE

A monthly publication from South Indian Bank

18th Year of Publication



www.southindianbank.com
gy

Ao
¥

sl T Loy Wt

Mahila

SAVINGS BANK & RECURRING DEPOSIT ACCOUNTS

SIB proudly presents an innovative Savings bank and Recurring deposit account exclusively for women with free insurance
coverage - Mahila Savings Bank & Recurring DepositAccounts.

We offer an array of revolutionary advantages, services and wealth management solutions to help every woman to achieve their goals.

FREE FACILITIES ATTACHED EXCLUSIVELY TO THE MAHILA SAVINGS BANK A/C.

+ FREE Accident death Insurance cover exclusively to the first named female of the Mahila SB account for Rs.1 lac for the first 1
yearworldwide and « FREE House to house Travel Insurance for Rs.0.50 lac covering Loss due to snatching while travelling,
burglary while in hotel stay, misfortune of jewellery and valuables like watches, camera and cash and also loss of baggage up to
Rs.2,000/- exclusively to the first named female of the Mahila SB account for the first 1 year occurred within India. # FREE
Remittance by way of cash up to Rs.50,000/- per month to Resident Mahila ABB Account through other branches. ¢ FREE
Remittance by way of transfer or clearing up to Rs.50,000/- per month to Mahila ABB Account through other branches. ¢ FREE
cash withdrawal up to Rs.10,000/- daily through other branches apart from Rs.20,000/- through ATMs. & FREE payment of
cheque through speed clearing Pan India without limit.  FREE purchase of 2 Draft/PO up to Rs.10,000/- Monthly ¢ FREE 25
Cheque leaves per year. « FREE ATM cum Debit card with no AMC « FREE Internet banking facilities. ¢ FREE Bill payments,
mobile top up & e-commerce through SIB website “southindianbank.com”

CONDITIONS e All the free facilities will be available exclusively in the Mahila Savings Bank account only; ¢ In case minimum
balance of Rs.1000 is not maintained in the SB account, normal service charges will be collected. General T & C attached to SIB’s SB
account will apply for this SB also. # In case RD is closed before 12 months, a flat charge of Rs. 50/- as service charge will be
collected. T&C attached to SIB’s RD account will apply.

For further details contact your nearest SIB branch
or visit us at www.southindianbank.com.

Regd. Office: SIB House, Mission Quarters, Thrissur, Kerala, Pin - 680 001.
Email : sibcorporate@sib.co.in Tel : 91-487-2420020,
Toll free: 1800-843-1800, 1800-833-1800 (India)

Experience Next Generation Banking

\\\”I, Now join through South Indian Bank
LIC Purchase your favourite LIC policies = a NEW PENSION SYSTEM FROM
= from South Indian Bank Fpes PFRDA

LESS WORRY AND MORE SECURITY

Disclaimer- Insurance cover is offered by United India Insurance Co. and the decision of the insurance company will be final.
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ThemeNo. 220: UNION BUDGET 2010-11- THEPATH OF FISCAL PRUDENCE

The Union Budget 2010-11 is presented at a time when apparently competing
and conflicting economic objectives are required to be reconciled. Therollback
of economic stimulus measureswas mooted to control theinflationary situation
in the economy, but economic recovery and high growth had to be achieved.
The public expenditure on infrastructure and rura sector had to be continued
for a high growth trgjectory, but then fiscal deficit needed to be checked for a
long-term growth. Double digit economic growth should be aimed at, but then
growth should be socidly equitable and inclusive. Tax reforms are required to
make tax laws modern and more transparent, but tax burden should not be
increased for the common people. The budget document 2010-11 balances all
these objectives in an optima manner in the same manner as it balances the
revenues and expenditures of the government for the coming financia year.
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In the aftermath of the global economic crisis and the remarkable global
management of the economic recovery, al the governments and the central
banks are now planning an ‘exit strategy’ from easy monetary and
expansionary fiscal policies. Ample liquidity is aready pumped into the
economies, and there should be a limit to the existence of surplus liquidity
lest another cycle of boom-bust should arise engendering new set of crises.
Therefore, there should be at least apartial rollback of the stimulus measures
adopted by the government.

