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The Budget is the most awaited financial
document for the year. The Union Budget
of India lays down guidelines and pro-
nouncements on different types of taxes,
financial allocations for various heads as
well as developmental plans for different
sectors. The Budget is also an important
source of information on government fi-
nances that shows whi
Every year, before the Budget is presented,
there are expectations of people all over
the country, industry and the masses alike.
There are a few concerns and challenges
such as inflationary pressure from food and
oil, slowdown in the growth rate of the
economy from the previous years and in-
creasing fiscal pressure. The budget which
is slated for July 6™ in the midst of raging
recession will be truly a masterpiece of
budget. It will combine the populism of a
newly re-elected government with the
pragmatism of fiscal deficit and recession
threateni

ng to sweep

away.

We, the Research Committee at SIBM, Ban-

galore bring before you the pre -budget
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analysis. The content that follows discusses 7
different sectors. We give insights about the in-
dustry, current scenario of the industry, expec-

tations from the upcoming budget and the stocks

you should watch for to invest. Criticisms are

wel come, t hough we wo u
ments either!!!
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About SIBM

SIBM since 1978 has been synonymous with VISION

progress, and it has continued this trend by To be recognized globally as the preferred desti-

being the first to set up its offshore campus nation for all future leaders, where the spirit of

at Bangalore. The world is changing and inquiry and enterprise will drive growth through

SIBM, Bangalore is poised to be the perfect e

catalyst to drive this change. SIBM is consis-

tently ranked among the top ten institutes

in the country. Encouragement provided for

analytical research creates the intellectual MISSION

capital which is highly sought after. The To create a centre of academic excellence with
program here provides a holistic approach a collaborative environment, which fosters ex-
to management and this goes a long way in perimental learning that can be applied towards
creating a dynamic identity. social, economic and global development.
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Macro -Economic Overview Com-

mentary

In the annals of socio-economic history,
never has there been the story of a billion
people massively struggling to rewrite their
economic destinies with vigor as un-
mat ched as I ndiads.
budget of this year is largely seen as a con-
tinuati on of t he
aimed at providing stability to an economy
ailing with the distresses of an economic
recession coupled with a fiscal deficit of
almost 11% GDP (State and Central Govern-
ment figures put together) and a looming
drought. The budget is expected to an-
nounce several bold measures to enhance
economic growth in an 'inclusive' manner as
well as to introduce much needed struc-
tural reforms.

For the country to achieve a growth rate of
8%, as against the projected figures of
6.7%, the Government would require to
tweak the various economic levers to en-
sure that there is massive spending in the
social sector that would include increased
allocation to various infrastructure related
sectors- roads, ports, etc, yet at the same
time ensuring that the fiscal deficit does
not go out of hand. A deficit any more than
the existing range would have seriously
negative repercussions denting the cur-
rency stability brought about painstakingly
by the RBI.

The Government in three installments have
provided massive infusions of liquidity in
the form of stimulus packages and tax cuts,
hence inflation -expectations for the next
year will be at historical highs and running
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a tight monetary policy will be a pre -requisite.
This runs contrary to the current need of running
a rather liberal interest rate regime to boost

T NiRvestMénts Mand @Rstiring 4 Astbie $nérease in
the credit -off take. The Budget will be closely

its prudent fiscal policies to advance growth. As
the RBI states in its Annual Policy Statement for
the year 2009-2 0 1 0 , oUnl i ke the
tion, CPI based inflation in India, remains high,
with recent evidence of very modest moderation
and this has emerged as an important issue in
the conduct of Reserve
Hence the need of the hour will be to balance
the reduction of the high fiscal deficit with poli-
cies that promote growth.

Additionally, righting the wrongs of non -
expansion of critically important social sectors
will be schemes such as NREGA, Bharath Nirman
and JNNURM , this in turn requires massive infu-
sion of funds which in spite of all of the ills asso-
ciated with them are meant for the voiceless
whose marginalization is disastrously dangerous
for the nation while it attempts to achieve an
enhanced status in the league of nations-
extraordinaire.

