
 
 

 
 

Budget Analysis 

 

 

 

 Union Budget 2017-18 
 

 

 
Independent Research 

 
February - 2017 

 

 

 
 

 

 

 

Equentis Wealth Advisory Services (P) Ltd 
 

Registered Office: 
712, Raheja Chambers, Nariman Point, 

Mumbai – 400021 India 
 

Tel: +91 22 61013800 

Email: info@researchandranking.com 

 



 

UNION BUDGET 2017-18 
 

The intent and thought process in today’s Budget speech reminds us of these lines in the famous poem by Shri Harivansh Rai 

Bachchan –  

“Asafalta ek chunauti hai, ise sweekar karo, 

kya kami reh gayi, dekho aur sudhar karo. 

Jab tak na safal ho, neend chain ko tyago tum, 

Sangharsh ka maidan chhodkar mat bhago tum. 

Kuch kiye bina hi jai jaikar nahin hoti, 

koshish karne walon ki haar nahin hoti.” 

 

I. Summary – 
 

� In our opinion, today’s Union Budget for 2017-18 is a continuation of the overall Pro-Reform, Pro-Governance and Pro-

Growth manifesto of the ruling government. 

 

� We are encouraged to note that our thought process documented in the Pre-Budget Note (dated Dec-13-2016) wherein we 

had highlighted 5 key aspects – Improving MSME health, Tax Reforms, Rural Impetus, Infra-Public sector boost, Housing 

for All have been the revolving tone in today’s budget. 

 

� Perhaps for us, the single most important takeaway has been the reforms on “Political Funding”. We strongly hail the 

FM for this bold move and reckon that this single step sends out a very strong message to the world community. It is a 

testimony to the ongoing thrust on de-railing corruption, enhancing transparency and increasing the taxation ambit. 

In our opinion, Rating agencies would sooner than later pay heed to this drastic ongoing transformation. 

 

� Net-net, the budget with its hawk eye focus on Fiscal Discipline is indeed commendable and has been hailed by Markets, 

Industry leaders, Economists and Rating Agencies.  

 

� There were high expectations of increase in Capital Gains taxation and Service Tax rates ahead of the budget. With status-

quo being maintained on both, it has come as a relief for the markets; which otherwise could have seen a negative reaction 

today.  

 

� The increase in allocation to MNREGA to Rs. 48,500cr, up by ~ Rs. 10,000cr augurs well for the rural economy. At the 

same time, the reduction in tax liability on tax slab between Rs. 2.5-5lakhs would have a positive rub off on consumption 

demand. These two, along with a. hike in government salaries b. OROP pay-outs c. good monsoon d. easing of interest rate 

cycle e. secular trend of urbanization, rising per-capita incomes and changing lifestyles - all augur well for the domestic 

consumption led demand.   

 

II. Conclusion & Market Outlook – 
 

� We are enthused with the overall intent and direction of the reform progress and are very positive on the valuations and 

upside that markets offer at current levels.  

 

� We agree with the FM’s view that the effects of de-monetization will remain restricted to FY17 as also reflected in the 

ongoing earnings season.  

 

� Our in-house FY17 Sensex EPS estimate is ~ Rs. 1595/- a YoY growth of 14.5%. This implies FY17 Sensex PE of 17.6xs. 

Assuming a bare 15% YoY growth rate, FY18 EPS is likely to be ~ Rs. 1835/- which if valued at current multiples would 

imply an Index Level of ~ Rs. 33,000 – an upside of 17% over next 9-12M.  

 

� On a macro front, the only spanner in the works would be a strengthening dollar which dries up the flows to EM. Other 

factors could be - rising crude which impacts our balance of payments negatively / rising inflation which puts pressure on 

easing of interest rate cycle.  



 
At this stage, we are of the view that given US President Trump’s capitalist bias, it would be in US economy’s interest to not let 

the USD strengthen. In fact, USD should weaken to support growth; which perhaps would be achieved by far slower and fewer 

interest rate hikes than currently being penciled in by the street. This means that EM flows could possibly see record levels in 

2017! Within the EM basket, India with its improving growth trajectory, strong Pro-reform government and an overall improving 

world perception (backed by drastic on ground transformation through fight against corruption) should stand to be the largest 

beneficiary.   