Overspending by the government was required in recession/s owdown times
to make good the shortage of private investment. Now that clear signals of
economic recovery and growth are evident, it is time to follow the path of
fiscal prudence and control of public debt in the economy. In short, there
should be a roadmap for fisca consolidation.

What are the major economic challenges that the Budget proposes to
address to?

The Finance Minister clarifies that there are three major challenges that the
budget seeksto find a solution. The first challengeisto quickly revert to the
high GDP growth path of 9 percent and then find the means to cross the



‘double digit growth barrier’. The second challenge is to harness economic
growth so asto make development moreinclusive. Thisrequires continuance
of the development of rural infrastructure. The third challenge relates to the
weaknesses in government systems, structures and ingtitutions at different
levels of governance. This requires addressing the bottleneck of the public
delivery mechanism. ‘ Thus the budget cannot be a mere statement of
government accounts. It hasto reflect the government’svision and signal the
policies to come in future'.

What arethemajor estimatesof receiptsand expendituresin the Budget?
Thetotal expenditure proposed inthe budget estimatesisRs.11, 08,749 crore,
anincrease of 8.6 percent over last year. The Plan and non-Plan expenditures
estimated at Rs.3, 73, 092 crore and Rs.7, 35,657 crore respectively record
an increase of 15 percent in Plan expenditure and 6 percent in non-Plan
expenditure over the previous year. Total receipts from taxes and non-taxes
amount to Rs.727, 341 crore of which direct taxes form Rs.422, 500 crore
andindirect taxes Rs.315, 000 crore. Thefiscal deficit, the difference between
total expendituresand total receipts, worksout to be Rs.381, 408 crore, which
is5.5 percent of the gross domestic product. Taking into account the various
other financing items for fiscal deficit, the actual net market borrowing of
the government in 2010-11 would be of the order of Rs.345,010 crore.

What are the major proposals on the taxation front?

In the direct taxes, personal income tax slabs are widened, thus leaving more
disposable income with the people. There will be tax exemption for income
up to Rs.1.6 lakh. The 10 percent rate will now extend up to Rs.5 lakh. The
20 percent rate will apply to income slabs beyond Rs.5 lakh to Rs.8 lakh. The
maximum margina rate of 30 percent will now apply on income slab of
above Rs.8 lakh. In corporate taxes, the surcharge on domestic companies
has been dashed from 10 percent to 7.5 percent. The Minimum Alternate
Tax (MAT) has been raised from 15 percent to 18 percent. In indirect taxes,
thestandard * Cenvat’ excise duty, applicable on most non-petroleum products
has been raised from 8 percent to 10 percent. This can be seen as partia
rollback of the rate reduction granted as part of the various fiscal stimulus
packages. The budget effected excise hike of Rs.1 alitre on petrol and diesel
along with raising the customs duty from 2.5 percent to 7.5 percent. Though
service tax rate has been kept unchanged at 10 percent, the ambit has been
widened to cover rail freight and air travel. The budget included a statement
of commitment to introduce the Goods and Services Tax (GST) regime and
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the Direct TaxesCode (DTC) fromApril 2011. Whilethe DTC seeksto replace
the Income Tax Act, 1961, the GST will subsume various indirect taxes like
excise, VAT, and Service tax.

What isthe roadmap for fiscal consolidation in the budget?

Thefiscal deficit should bein control for balanced non-inflationary economic
growth path and for containing debt service burden in the future. The fiscal
deficit is reduced to 5.5 percent of the gross domestic product (GDP) in the
new budget, down from 6.9 percent in the current fiscal. Thisis achieved by
increase in tax revenues, proceeds of disinvestment and auction of telecom
license and curtailment of non-plan expenditure and subsidies. The deficit
will be met by market borrowings. The market borrowings are lower than the
last year actual figures. Thusthere will be less hardening of the interest rates
and less ‘crowding out’ of the private investment in the coming fiscal year.
The government would endeavour to reducefiscal deficit further to 4.8 percent
in 2011-12 and to 4.4 percent in 2012-13. In accordance with the
recommendation of the 13" Finance Commission, the combined debt of the
central government and the states should be limited to 68 percent of GDP by
the year 2014-15. The government would soon prepare a roadmap for
curtailment of the overall public debt.

