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Just The Beginning

The government has signalled its intentions with a slew of reforms, but much remains to be done

Adi Godrej

The major: policy
changes on foreign
investments and
diesel prices an-
nounced last week
have delighted in-
dustry and hfted
the spu'lts of investors. Coming at
a time when economic data on in-
dustri.al activity export perform-
ance and inflation continues to
be disappointing, the big bang re-
forms raise hope that more policy
announcements to boosteconomic
prowth are to come, and soon.

To begin with, government
hiked diesel prices and restricted
subsidised LPG consumption to
bridge fiscal deficit which was
reaching alarming proportiohs.
In the short term, inflation will go
up — but a high fiscal deficit not
onlyadds toinflationary pressures
bt also pushes up interest rates
and constricts available funds for
investments, Owver the long term, a
holistic policy for fuel prices in
alignment with shifting global
commodity prices needs to be
instituted, with better targeting of
fuel subsidies to the needy Elec-
tricity charges must also be realis-
tically commensurate with costs.

Above all, there is never any
right time for dizinvestment. A
‘systematic’ disinvestment plan
should be instituted without delay
for the PSUs in which stakesals has
already been approved by the cabi-
net, including the four lastweek.

The steps taken for promoting
FD are particularly welcome at a
time when slow growth in invest-
ments and deferred projects have
pulled down the pace of GDP

growth. The aviation sector is
atressed, andadding FDI could help
realise the potential that India's
large market offers for its growth.
The entry of FDI in multi-brand
retail will finally add efficiencies to
the supply chain and offer greater
returns to farmers and producers,
while keeping prices under check
for consumers. The stipulations on
both multi-brand and single-brand
retail FDI are designed to create
employment in rural areas, boost-
ingentrepreneurship.

Some more policy moves
could help build on the upbeat
mood. Capital goods production

should he encouraged by a

The snurthat the economy s0 hadly needed

When economic data
continues to be
disappointing, the big
bang reforms raise
hope that more policy
announcements to boost
growth are to come

25% accelerated depreciation on
investiments in plant and ma-
chinery, accompanied by 250%
weighted tax deduction for ex-
penditure on “gresn’ business,
There is need to unlock partici-
pation of pension funds and
Insurance companies in infra-
structure projects as well.

Reducing interest rates and
cutting eash reserve ratio by 100
basis points each are urgently
neaded measures toadd taoinvest-
ments. Flagship governiment
programmes such as Bharat
Nirman for infrastructure cre:
ationinvillagesand JNNURM in
citizs must be boosted.

We have estimated that fast-
tracking 50 high-impact infras-
trueture projects conld rejuvenate
some 100 industry sectors up and
down the value chain. Hold-ups in
project clearance have become en-
demic in the system, exacerbated
by land disputes, clearances, taxa-
tion,ete, A board for mediation and
alternate dispute resolution conld
facilitate project implementation.

Apart from these reforms, the
General Anti Avoidance Rules
(GAAR) have created confusion,
and the Shome committes report
poes a long way in addressing
this. Deferring GAAR by three
vears, amending the definition of
commercial substance, grandfa-
thering of tax incentives, distin-
riishing tax mitigation from tax
avoidance, treaty override, ex-
cluding GAAR from intra-group
transactions, and including the
private sector in the approving
independent panel, among others,
are positive recommendations,

Retrospective amendmentsto

income tax law are also avoida-
ble, The impact of these amend-
ments on 82 countries with
which Indiahas signed bilateral
investment protection treaties
needs to be elucidated. The pro-
vizions on indirect transfer pro-
posed in the Finance Bill, 2013
require adjnstments as well, on
the linesof Direct Tax Code,
Land acquisition has
emerged as a major challenge,
The CII has been advocating gov-
ernment infervention in aequir-
ing land for industry While this
waspartof the draftlegislation, 8
parliamentary panel hassuggest-
ed that land should not be ac-
quired by government for private
companies, even for public-pri-
vate partnership infrastructare
projects - and alzothat agriculin-
ralland should not be aequired.
Such measures, if implemen-
tad, could greatly hamper econo-
mic development. Moreover, con-
cerns have arisen regarding costs
at which land is t0 be acquired,

and for resettlement and rehabi-
litation, which may turn ouf to be
prohibitive, Deft handling of the
land acquisition issue taking into
account all sensitivities, particu-
larly inclusive growth compul-
sions, isrequired atthisstage,

The allocation of captive coal
bincks has taken centre stage of
late. Again, government should
desist from cancellation of coal
blocks allocated earlier as per due
process. Where due process has not
been followed, allocations may be
reviewed and appropriate action
taken. Almost two-fifths of revennue
from coal mining goes to the gov-
ernment in the form of rovalties
and taxes, one of the highest auch
levels in the world, Thus, delays in
production from coal blocks on ac-
count of land acguisition, clearan-
ces and supportive infrastructure
must be resolved through a time-
bound, single-window mechanism.

Finally, the fall in exports has
emerged as a concern, The interest
subvention scheme available to
certain labour intensive exports
should also be extended to key see-
tors such as enginearing, automo-
hiles and chemicals, where India is
fast emerging as an exporter of
niote, Moreover, the SEZs created to
boost exports areno longer compe-
titive due to withdrawal of various
incentives and must be reinstated.
A clear and consistent policy for
agriculture exports is néeded too

The government has sig-
nalled its intentions for reform
and given the green light. Now
it must jump into the driver’s
zeat and fire the cylinders of
economicegrowth.
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