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FY23 fiscal deficit expected at 6.4% of GDP

Slippage estimated at INR941bn

FY23, INR bn
Fiscal Deficit R o1

Subsidy expenditure I 2064
Disinvestment 50 ||

® Revised Estimate - Budget Estimate
Non-tax 79 1

Net tax I 1519
-500 0 500 1000 1500 2000 2500

» The extra funding requirement is bridged by higher net t-bill collection of INR1tn v/s Budget Estimate of INR500bn
* Nominal GDP growth at 15.4% in FY23 RE v/s 9% in FY22
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FY24 fiscal deficit to reduce to 5.9% of GDP

Despite slower nominal GDP growth and tax revenue growth
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» Reduction in subsidy expenditure
* Reduction in revenue expenditure ex. subsidy and interest
* Nominal GDP growth at 10.5% in FY24 v/s 15.4% in FY23
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FY24 Expenditure —where is fiscal space being created?

- Rsbn % GDP
_ FY22 FY23BE FY23RE FY24BE FY22A FY23BE FY23RE FY24BE

Revenue Expenditure 32009 31947 34590 35021 13.5% 12.4% 12.7% 11.6%
-Interest Payments 8055 9407 9407 10800 3.4% 3.6% 3.4% 3.6%
-Subsidy 5039 3556 5621 4031 2.1% 1.4% 2.1% 1.3%
--Food subsidy 2890 2068 2872 1974 1.2% 0.8% 1.1% 0.7%
--Fertilizer subsidy 1538 1052 2252 1751 0.6% 0.4% 0.8% 0.6%
-Pay and allowance 2546 4223 2862 3006 1.1% 1.6% 1.0% 1.0%
-Pension 1989 2071 2448 2344 0.8% 0.8% 0.9% 0.8%
-Compensation cess 1108 1200 1300 1450 0.5% 0.5% 0.5% 0.5%
Capital Expenditure 5929 7502 7283 10010 2.5% 2.9% 2.7% 3.3%
Total Expenditure 37938 39449 41872 45031 16.0% 15.3% 15.3% 14.9%

Subsidy savings in FY24 estimated at INR1.6tn

 Fertilizer subsidy normalization assuming energy prices remain range-bound and there are no further supply-chain disruption

* Food subsidy to be contained post merger of PMGKAY and NFSA. Under the merged scheme all food grains provided under NFSA will be free. This is more cost
effective than extending PMGKAY

* Moderation in pensions and allocation to rural and agriculture
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Allocation to rural and agriculture reduces

Expenditure on NREGA expected to normalize

2.0%
1.8%
1.6%
1.4%
1.2%
1.0%
0.8%
0.6%
0.4%
0.2%
0.0%

IDFC FIRST
Bank

Agri and rural development expenditure as % of GDP
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Outlay for NREGA is lower at INR600bn in FY24 v/s INR894bn in FY23 (Revised Estimate), reflecting normalization of employment demand under the

scheme as growth recovery progresses.

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Higher on-budget capital expenditure

Highest allocation to roads, railways and defence
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« Capital expenditure as % of GDP at a historical high
* Note this also includes INR1.3tn interest free capital loans to state governments
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Higher PSU capital expenditure in FY24

This is also includes FCI

Share in
Capital expenditure as % of GDP PSU capex INR bn FY23RE FY24BE FY24BE

6.0% m Centre = PSU Food Corporation of India 1450 30%
Indian Renewable Energy
5.0% Development Agency 256 358 7%
Oil and Natural Gas Corporation
4.0% 3.3% 1.6% Limited 300 301 6%
0 0 Indian Oil Corporation Limited 141 257 5%
3.0% 220 3.6% 329 3.2% N National Thermal Power Corporation
Limited 225 225 5%
20% National High Speed Rail Corporation
3.3% Limited 180 206 4%
1.0% 2 30, 2.5% Coal India Limited 165 165 3%
RS 1 G701 5o, 1.7% Housing and Urban Development
0.00 Corporation 182 153 3%
70 Dedicated Freight Corridor Corporation
FY17 FY18 FY19 FY20 FY21RE FY22 FY23REFY24BE 5 e Ll 184 152 3%
Nuclear Power Corporation of India
Limited 107 129 3%
National Hydro Electric Power
Corporation Limited 71 109 2%
Grand Total 4011 4877

PSU capex excluding FCl at 1.1% of GDP in FY24 v/s 1.3% in FY23
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Gross tax revenue assumption slightly optimistic

Gross tax revenue growth Budgeted at 10.4%YoY in FY24 v/s 12.3% in FY23
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* The relief given on the direct and indirect tax, costing the government INR350bn annually. Majority of the revenue foregone is due to reduction in income tax under the
new regime, which has now been made the default tax regime.

