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Trade and Investment Policies in India, 2014-2015

Abstract

This report by the U.S. International Trade Commission (the Commission), Trade and
Investment Policies in India, 2014—-2015, reviews significant changes made to India’s trade and
investment policies by the government of Narendra Modi since he took office in May 2014. It
also describes changes to policies identified in Trade, Investment, and Industrial Policies in
India: Effects on the U.S. Economy (hereafter India 2014), a December 2014 report by the
Commission. Both reports were requested by the U.S. House Committee on Ways and Means
and the U.S. Senate Committee on Finance.

The Modi government made significant changes to certain barriers to trade and investment
described in India 2014. The Modi government also announced several new trade and
investment-related policies between May 2014 and July 2015. The Commission found
significant changes or new policies in four areas: foreign direct investment; tariffs and customs
procedures; local-content requirements, particularly concerning information and
communications technology goods; and standards and technical regulations. U.S. industry
representatives and other observers viewed some of the policy changes described in this report
as promising from the standpoint of U.S. trade and investment opportunities in India; other
policies, as less so. The Modi government enacted no new laws to address intellectual property
rights (IPR)-related barriers. However, U.S. industry representatives report that the Modi
government has shown more interest in improving IPR policy transparency and more
willingness to engage with the United States in this area than Indian governments in the past.
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Executive Summary

On May 26, 2014, Narendra Modi of the Bharatiya Janata Party became Prime Minister of India.
Soon after taking office, Prime Minister Modi stated his intention to introduce a broad range of
trade and investment policy reforms to promote India’s economic growth and development.
Given this change in India’s political leadership and the new leaders’ promises of policy
reforms, the U.S. House Committee on Ways and Means and the U.S. Senate Committee on
Finance (the Committees) requested on September 25, 2014, that the U.S. International Trade
Commission (USITC or Commission) provide up-to-date information on India’s trade and
investment policies.

In response to an earlier request from the Committees, in December 2014 the Commission
published a report, Trade, Investment, and Industrial Policies in India: Effects on the U.S.
Economy (hereafter India 2014). India 2014 identified and described India’s industrial policies
that discriminate against U.S. trade and investment. As requested by the Committees, the
present report describes significant changes that have been made under the Modi government,
from May 2014 to July 2015, to policies identified as problematic in India 2014. Also as
requested, the new report identifies other relevant trade and investment policies and practices
adopted by the Modi government during May 2014—-July 2015.

Main Findings

Information obtained for this report indicates that the Modi government made significant
changes to some of the barriers to trade and investment identified in India 2014. The Modi
government also implemented several new trade and investment-related policies between
May 2014 and July 2015.

The Commission found significant policy changes or new policies in four areas:

e foreign direct investment (FDI);
e tariffs and customs procedures;

e |ocal-content and localization requirements, particularly concerning information and
communications technology (ICT) goods; and

e standards and technical regulations.

The Modi government faced legislative challenges in passing other key policy reforms—notably
changes in India’s land acquisition laws, taxation policies, and other measures affecting the
overall business climate—and, as a result, many of India’s policies and practices that were

U.S. International Trade Commission | 11
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identified in India 2014 as discouraging U.S. trade and investment did not change during May
2014—July 2015. Moreover, during this period, the Modi government enacted no new laws to
address intellectual property rights (IPR)-related barriers—an area of particular concern for U.S.
companies.

U.S. industry representatives nonetheless report that the Modi government has shown greater
interest in improving IPR policy transparency and a greater willingness to engage with the
United States in this area than Indian governments in the past. Similarly, U.S. industry
representatives and other observers saw some of India’s policy changes described in this report
as promising from the standpoint of U.S. trade and investment opportunities in India; they
viewed other policy changes as less so.

Information in this report draws on publicly available information. Sources included testimony
from a Commission public hearing in Washington, DC; written submissions to the Commission;
and Commission staff interviews with U.S. industry and government officials in the United
States as well as with U.S. and Indian industry and government officials in several important
Indian commercial centers—Bangalore, Hyderabad, Mumbai, New Delhi, and Jaipur. This report
also draws on Indian and U.S. government documents, academic and private sector
publications, and press reports.