While it may look bleak everything is not lost as
the present government has come in with in-
creased seat strength and the government can
push forward with many structural reforms
which was not be possible in the last few years
due to coalition pressures. Let us see, if Pranab
Mukherjee, our finance minister is able to fulfill
the historic mandate given to him.
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Automotive Se

Industry Overview

The automotive sector in India mainly com-
prises of two wheelers, light motor vehi-
cles, and heavy vehicles which include
buses and lorries. The major players in this
sector include Hero Honda, TVS, Bajaj, Ma-
ruti, Tata Motors, Ashok Leyland, Hyundai
etc and there are many more foreign firms
eagerly waiting to join the league.
The past one year was a momentous occa-
sion for the Indian automotive industry with
teiRel | rausgEe h T oNiEEst hie Y ul t r
car at Rs 1 lakh which astounded the entire
international automobile industry.
The previous budget of 2008-09 had re-
duced excise duties on two and three
wheelers. The duty was reduced to 14.0
percent from the existing 24.0 percent on
hybrid cars and from 16.0 percent to 12.0
percent on small cars thus making them
cheaper. With a reduction in duties on
these cars, the lagging demand for small
cars was anticipated to pick up and this was
expected to boost sales. Thus the auto ma-
jors were provided a stimulus to undertake
capacity expansion and they were expected
to make India a hub for small cars.
But as per Data released by Society of In-
dian Automobile Manufacturers (SIAM), it is
confirmed that the auto industry is badly
hit by the recession with passenger cars
dipping by 19.38 per cent and commercial
vehicles recording a sales slump of 49.52
per cent the worst ever decline in the past
eight years. In short, the auto sector has
been sliding into a recession.
However the government announced a
stimulus package for the automotive indus-
\t&y to reverse the effects of economic slow-

down in January 2009 and the RBI has slashed
key policy rates. Reacting to these measures the
Indian automotive market managed to stand up
to the vagaries of the economic meltdown to
show slightly positive growth during fiscal 2008 -
09. Overall vehicle sales at 97.23 lakh grew 0.71
per cent from 96.54 lakh units in 2007 -08.

Automotive Sector Performance (2008-09)
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Passenger vehicle sales at 15.51 lakhs registered
flat growth while commercial vehicle sales
showed a 21 per cent drop. The automotive mar-
ket has recovered from the downturn that hap-
pened during September-November.

Expectations from Budget 09

{The Government under the fiscal stimulus
packages had cut the excise rates for cars,
commercial vehicles and auto components.
Though, such measures are encouraging, they
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havenodt compl etely
industry. Radical actions are expected to
be taken keeping in view the long term
perspective of making India the hub of the
auto manufacturing.

fCreation of special auto -component parks
with specific direct & indirect tax bene-
fits. For Auto parts manufacturers the im-
port duty for certain components stands
at 7.5 per cent. It is likely to increase so
as to provide scope for Auto components
parks.

fiBanks can be asked to reduced the inter-
est rates charged on automobile loans.SBI
has already gone ahead in this measure by
charging 8% interest on car loans. Many
other banks are expected to follow suit.

fExport is an area of grave concern given
the global economic crisis. Continuance of
tax holiday for Export Oriented Units
(EOUs), deductions for profits on exports
for Small & Medium sector non- EOUs are
expected for the survival for many auto
component manufacturers.

fIFor promoting use of environment friendly
fuel efficient cars, incentives for develop-
ment of technology for hybrids and reduc-
tion in custom rates on import of energy
efficient completely built units are also
expected.

flincentives are expected for improving the
demand for commercial vehicles, by pro-
viding incentive to scrap old vehicles and
buy new ones like the enhanced deprecia-
tion benefit scheme etc.

fTWhile small cars attract 8 per cent excise
duty, the effective manufacturing duty on
large cars and utility vehicles is 22 -24 per
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bail ed out t he auto

cent so we can expect that there will be some
reduction in the excise duty.

'We also expect the VAT structure to get ration-
alized across all states .Now it varies from 12.5
% in Delhi to 15% in other states.

Stocks to watch out for

Tata Motors, Ashok Leyland, Maruti and M&M

Conclusion

Despite the slowdown, the prospects of growth
for the Indian auto industry are perceived to be
strong, given that the country has a much lower
vehicle population as compared to the devel-
oped nations. Most of the auto giants have ex-
pressed confidence in the Indian markets and
are continuing with their India investment/
expansion plans. However, consumers demand
for new passenger cars are known to be discre-
tionary and hence, can dip in an uncertain eco-
nomic environment. Similarly, the fortune of the
commercial vehicles segment is closely linked to
the industrial production. But, we do expect
that the government will definitely undertake
concrete measures to help Auto Industry regain
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its lost glory. /
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