* The following were the changes under the new income tax regime:
* The rebate limit was increased to INR7 lakh from INRS lakh earlier
* For middle incomes, the number of tax slabs have been reduced and tax exemption limit increased to INR3 lakh
* Highest tax rate is reduced to 39% from 42.74%

* Income tax receipts Budget Estimate of 3.0% of GDP (same as FY23), will need to be monitored.
* Excise duty revenue, the Budget Estimate of 1.1% of GDP v.s 1.2% in FY23 (revised estimate), is bit on the optimistic side. This is because revenues from excise
duty on petrol and diesel (for consumption) is expected to moderate post the duty cut in May 2022.

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
3/13/2023 8



Non-tax revenues and disinvestments

FY24 disinvestment target is more realistic

Gross USD sale
Disinvestment (INR bn) 45.0 64.0
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Disinvestment target for FY24 was realistic at INR510bn v/s INR500bn in FY23RE. FY23 revenues may not be achieved

Dividend from RBI and PSU banks estimated at INR480bn v/s INR410bn in FY23 (Revised Estimate), which is on the conservative side. In FYTD23 RBI has
undertaken gross dollar sales of US$180bn v/s US$97bn in FY22

Revenue collections from telecommunication services is expected to be at INR895bn in FY24 v/s INR688bn in FY23.
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Support to states marginally lower at 6.2% of GDP

TRANSFER OF RESOURCES TO STATES AND UNION TERRITORIES WITH LEGISLATURE

INR bn FY22A FY23BE FY23RE FY24BE

1836

I. Some Important Iltems of Transfer 2028 1637 1252
Back to Back Loans to States in lieu of GST Compensation

Shortfa 1479 0 0
Special Assistance as Loan to States for Capital

Expenditure 142 1000 760
II. Finance Commission Grants 2074 1921 1733
[ll. Transfer to States [Other than (1)+(11)] 3458 3837 3953
IV. Transfer to Delhi,Puducherry and Jammu & Kashmir 511 556 687
Grand Total 8072 7951 7624

States' share of Net Proceeds of Union Taxes and

Duties 8984 8166 9484
Total transfer 17056 16118 17108
As % of GDP 7.2% 6.2% 6.3%

* The moderation is due to lesser devolution of taxes to states, reflecting the slowdown in overall tax collection growth
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» Other transfer to state governments is expected to remain steady at 2.8% of GDP, supported by enhanced capex loan to state governments.
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Funding of fiscal deficit

Net issuance of INR11.8tn of g-secs in FY24

INR bn FY22(A) FY23BE FY23RE FY24BE

External Financing

Domestic Financing

(a) Market Borrowings

-Net g-sec

--Gross g-sec

--Repayments

-Short-term

--14 day tbills

--91 day tbills

--182 day thills

--364 day tbills

(b) Securities against Small Savings
(c) State Provident Funds

(f) Others

(g) Cash Balance {Decrease(+)/Increase(-)}
TOTAL FINANCING

IDFC FIRST
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15484
8146
7325
9684
-2643
774
112
454
713
-504
5513
103
1697
25
15845

16419
11587
11186
14950
-3764
500

-220
360
360

4254
200
370

8
16612

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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17413
12058
11082
14210
-3128
1000

44
624
332

4389
200
799

17553

17647
12309
11809
15430
-3621
500

130
235
135
4713
200
543
-118
17868

FY23 — No extra g-sec issuance

* The extra funding requirement is bridged by higher net t-bill
collection of INR1tn v/s Budget Estimate of INR500bn. This
may require the extra t-bill issuance

In FY24 — Gross g-sec issuance is at INR15.43tn in FY24
and net issuance at INR11.8tn, coming in line with our
estimates.