Analysis of the economic effects of India’s laws, policies, and practices during May 2014—
July 2015 on U.S. trade and investment was beyond the scope of the request for this report.
Moreover, it would not have been feasible to conduct a quantitative analysis of India’s trade
and investment policy changes during May 2014—July 2015, such as was done for India 2014,
due to the lack of necessary economic data.>

Table ES.1 summarizes the trade and investment barriers identified in India 2014, and shows
changes and new policies and practices introduced in India during May 2014—July 2015. In view
of the short period of time the Modi government has been in office, some of the policies and
practices shown include draft policies and policy proposals, in addition to laws and policies
already implemented. Appendix E offers a timeline of India’s key trade and investment-related
laws, policies, and practices during May 2014—July 2015.

> For India 2014, the Commission conducted quantitative analysis through economic modeling and a survey of U.S.
businesses of trade and investment policy reforms in India during 2003-13. For this report, however, the lack of
comparable economic data for the 14-month period May 2014 through July 2015 precluded a similar quantitative
analysis. Data on trade and investment in the short term can be too variable to be meaningful, and the effects of
policy changes may take some time to be reflected in economic data.

12 | www.usitc.gov
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Table ES.1: Indian barriers to U.S. trade and investment identified in the Commission’s India 2014 report
by industry, product, or policy, and changes, and new policies/practices introduced by the Modi
government during May 2014—July 2015

Barriers to U.S. trade and investment Changes and new policies/practices made
Industry, product, or identified in the Commission’s India 2014 by the Modi government (chapter where
policy type report discussed in this report)
Agricultural products High tariffs; customs delays; and certain Indian government undertook efforts in late

sanitary and phytosanitary restrictions that 2014 to reduce customs delays and speed up
reportedly are not scientifically warranted customs clearance for agricultural products.
and inconsistent with international standards. (Chapter 4)

Certain new standards introduced in 2015
could create new barriers to U.S. meat and
poultry exports. (Chapter 6)

Alcoholic beverages High tariffs; high excise taxes on inputs; price  New labeling requirements could create

controls; and India-unique mandatory challenges for certain U.S. exports. (Chapter
standards and labeling requirements. 6)

Civil nuclear energy A lack of clear regulations, uncertain legal In early 2015 India effectively limited the
liabilities, and a burdensome operating legal liability of foreign suppliers, potentially

environment that reportedly deter foreign boosting FDI in this sector. (Chapter 3)
firms from participating in this sector.”

Clinical trials for new Lack of clear regulations, uncertain legal December 2014 provision gives more clarity
drugs liabilities, and a burdensome operating on compensation for clinical trial
environment. participants; June 2015 rule clarifies the
definition of a study-related injury. (Chapter
6)
Construction Open to FDI only for projects that exceed a New policies in late 2014 allow FDI in smaller
certain size. projects. (Chapter 3)
Cosmetics and Presence of counterfeit goods and Imports of animal-tested cosmetics were
personal care uncertainties in product registration process. banned in late 2014. In 2015, the
products government introduced new test rules to

detect trace heavy metals; proposed new in-
country testing requirements; and made
changes to product approval procedures.

(Chapter 6)
Customs procedures Customs clearance delays; complicated In late 2014, customs officials were made
procedures; and agriculture-specific available 24/7 at major seaports and air
procedures. ports, and customs clearance facilitation

committees were established at major
seaports and airports. (Chapter 4)

Defense and civil 26 percent FDI equity limit. Offset provisions In August 2014 the FDI equity limit was raised
aerospace requiring foreign firms to use locally sourced to 49 percent, and could be higher on a case-
equipment or agree to other similar by-case basis. (Chapter 3)

arrangements in order to be awarded

contracts by the Indian government further  U.S. companies report that India’s 2015 draft

discourage foreign participation in this sector. new procedures for offsets reflect the Indian
government’s efforts to build in more
transparency and accessibility for foreign
partners. (Chapter 5)

U.S. International Trade Commission | 13



Executive Summary

Industry, product, or
policy type

Barriers to U.S. trade and investment
identified in the Commission’s India 2014
report

Changes and new policies/practices made
by the Modi government (chapter where
discussed in this report)

FDI approval process

Food products

ICT and electronic
products

Insurance

An approval process that can cause delays
and lead some time-sensitive deals to fall
through.

