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The issue before the Finance Minister ahead 

of Budget 2010 is two-fold: one is to decide 

on the trajectory the economy needs to take 

in terms of deciding on the growth versus 

inflation divide and second on the need to 

contain the rampantly increasing fiscal defi-

cit. Although the Finance Minister wanted to 

cut the fiscal deficit to 2.5% of GDP in his 

2008-09 budget, the actual figure was multi 

folds of it. In Pranab Daôs last budget despite 

the smoke and mirrors the budget still pro-

jected a fiscal deficit of 6.8% of GDP. The 

hidden borrowing re-

quirements added up to 

another 2% of GDP. 

India has for decades 

been giving huge, open-

ended subsidies for pe-

troleum products and 

fertilizers. Oil and fertil-

izer companies need to be freed from price 

control. However no finance minister in the 

past had the nerve to bite the bullet due to 

political compulsions. Will Pranabda do the 

unthinkable of linking the prices of fertilizers 

and petroleum products to the market? Well 

this seems to be the best opportunity he has-

he does not have to face any major assembly 

elections this year, the government is one of 

the most stable of the decade and also global 

prices are at relatively stable levels. It just re-

quires political will and foresight for it to be im-

plemented. Well our guess in the team is it would 

be implemented but not fully deregulated as rec-

ommended by the Kirit Parikh committee but on a 

smaller scale.  

One of the issues concerning the economy right 

now is the extent of importance the Finance Min-

ister needs to accord to the growth versus inflation 

debate. A growth focus would require the fiscal 

and monetary policies to be in accordance with 

the objective of higher growth, such as marginally 

lower direct taxes (to account for 

the GST implementation road-

map) and a loose monetary posi-

tion vis-a-vis the interest rates. 

However, this requires political 

courage since higher food prices 

costs the Government in terms 

of political mileage.  

In terms of FDI and FII flows, India continues to 

experience steady increase over the previous 

years, however, the failure to increase the long-

term capital formation, is indeed a cause of con-

cern. Since the nature of inflows into the capital 

markets over the last few months has been essen-

tially hot-money or hedge funds, the transitory 

nature of the bubble formation in the stock mar-

kets in particular is a note of concern. 

While currency management is not directly under 
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the purview of the Finance Ministry, it is in-

cumbent of the Government to ensure that 

there is some level of free-float in the cur-

rency markets since the actual value of the 

currency is necessary to be determined for 

exports-imports parity to be maintained. Get-

ting the RBI to play an active role in the cur-

rency markets to bring down the volatility is 

counter-productive and in the long-run 

deeply harmful. 

Food inflation management is a critical issue 

facing the country, while in the long run, 

supply side progression is the solution, in the 

short-run probable imports would cool off 

the relentless pressure on prices. Also the 

Food Security Act which is to be passed this 

year will impose huge pressure on food 

prices and it is up to the Finance Minister to 

take up these  challenges in the coming 

budget speech. 

In terms of taxation proposals, reversing the 

excise duty and service tax cuts is of prime 

importance not only as a revenue generating 

activity but also to prevent overheating the 

economy. How the minister decides to end 

the stimulus will be a big issue-Will it be a 

one stroke measure or a gradual approach. 

The answer will be based on the govern-

mentôs estimate of how strong the recovery 

is. We recommend a gradual stepwise reduc-

tion in duty cuts as no one is sure how strong the 

recovery and one does not want to end the party 

before it starts.  

Overall the economy is in reasonably good shape, 

however with prudent management, sustainable 

high-growth with moderate inflation is possible, 

this the Finance Ministry owes to India and more 

so to the poor. 

We, the Research Committee at SIBM, Ban-

galore bring before you the pre-budget analysis. 

The content that follows discusses 8 different sec-

tors including taxation. We give insights about the 

industry, current scenario of the industry, expecta-

tions from the upcoming budget and the stocks 

you should watch for to invest. Criticisms are 

welcome, though we wouldnót mind compliments 

either!!!  