« Small savings collections are expected to be higher in FY24
at INR4.7tn v/s INR4.4tn in FY23 (Revised Estimate). The
government has announced New small savings scheme for
women (up to INR2 lakh for 2years at 7.5% interest) and
Senior Citizen Savings Scheme will be enhanced from INR15
lakh to INR30 lakh. This is likely to support small saving
collection in FY24.
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Ownership of g-secs (as % of outstanding g-sec), Q2FY23

Government securities - Demand-Supply dynamic
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research

12

3/13/2023



Government securities - Supply dynamic

| Netmarketissuance
INR bn FY22 FY23RE | FY24BE

Centre 8631 11082 11809
State 4925 4604 5601
Centre + State 13556 15686 17410

« Supply dynamics to be less favourable with rise in SDL and corporate bond supply
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Government securities - Demand dynamic

Net change in g-sec ownership (INR bn) 32 == Bank investment in government securities as % of deposits 80.0
Credit to deposit ~rhs '

Commercial Banks

Insurance Companies T — 31 78.0
Provident Funds — 30
Corporates — 76.0
Non-Bank PDs B 29 ;
) mH1FY23 W) 74.0
Co-operative Banks - 8 ’
- ol Institu - H1FY22 \'
inancial Institutions | / 72.0
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Mutual Funds - 26 70.0
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« Demand not expected to deteriorate as majority of the rate hiking cycle is behind us
« Liquidity conditions expected to be in deficit in FY24, creating space for RBI to buy bonds if needed

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
3/13/2023 14



RBI: Terminal repo rate expected at 6.75%

FY24 CPI inflation between 5 to 5.5% v/s 6.7% in FY23
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Chances of 25bps hike in April have risen

* Focus has shifted towards elevated core inflation, which could stay sticky as services sector recovery gains momentum
+ External factors also support another rate hikes given Fed is likely to remain hawkish
+ 25Dbps hike in April ; stance likely to be a close call

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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10-yr g-sec expected to be range-bound 7.3% to 7.5%
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* Another change factor which supported demand for g-sec in FY23 are insurance companies and provident funds. In FY24, the demand for longer dated securities
could be impacted by the measure to make income from insurance policies taxable if the total premium for an individual in a year exceeds INR 0.50m across their
insurance policies (except ULIPS). This is likely to impact demand for guaranteed return products which could impact demand for ultra-long bonds (30/40yr) in FY24.
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Transmission of the rate hikes

Schedule Commercial Banks lending rates (%)

18% o Yo

11.0 = Qutstanding loans Fresh loans Credit YoY% Deposit YoY%
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Outstanding loans weighted average lending rates 0.78
Fresh loans weighted average lending rates 1.25
1Yr MCLR 1.10
Domestic term deposit rates 0.59
Repo rate 2.25

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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FY24 CAD to narrow as oil prices remain ranged

USDINR expected to trade between 81 to 83.50 till March 2023 ; Between 83.50 to 85 post March 2023

India's export 3MMA (Jan 2019 =100) 10
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Depreciation supported by
* Interest rate differentials between India and US near historical lows

» Current account deficit to narrow as crude oil prices likely to remain ~US$80 to 85pb in FY24. However, weakness in exports to limit improvement.
FY24 current account deficit expected at 2.8% of GDP v/s 3.0% in FY23

* India to start FY24 with lower FX reserve cover
» Risk-off sentiment to keep portfolio flows volatile

Source: CEIC, IDFC FIRST Bank Economics Research
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FY?24 fiscal deficit target at 5.9% of GDP