How does the budget blend the ideals of high economic growth and
inclusive development?

Infrastructure devel opment remains at theforefront of the expenditure agenda,
with an outlay of Rs.1.73 lakh crore, about 46 percent of the total Plan
alocation. The budget has continued with liberal alocationsfor rural credit,
employment, and rural infrastructure development schemes. The spending
on social sector will beto the extent of Rs.1.38 lakh crore, around 37 percent
of thetotal Plan outlay. The plan expenditure is hiked by 15 percent and non-
plan expenditure by 6 percent over the previous financia year. Thus it is
attempted to rein in government revenue expenditure. Many programmes
areannounced in the budget to hel p the marginalized sections of the population
with moreallocationsfor health, education, insurance schemefor unorganized
workers, another green revolution for the eastern states etc. To spur growth
in agriculture sector, afour-pronged strategy covering agricultural production,
reduction in wastage of produce, credit support to farmers and athrust to the
food processing sector is envisaged. Thus high growth and inclusive
development are integrated in the budget.



Why do the critics state that the budget isinflationary?

There wasimmediate political reaction that the budget instead of addressing
the problem of inflation will aggravateit. It is pointed out that the duty hikes
in petroleum productsand crude oil would lead toimmediateriseinwholesae
priceindex. Also rollback of Cenvat duty by 2 percent will lead toincreasein
prices of most durable commodities. The government admits that there will
be a small impact on prices, but then fiscal deficit needed to be urgently
curtailed and for this duty hikes were required, and a prolonged deficit has
more implications on long-term inflationary pressures.

What arethe Budget announcementshavingimplicationson thefinancial
sector ?

Itisannounced that an apex-level Financial Stability and Devel opment Council
(FSDC) will be set up to institutionalize the mechanism for maintaining
financial stability. The proposed Council has to co-ordinate the functions of
various regulators such as RBI, SEBI, IRDA and PFRDA. The need for such
a supervisory body is felt in all magor economies after the financia crisis.
This Council would monitor macro prudential supervision of the economy,
including functioning of large financial conglomerates to take care of macro
systemic risks. It is decided to open up further private sector banking space.
The RBI will give some additional banking licensesto private sector players,
including non-banking finance companies, if they meet the RBI’s eligibility
criteria. Thus competition in the banking sector, especialy in private sector
segment will intensify. The budget plansto set aside Rs.16,500 crore towards
recapitalization of public sector banks. Thusthe bankswill beableto maintain
8 percent Tier-I capital. Regional Rural Banks also will be recapitaized. The
government would extend banking facilities including insurance and other
services to habitations having population in excess of 2000 by March 2012.
The banking correspondent and other models with appropriate technology
back-up would be extended to around 60000 habitations. It has been decided
to accord an official symbol to Indian currency — Rupee and the rupee with
distinct identity would join the select club of leading global currencies.

The budget has performed a well-balancing act by targeting high economic
growth combined with inclusive social development. It has set aroadmap for
fiscal consolidation by way of gradual fiscal reduction. It has proposed to
raise resources for capital expenditure by disinvestment and partia rollback
of duty stimulus. Of course, annual budgets can not berevolutionary inreforms
but only evolutionary.