 

Divya Mittal  

Prem Mohan 

(Student Research Committee) 

 

Special Thanks to Rajiv Govindan  
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SIBM started in 1978, and since then has 

been synonymous with progress. The trend 

of progress has been continued by setting up 

of Symbiosis International University 

(Deemed University)ôs first ôoutside-

Maharashtraô campus at Bangalore in 2008. 

 

This new endeavour taps into the vast ex-

periences of SIBM, Pune in the field of qual-

ity management education. It also takes into 

account, the benefits of being strategically 

located at Electronics city, the heart of the 

Silicon Valley of India. The Bangalore cam-

pus believes in strengthening the SIBM 

brand by reworking old concepts and con-

stant innovations. The emphasis is on maxi-

mising industry interaction and on the practi-

cal aspects of management.  

The focus, now, is on matching global standards 

of management education. Bangalore is at the 

forefront of globalization, and SIBM-B is per-

fectly poised to cater to the confluence of the east 

and the west. At SIBM-B, the onus rests with 

each individual to carve out their own identities. 

SIBM-B will instil a work culture which is unpar-

alleled among various institutions. SIBM-B fos-

ters this view of dedication with a rigorous cur-

riculum coupled with a strong focus on the emerg-

ing trends in the industry. The world is changing 

and SIBM-B is poised to be the perfect catalyst to 

drive this change. Encouragement is provided for 

analytical research creates intellectual capital 

which is highly sought after. SIBM-B provides a 

holistic approach to management which goes a 

long way in creating a dynamic identity. 
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Overview 

India has 3 tier federal system of tax struc-

ture, comprising of the Union Government, 

the State Governments and the Urban/Rural 

Local Bodies. Taxes levied by central gov-

ernment are Income Tax Customs duties, 

Central Excise, Sales Tax,and Service Tax. 

The Union Finance Ministry has the power 

to change only the above taxes. 

 

Direct Taxes:- 

Personal Income Tax 

In last budget tax slab was augmented by 

10,000 in all salaried category.  

Current tax free slab is: 

¶ Rs.240,000 for senior citizens 

¶ Rs.190,000 for women  

¶ Rs.160,000 for others 

¶ Income tax exemption limit increased, 

corporate tax rate unchanged 

 

Finance Minister is likely to augment ex-

emption limit of individual taxes by 20- 25 

% for all categories of individuals. We can 

expect the more radical changes to occur in 

the next budget when Direct Taxes Code is 

proposed to be implemented. 

 

Corporate Income Tax 

¶ No changes in Corporate Tax in last 

budget. 

¶ For domestic companies, this is levied 

@ 35% plus surcharge of 5%, whereas 

for a foreign company (including 

branch/project offices), it is @ 40% 

plus surcharge of 5%.  

¶ A reduction of 30% is expected in the cor-

porate tax. The expectation is found in line 

with the introduction of Direct Tax Code 

(DTC) suggesting a 25% rate. The individ-

ual rate was lowered by 30% previous year 

also. 

 

Sales and Service Tax 

Sales tax model have a central and state GST

(goods and service tax).Centre seems inclined to-

wards a single rate for the goods and services tax 

(GST). GST implementation, this is a much talked

-about and often-postponed implementation. 

There are a number of benefits from the imple-

mentation of GST. The major benefit for the com-

mon man is the potential reduction in prices of 

products. The reason being the tax burden in the 

form of multiples levels of taxes on products and 

services will come down.  

The government will also benefit because more 

companies and services can be brought under the 

tax net. So the government will get lesser tax from 

more number of people leading to higher income 

and greater compliance. It is hoped that this 

budget will give a clear date for the implementa-
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tion of GST.  

 

Securities Transaction Tax (STT) 

Day traders in the stock market are expecting 

finance minister to maintain status quo on 

the securities transaction tax (STT) in the 

forthcoming Union Budget, given that the 

tax is likely to be abolished as part of the 

governmentôs proposed direct tax code 

(DTC). The new code, which is being ap-

plied from April 2011, will also bring about 

major changes in the 

c a p i t a l  g a i n s 

tax structure. 