. Rsbn %GDP_
| FY22 | FY23BE | FY23RE | FY24BE | FY22A | FY23BE | FY23RE [ FY24BE _
Revenue Receipts 21699 22044 23484 26323 9.2% 8.5% 8.6% 8.7%
Gross tax revenue 27093 27578 30430.7 33609 11.4% 10.7% 11.1% 11.1%
Corporate tax 7120 7200 8350.0 9227 3.0% 2.8% 3.1% 3.1%
Income tax 6962 7000 8150.0 9006 2.9% 2.7% 3.0% 3.0%
CGST 5912 6600 7240.0 8118 2.5% 2.6% 2.7% 2.7%
Compensation cess 1048 1200 1300.0 1450 0.4% 0.5% 0.5% 0.5%
Customs 1997 2130 2100.0 2331 0.8% 0.8% 0.8% 0.8%
Excise 3908 3350 3200.0 3390 1.7% 1.3% 1.2% 1.1%
Tax Revenue (Net) 18048 19348 20867 23306 7.6% 7.5% 7.6% 7.7%
Non-Tax Revenue 3651 2697 2618 3017 1.5% 1.0% 1.0% 1.0%
--Dividends from PSE 593 400 430 430 0.3% 0.2% 0.2% 0.1%
--Dividend RBI & PSB 1014 739 410 480 0.4% 0.3% 0.1% 0.2%
Non-Debt Capital Receipts 394 793 835 840 0.2% 0.3% 0.3% 0.3%
-Recovery of Loans 247 143 235 230 0.1% 0.1% 0.1% 0.1%
-Disinvestment + others 146 650 600 610 0.1% 0.3% 0.2% 0.2%
Total Receipts 22093 22837 24319 27163 9.3% 8.9% 8.9% 9.0%
Revenue Expenditure 32009 31947 34590 35021 13.5% 12.4% 12.7% 11.6%
Capital Expenditure 5929 7502 7283 10010 2.5% 2.9% 2.7% 3.3%
Total Expenditure 37938 39449 41872 45031 16.0% 15.3% 15.3% 14.9%
Fiscal Deficit 15845 16612 17553 17868 6.7% 6.4% 6.4% 5.9%
Nominal GDP 236646 258000 273078 301751

Nominal GDP - growth 19.5% 9.0% 15.4% 10.5%
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Disclaimer

. Disclaimer: This Reportis published by the Financial Markets Group of IDFC FIRST Bank Ltd. for purpose of information dissemination and is meant for private circulation only. This document
does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

. The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis, the
opinions and information in this report are subject to change without notice and IDFC FIRST Bank, its subsidiaries and associated companies, their directors and employees (“IDFC FIRST Bank
and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent IDFC FIRST Bank and affiliates
from doing so. Thus, the opinions expressed herein should be considered those of IDFC FIRST Bank as of the date on this document only. We do not make any representation either express or
implied that information contained herein is accurate or complete and it should not be relied upon as such. The information contained in this document has no regard to the specific investment
objectives, financial situation or particular needs of any specific recipient. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for
an investment decision. The investment discussed or views expressed in the document may not be suitable for all investors. Investors should make their own investigations as they deem
necessary to arrive at an independent evaluation of an investment in the securities referred to in this document (including the merits and risks involved) and investment decisions based upon
their own financial objectives and financial resources. Investors assume the entire risk of any use made of the information contained in the document. Investments in general involve some
degree of risk, including the risk of capital loss. Past performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested.

. Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or the price of, or income derived from, the investment. In
addition, investors in securities, the values of which are influenced by foreign currencies, effectively assume currency risk.

. Affiliates of IDFC FIRST Bank may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report. This report is not directed
or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IDFC FIRST Bank and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document may come are required to inform them
of, and to observe, such applicable restrictions.

. Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as such, may not
match with a report on a company's fundamentals.
. IDFC FIRST Bank and affiliates, their directors, officers, and employees may from time to time have positions in, purchase or sell, or be materially interested in any of the securities mentioned

or related securities. IDFC FIRST Bank and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting
any of the foregoing, in no event shall IDFC FIRST Bank, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any
damages of any kind including but not limited to any direct or consequential loss or damage, however arising, from the use of this document. Any comments or statements made herein are
those of the analyst and do not necessarily reflect those of IDFC FIRST Bank and affiliates.

. This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and is not
for any type of circulation. Any review, retransmission, or any other use is prohibited.

. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC FIRST Bank will not treat recipients as customers by virtue of their
receiving this report.

. IDFC FIRST Bank and its affiliates (i) may have received compensation from the company covered herein in the past twelve months for investment banking services; or (ii) may expect to receive
or intends to seek compensation for investment-banking or any other such services from the subject company in the next three months from publication of the research report.

. Affiliates of IDFC FIRST Bank may have managed or co-managed in the previous twelve months a private or public offering of securities for the subject company.

. IDFC FIRST Bank and affiliates collectively do not hold more than 1% of the equity of the company that is the subject of the report as of the end of the month preceding the distribution of the
research report.
. IDFC FIRST Bank and affiliates are not acting as a market maker in the securities of the subject company.

. Copyright in this document vests exclusively with IDFC FIRST Bank.
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