 

III. Budget Highlights & Sectoral Impact - 
 

Sr.No. Budget Highlights Sector/Individual Impact 

1 
Maintains status quo on Corporate tax rate. Government 
Committed to bringing it down to 25% 

All companies across sectors  

2 
Tax rate reduced to 30% from 25% for cos with annual turnover 
<Rs. 500mn. 

MSME, Start-ups  

3 
Excise duty for cigarettes hiked to 6% which was less than widely 
expected range of 8-10%. 

Cigarette, Tobacco cos  

4 Fiscal Deficit target at 3.2% FY18; Better than street estimates NA  

5 Government Borrowing to be kept at Rs. 3.4tn in FY18 NA  

6 Affordable Housing gets Infrastructure status 
Real estate, Housing Finance, Cement, Building 
materials, Paints 

 

7 No sops as were expected for Home loans Housing Finance  

8 

A) MNREGA allocation hiked by 100bn to Rs. 480bn. 
B) Interest waive off of 60 days for farmers 
C) Long term irrigation fund set up with NABARD hiked by 100% to 
Rs 400bn. 
D) Computerization & Integration of NABARD to ensure 
uninterrupted flow of funds to small farmers 

Agriculture & allied sectors  

9 Maintained status quo on Capital Gains Tax & STT Equity, Mutual Funds, Bonds, Forex, Commodity  

10 
a) Merger of state oil companies to create an integrated public 
sector oil major. 
B) To set up crude oil strategic reserves in Odisha and Rajasthan 

State owned oil refineries and oil marketing 
companies 

 

11 
Dairy processing Infrastructure fund to be set up under NABARD 
with corpus of Rs.80bn 

Milk/Milk Products, Packaged Foods  

12 Rs.100bn for recapitalization of banks in FY18 State owned Banks  

Note – Green – Neutral, Blue – Positive, Red – Negative 

  



 
IV. SENSEX ESTIMATES & VALUATION  

 

� FY17 Sensex EPS 
 

 Sensex EPS (Rs./-) 

FY16 EPS 1,395 

FY17 EPS - at start of FY17 1,560 

FY17 EPS - revised post de-monetisation 1,414 

FY17 EPS - Latest after 9m-FY17 results 1,595 

% YoY 14.4% 

Sensex today 28,142 

Sensex PE-FY17 (xs) 17.64 

 

Remarks - We have computed Sensex FY17 estimates based on current 9M-FY17 results announced by the companies, which factor 

in the pain of demonetization.  
 

� Sensex EPS estimates for FY18 & FY19 at varying levels of growth 
 

Sensex EPS (Rs./-)  

FY17 FY18 FY19 YoY 

1,595 1,755 1,930 10.0% 

1,595 1,795 2,019 12.5% 

1,595 1,835 2,110 15.0% 

1,595 1,874 2,203 17.5% 

1,595 1,914 2,297 20.0% 

1,595 1,954 2,394 22.5% 

1,595 1,994 2,493 25.0% 

Note – Shaded cells are our base case estimate range 
 

Remarks - Given the high possibility of 14%+ YoY growth of Sensex EPS in FY17 despite demonetization, it is fair to assume 15%-
17.5% YoY growth rate in Sensex earnings in FY18. 
 

� Sensex Levels Next 9-12M & Upside 
 

Sensex target (9M-12M) (Using FY18E EPS) PE - 18xs PE-20xs PE-22xs PE-25xs 

10.0% 31,587 35,096 38,606 43,871 

12.5% 32,304.67 35,894 39,483 44,868 

15.0% 33,023 36,692 40,361 52,744 

17.5% 33,740 37,489 41,238 55,063 

20.0% 34,458 38,287 42,116 57,431 

22.5% 35,176 39,085 42,993 59,848 

25.0% 35,894 39,882 43,871 62,316 

     

Upside (9M-12M) PE - 18xs PE-20xs PE-22xs PE-25xs 

10.0% 12.2% 24.7% 37.2% 55.9% 

12.5% 14.8% 27.5% 40.3% 59.4% 

15.0% 17.3% 30.4% 43.4% 87.4% 

17.5% 19.9% 33.2% 46.5% 95.7% 

20.0% 22.4% 36.0% 49.7% 104.1% 

22.5% 25.0% 38.9% 52.8% 112.7% 

25.0% 27.5% 41.7% 55.9% 121.4% 

Note – Cells in Red indicate our Base Case Upside Range for Sensex over 9M-12M and Upside. 

 



 
� Sensex Levels Next 12M-15M & Upside 

 

Based on avg. (FY18E & FY19E) EPS     

Sensex target (>12M-15M) PE - 18xs PE-20xs PE-22xs PE-25xs 

10.0% 33,166 36,851 40,536 46,064 

12.5% 34,324 38,137 41,951 47,672 

15.0% 35,499 39,444 43,388 49,305 

17.5% 36,693 40,770 44,847 50,962 

20.0% 37,904 42,116 46,327 52,645 

22.5% 39,134 43,482 47,830 54,352 

25.0% 40,381 44,868 49,354 56,085 

 

Upside (>12M-15M) PE - 18xs PE-20xs PE-22xs PE-25xs 

10.0% 17.9% 30.9% 44.0% 63.7% 

12.5% 22.0% 35.5% 49.1% 69.4% 

15.0% 26.1% 40.2% 54.2% 75.2% 

17.5% 30.4% 44.9% 59.4% 81.1% 

20.0% 34.7% 49.7% 64.6% 87.1% 

22.5% 39.1% 54.5% 70.0% 93.1% 

25.0% 43.5% 59.4% 75.4% 99.3% 

Note – Cells in Red indicate our Base Case Upside Range for Sensex over 12M-15M and Upside. 