High tariffs; India-unique mandatory
standards and technical regulations
(particularly on packaging, labeling, and
product approval) that create uncertainty,
delays, and additional costs.

Variable and opaque tariffs and taxation;
local-content policies that encourage
indigenous manufacturing and establish
preferences for certain domestically
manufactured products.

Rules under Preferential Market Access
(PMA\) policy and Compulsory Registration
Order (CRO) policy that require foreign firms
to purchase Indian inputs, perform a share of
business in India, perform certain activities in
India, or submit to India-specific testing or
registration.

Amendments to telecommunications rules
proposed under the previous Indian
government. These would require testing of
imported equipment in Indian laboratories;
require vendors to allow inspection of
manufacturing facilities; and impose liability
when vendor has taken “inadequate”
precautionary security measures.

26 percent FDI equity limit.

In May 2015, the government announced
that approval is no longer required in cases of
mergers and acquisitions for new operations
and facilities in certain industries. (Chapter 3)

In June 2015, the government raised the
threshold for investment projects requiring
cabinet approval. (Chapter 3)

New testing and labeling requirements were
introduced in 2015 that could hinder certain
U.S. exports. But new measures in late 2014
and 2015 that aim to streamline product
approval processes and harmonize standards
with international ones could facilitate some
U.S. exports. (Chapter 6)

In 2015, duty reductions were announced for
22 ICT-related products. (Chapter 4)

Additional products were made subject to
PMA and CRO in late 2014, which could
restrict some U.S. ICT exports. (Chapter 5)

In December 2014 Indian government
directed all ministries to give preference to
domestically manufactured electronic
products in government procurement as part
of the Make in India initiative (August 2014).
The Digital India initiative (also August 2014)
sets a goal of net zero ICT imports by 2020.
(Chapter 5)

May 2015 National Telecom Roadmap
proposes new policy guidelines that could
restrict some U.S. ICT exports and services,
including preference for servers and data
centers to be located in India; restrictions on
the use of foreign SIM cards; plans to make
Internet-connected devices subject to the
PMA policy; and mandatory certification and
registration policies. (Chapter 5)

In April 2015 the Modi government delayed
implementation of telecommunications
amendments, reportedly due to the lack of
adequate testing facilities in India. (Chapter
5)

March 2015 legislation increased the FDI
equity limit to 49 percent. (Chapter 3)
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Industry, product, or
policy type

Barriers to U.S. trade and investment
identified in the Commission’s India 2014
report

Changes and new policies/practices made
by the Modi government (chapter where
discussed in this report)

IPR

Medical devices

Mining—coal
(merchant mining,
i.e., for-profit sales in
open market)

Mining—other

Pharmaceuticals

Railway
infrastructure

Solar energy
products

Barriers in the areas of trade secrets and
regulatory test data, patents, trademarks,
and copyrights.

High tariffs on inputs/components; additional
duties on base tariff rates; and price controls.
FDI subject to prior approval. An unclear
regulatory environment, in which medical
devices and pharmaceuticals are regulated
under the same standards, further
discourages foreign participation in this
sector.

Government monopoly—all private
investment prohibited.’

Lack of regulatory transparency, making FDI
difficult.®

Price controls on various pharmaceuticals
(and medical devices) make it difficult for
exports to penetrate Indian market.

Government monopoly—all private
investment prohibited.

Local-content requirements require foreign
firms bidding on certain solar energy-related
projects to purchase Indian inputs.