Budget at a Glance

(In Rupee Crore)

2008-2009 [2009-2010 | 2009-2010| 2010-2011
ACTUALS | BUDGET REVISED | BUDGET
ESTIMATES | ESTIMATES| ESTIMATES
1. Revenue Receipts 5,40,259| 6,14,497| 5,77,294| 6,82,212
2. Tax revenue (net Centre) 443,319 4,74,218| 4,65,103| 5,34,094
3. Non-tax revenue 96,940 1,40,279| 1,12,191| 1,48,118
4. Capital receipts (5+6+7) 3,43,697| 4,06,341| 4,44,253| 4,26,537
5. Recoveries of loans 6,139 4,225 4,254 5,129
6. Other receipts 566 1,120 25,958 | 40,000
7. Borrowings and other
liabilities 3,36,992| 4,00,996| 4,14,041| 3,81,408
8. Total receipts (1+4) 8,83,956| 10,20,838 | 10,21,547 [11,08,749
9. Non-Plan expenditure 6,08,721| 6,95,689| 7,006,371 7,35,657
10. On revenue account of which, 5,59,024| 6,18,834| 6,41,944| 6,43,599
11. Interest payments 1,92,204| 2,25,511| 2,19,500| 2,48,664
12. On capital account 49,697 76855 64,427 92,508
13. Plan expenditure 2,75,235| 3,25,149| 3,15,176| 3,73,092
14. On revenue account 2,34,774| 2,78,398| 2,64,411| 3,15,125
15. On capital account 40,461 46,751 50,765 57,967
16. Total expenditure (9+13) 8,83,956| 10,20,838 | 10,21,547|11,08,749
17. Revenue expenditure (10+14)|  7,93,798| 8,97,232| 9,06,355| 9,58,724
18. Capital expenditure (12+15) 90,158| 1,23,606| 1,15,192| 1,50,025
19. Revenue deficit (17-1) 2,53,539| 2,82,735| 3,29,061| 2,76,512
(as percent of GDP) (4.5) (4.8) (5.3) (4.0)
20. Fiscal deficit {16{1+5+6)} 3,36,992| 4,00,996| 4,14,041| 3,81,408
(as percent of GDP) (6.0) (6.8) (6.7) (5.5)
21. Primary deficit (20-11) 1,44,788| 1,75,485| 1,94,541| 1,32,744
(as percent of GDP) (2.6) (3.0 (3.2) (1.9
Personal Income Taxes - Budget 2010-11
INDIVIDUALS OTHER | WOMEN BELOW 65 SENIOR CITIZENS IN | TAX
THAN WOMEN & YEARS OF AGE THE AGE GROUP OF | RATES
SENIOR CITIZENS 65 YEARS OR MORE
Up to Rs.1.60 lakh Up to Rs.1.90 lakh Up to Rs. 2.40 lakh Nil
Above Rs. 1.60 lakh | Above Rs.1.90 lakh Above Rs.2.40 lakh
to Rs.5 lakh to Rs.5 lakh to Rs.5 lakh 10 %
Above Rs.5 lakh Above Rs.5 lakh Above Rs.5 lakh
to Rs. 8 lakh to Rs.8 lakh to Rs. 8 lakh 20 %
Above Rs.8 lakh Above Rs.8 lakh Above Rs.8 lakh 30 %

Your comments and feedback on this publication may be sent to Saff Training College,
The South Indian Bank Ltd., Thrissur 680 001 or by E.mail: ho2099@sib.co.in
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South Indian Bank presents

the best ever
Home Finance.

Searching for a home loan with a difference?

South Indian Bank presents an innovative home loan with
low interest rates with undisputed features - SIB Shelter.

SIB SHELTER

Hassle free home loans.

SIB Shelter offers you an exciting array of features that help
to realize your long cherished dream of owning home
through hassle free and customer friendly home loan.

—— melthindianbank.com

SPECIAL housing loan product for

Owning a ready built house
Construction of house in own land
Purchase of a ready to occupy flat

Advantages

Maximum Funding « Low interest rate
Simple documentation « Legal and technical assistance
Fixed interest rates for 18 + 18 = 36 months
At the end of 36 months, switch over to rate of interest-
fixed or floating - shall be allowed.
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Experience Next Generation Banking
The South Indian Bank Ltd., Regd. Office: SIB House,
Mission Quarters, Thrissur, Kerala, Pin - 680 001.
Email : sibcorporate@sib.co.in Tel : 91-487-2420020,
Toll free: 1800-843-1800 (India)

Live tension free