 
Remarks – We are arriving at our Sensex target using current FY17 PE multiple of ~18xs and taking the range to 20xs; in-line with 
the historical range. 

 

 

 

 

 

 

 

 

 

  



 

Annexure 
 

PRE-BUDGET 2017-18 – EQUENTIS VIEWS (Dec-2016) 
 

Budget 2017-18 is widely believed to have a populist overtone. Ahead of upcoming legislative elections in seven major states next 
year, representing ~25% of Lok Sabha seats, in all possibility electoral management is expected to assume top priority in the 
forthcoming budget session. We at Equentis believe that the segments that have been most affected due to the ongoing 
Demonetization drive may find special attention in this budget. Also, given that this government understands that in the backdrop of 
weak global demand relying on domestic demand is critical to meet growth targets, it would like to take all necessary measures to 
bring domestic demand back on track. 
 

1) Providing low cost funds to the ailing Micro, Small & Medium Enterprises (MSME)- In the wake of demonetization, 
MSME production has dropped significantly as they have a heavy dependence on cash. Given that the MSME sector 
accounts for 45% of India's manufacturing and 40% of total exports, it is most likely to be offered the olive shoot in the 
form of budgetary sops. We expect benefits to the sector to be provided by giving access to low cost funds for growth. 
Besides, the Government may even consider extending some direct tax sops to the sector that can spur demand on immediate 
basis. 
 

2) Rationalizing Income Tax Slabs - Booster to propel India’s “Consumption-led growth story” -We are of the strong 
opinion that rationalization of the Income Tax slabs, whereby the highest personal income tax rate of 30% is levied at an 
income tax bracket of Rs. 20lakh and above as against present slab of Rs. 10lakh and above, will go a long way in not only 
widening the tax net, but also in harnessing the overall consumption-led demand.  The multiplier effects of the same will 
ensure strong employment, kick-start the much needed private sector capex and bring about an overall buoyancy in the level 
of economic activity spanning - agriculture, manufacturing and services. Summing up, the demonetization move now needs 
to be followed up with stronger reforms on the taxation side as well as with concurrent steps to improve the private 
investment cycle by boosting domestic demand. 
 

3) Reviving rural demand- Semi Urban and rural India (70% of India’s population base), which is almost entirely dependent 
on cash, have witnessed sharp disruption due to demonetization. We therefore expect the Government to announce some 
major populist measures to appease the rural electoral masses. We believe that the govt. may increase the spend towards 
social sector including schemes like MNREGA, Pradhan Mantri Gram Sadak Yojana (PMGSY), Sarva Shiksha Abhiyan, 
Midday Meal Scheme, National Health Mission, etc. in order to boost its ‘pro-poor ‘or ‘pro-farmer’ image and in the process 
provide a major thrust for rural demand revival.  
 

4) Public sector capex revival- The Government has ambitious plan to scale up public infrastructure, including building roads, 
ports, modernization of railways, power generation and T&D capacity addition, setting up urban mass transport, etc. In 
Budget 2016-17, the Govt. made record allocation of Rs 221,246 crore (US$ 33.07 billion) for several infrastructure projects. 
While we expect the thrust on higher spends towards infrastructure development to be maintained in the forthcoming budget 
as well, we further expect the Government to deepen and widen funding channels to ensure long term fund availability for 
infra projects. 
 

5) Housing-for-all to gets its due- In the past one year, there have been a few potentially long-lasting changes drawn up in 
the Indian real estate sector that includes passing of RERA (Real Estate Regulation and Development Act 2016), and the 
Benami Transactions Act and now the demonetization move will ensure that the transparency in the system improves, 
tremendously boosting demand from genuine home buyers. In this budget, therefore we expect the Government to announce 
further sops to encourage investments towards its Housing-for-All scheme that aims at providing ~60mn houses to the 
economically weaker sections of the society by 2022.  
 

Positive budget for the equity markets- In conclusion, focus on demand revival through budgetary measures is expected to be a 
key positive for the stock markets. In fact, we are hopeful that post demonetization, the Government may consider providing a special 
stimulus package aimed at increasing the share of financial savings vis-à-vis physical assets such as gold and real estate. Notably, 
equities hitherto were losing out to real estate and gold, because it was not able to offer any tax amnesty / shelter as opposed to the 
physical assets like real estate and gold. Now, with a level playing field created, logically speaking, equities will stand to benefit the 
most and share of financial savings in equities will considerably increase.  
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