No new IPR laws have been enacted. The
December 2014 Draft IPR policy
acknowledges that some new laws and other
improvements may be needed. (Chapter 7)

In 2015, duties were reduced on some
medical device components and some
finished products. (Chapter 6)

In February 2015, the government approved
100 percent foreign equity in medical device
firms without prior authorization. (Chapter 6)

The December 2014 draft National Health
Policy and January 2015 draft Drugs and
Cosmetics Bill proposed treating medical
devices as distinct from pharmaceuticals. But
the June 2015 draft National Medical Device
Policy and other government measures
placed additional products within scope of
price controls. (Chapter 6)

March 2015 legislation allows private
investment including FDI up to 100 percent
equity. (Chapter 3)

New measures beginning in 2015 give more
transparency to investors. (Chapter 3)

New measures in 2014 may place additional
products under price controls. (Chapter 6)

Certain rail infrastructure segments were
opened to private investment, including FDI,
in late 2014. (Chapter 3)

No significant policy changes were identified;
local-content policies continue to be applied
in 2015. (Chapter 5)

Source: Compiled by the Commission.
® Barrier in place but sector not covered in India 2014.

Investment

Investment policy changes during May 2014—July 2015 helped improve India’s
overall investment regime.

The Modi government made two industry-wide FDI changes during May 2014-July 2015. For

selected industries it eliminated the need for prior government approval of FDI in cases of

mergers and acquisitions involving new operations and facilities. It also raised the threshold for
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other investment projects requiring cabinet approval from Rs 20 billion ($322.8 million) to Rs
30 billion ($484.3 million).>

The Modi government also made a number of industry-specific FDI changes during May 2014—
July 2015. Key changes included raising FDI equity limits in the insurance and defense and civil
aerospace industries; removing the requirements for pre-investment authorization in several
cases; removing requirements for prior government approval of FDI in medical devices; and
permitting FDI in certain segments of the railways industry, in which FDI had previously been
wholly prohibited. The Commission did not identify any FDI changes that have increased
restrictions on U.S. firms seeking to do business in India.

India’s remaining investment restrictions continue to present challenges for U.S.
companies in India.

Although they welcomed the steps the Modi government took during May 2014—July 2015 to
liberalize India’s FDI policy, many U.S. industry representatives voiced concerns that India still
maintains substantial barriers to FDI in some industries. They said that U.S. economic
engagement in India remained constrained by FDI equity limits in other industries (notably
multibrand retail and e-commerce) and that India’s local-content policies, such as mandates for
local production and local sourcing, continue to limit U.S. investment opportunities in India.

Tariffs and Customs Procedures

India made a small number of changes to its tariffs during May 2014—July 2015.

India announced a small number of tariff reductions and tariff increases across various
manufacturing sectors in February 2015. Goods on which tariffs were lowered included 22 ICT-
related products, such as high-definition television panels; clean energy goods, such as solar
water heaters; textiles and footwear; and medical devices. Tariffs were raised on several
telecommunications-related products, including cellphones, tablet computers, and digital video
cameras.

India took steps to reduce customs clearance delays during May 2014—July 2015.

In late 2014 India began deploying additional workers to provide 24/7 customs clearance at
major seaports and airports. In April 2015 India announced further measures to expedite

*Rsisa generally accepted symbol for Indian rupees. For this report, all rupee amounts are converted to U.S.
dollars at the rate of 61.95 rupees per dollar—the exchange rate on December 10, 2014. IMF, “Exchange Rate
Archives by Month,” https://www.imf.org/external/np/fin/data/param_rms_mth.aspx (accessed

September 10, 2015).
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customs clearance. These included establishing a special Customs Clearance Committee to

facilitate customs at major seaports and airports, and setting up a “single window” to handle

regulatory matters for agricultural imports.

Local-content and Localization Requirements

During May 2014-July 2015, India expanded the scope of several local-content and localization
policies—rules that require foreign firms to purchase Indian inputs, conduct a share of business

in India, conduct certain business activities in India, or submit to India-specific testing or

registration. The policies affected certain ICT, electronics, and defense and civil aerospace

products.

These measures include:

Changes to the Preferential Market Access (PMA) policy. The PMA policy, in place prior
to the Modi administration, requires certain ICT products purchased from foreign firms
to include a specified share of Indian content when procured by Indian government
entities. India added three new products to the PMA list in November 2014, and
implemented an online system to monitor enforcement of the PMA policy in December
2014. In December 2014 the Indian government directed all ministries to give
preference to domestically manufactured electronic products in government
procurement as part of the Make in India initiative.