 

STT has proved to be 

the most convenient 

and simple method of 

taxing stock market 

transactions as the 

government has been 

collecting an incre-

mental amount of tax since its introduction 

in the 2004-05 Budget. Currently, STT is 

charged at the rate of 0.125% on a delivery-

based buy and sell transactions and 0.025% 

only on non delivery-based sale transactions. 

The rate is 0.017% on F&O sale transac-

tions.    There has been a significant im-

provement in the governmentôs revenue from 

STT as reflected in the figures revealed by 

the chief income tax commissioner . The to-

tal STT collection for the current fiscal 

amounted to nearly Rs 6,000 crore till mid-

January 2010, recording a 25% growth over 

the figure for the same period previous year. 

 

Indirect tax  

Custom duty 

As usual before every budget there is clamoring 

for tax reductions or increase as the case maybe 

from all sundry industries and their associations. 

It ultimately depends on their lobbying and politi-

cal picture which decides the final outcome. How-

ever we can safely predict the reduction in taxes 

for a large no. of products, however specifics will 

be very hard to predict. Given below are some of 

the tax proposals from vari-

ous industry associations and 

MoF officials reported 

across the media. 

 

¶ The rates of basic du-

ties vary from 0 to 30%.In 

its pre-budget memorandum 

to the finance ministry, the 

steel ministry has suggested 

that the export duty be hiked 

to 20% on all grades of iron ore from the 

current levels of 10% on iron ore lumps and 

pellets and 5% on iron fines 

¶ The steel ministry has proposed an across 

the board increase in export duty on iron ore 

to discourage export and lower the import 

duty on ore to zero to ensure that there is 

adequate raw material available for the do-

mestic industry. However these measures 

face stiff resistance from the ore exporters 

as this measure tends to reduce their prices. 

Let us see who has the last laugh in this bat-

tle. 

¶ The government is looking to remove an 
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anomaly in import duty structure that 

is affecting the competitiveness of do-

mestic firms by reducing levies on a 

number of intermediate products to 

bring them at par with duties on fin-

ished goods.  

¶ Plans are afoot to cut Customs duty on 

waste paper, parts of electronic prod-

ucts such as DVD writers, compressors 

of air-conditioners and refrigerators 

and parts of road construction equip-

ment, said a government official privy 

to the discussions.  

¶ An inverted duty structure emerges 

when import duties on finished prod-

ucts are lower than those on parts, af-

fecting the competitiveness of local 

manufacturers. A reduction in duty on 

inputs will give help domestic firms by 

bringing down input costs. Consumers 

also stand to benefit from lower prices, 

if manufacturers decide to pass on the 

cost benefit.  

     

Excise Duty 

¶ Excise duty on most commodities 

ranges between 0 to 16%. Only on 

seven items duty is imposed at 32%, 

viz., motor cars, tyres, aerated soft 

drinks, air conditioners, polyesters fila-

ment yarn, pan masala and chewing 

tobacco. Duty is charged at 30% on 

petrol with additional excise duty at 

Rs. 7 per litre. The said rates are sub-

ject to exemptions and deductions 

thereon as may be notified from time 

to time. Central VAT (CENVAT) is appli-

cable to practically all manufactured goods, 

so as to avoid cascading effect on duty. 

¶ Small Scale Sector is exempted from pay-

ment of excise duty from annual production 

upto Rs.10 million. 

¶ Industry, especially sectors like auto and 

steel, will keep fingers crossed on the pace 

and extent of a potential stimulus rollback, 

mostly hike in excise duties. The market 

will look for more clarity on disinvestments 

and clearer road maps on GST and direct 

tax codes. There may be a hike in ex-

cise duties on cigarettes and alcohol in the 

2010-11 Budget.  

 

Dipika Bhura  

Divya Shrivastav 
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