Changes to the Compulsory Registration Order (CRO) policy. The CRO policy, also in
place prior to the Modi administration, requires the registration and testing in India of
certain electronic products, whether imported or made in India—even when the
products have already been tested and certified by internationally accredited labs. The
stated purpose of the CRO is to ensure consumer safety. India expanded CRO coverage
and added new products to the CRO list in November 2014 to include many major ICT
products.

Rules governing telecommunications licenses. These rules, which evolved under the
previous Indian government, would require testing of imported equipment in Indian
laboratories; require vendors to allow inspection of manufacturing facilities; and impose
liability when a vendor has taken “inadequate” precautionary security measures. In April
2015, the Modi government postponed implementation of requirements, reportedly
due to the absence of adequate testing facilities in India.
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e National Telecom Roadmap (the Roadmap).” The Modi government issued the
Roadmap in May 2015 to provide a policy framework for India’s deployment of certain
Internet technologies determined to be an integral part of the country’s future
economic growth and development. It builds on policies set out in 2012, prior to the
Modi administration. The 2015 Roadmap underscores the importance to India of
indigenous Internet-based innovation, local research and development, and local
manufacturing of telecommunication products. U.S. industries expressed concerns
about certain proposals in the Roadmap, including mandatory data localization (i.e., that
data be located on servers in India), restrictions on the use of foreign SIM cards,” and
making certain Internet-connected devices subject to the PMA policy.

e Proposed changes to the offset program. India’s offset program, implemented prior to
the Modi administration, requires foreign defense sector companies to offset a
minimum of 30 percent of the value of their contracts with the Indian government with
purchases of Indian goods. The goal of this program is to promote industrial activity in
India. While the Commission found no changes in the offset program during May 2014—
July 2015, a draft national offset policy reportedly under consideration by the Modi
government would, among other things, extend India’s offset program to other sectors
(possibly including telecommunications, medicines, civil aerospace, power generation,
fertilizer, railways, ports and shipyards, and mining).

Standards and Technical Regulations

The Modi government has expressed a commitment to harmonize India’s
standards with international standards and to increase engagement with the
United States on standards.

e Harmonizing with international standards. In April 2015, India announced plans to
promote greater harmonization of Indian standards with international standards. The
harmonization plan, which was announced in the 2015-20 Foreign Trade Policy
statement, is something U.S. exporters have long sought. India also set out a roadmap
to achieve this goal through proposed legislative and institutional reforms and a
proposal to make conformity assessment for low-risk imports less burdensome.

*The Indian government’s official name for this plan is the “National Telecom Machine-to-Machine (M2M)
Roadmap.” M2M communications involves a network of Internet-connected devices that communicate among
themselves and without human intervention. It is also referred to as the “Internet of Things.”

>ASIM (“subscriber identity module”) card is a component of mobile devices, such as cellphones and tablets. The
main use of the SIM card is to securely store information used to identify and authenticate subscribers on mobile
networks.
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Increasing engagement with the United States. Since May 2014, the United States and
India have held multiple working-level and senior-level meetings on bilateral standards
and technical requirement issues. After a long hiatus, the United States-India Trade
Policy Forum resumed meetings in November 2014; the two countries have held
discussions in that forum on key standards-related issues, including animal health, plant
health, and food safety.

U.S. industry representatives also expressed concerns about certain standards-related policies

implemented by the Modi government in late 2014 and 2015. These concerns are addressed in

case studies described below.

Case Studies

Six case studies examine developments in a variety of policy areas reported in
India 2014 as barriers to U.S. trade and investment in India.

U.S. industry observers state that certain new India-unique mandatory standards and technical

requirements implemented in late 2014 and 2015 increase costs, delay time to market, and

exclude certain U.S. products from the Indian market. Four case studies examine the impact of

India-unique standards and technical requirements:

Agricultural products. This case study describes developments in three areas: (1)
changes introduced in late 2014 to India’s restrictive import requirements for bovine
genetics, and ongoing concerns by U.S. exporters about India’s trade barriers in this
area; (2) India’s new 2015 meat, pork, and poultry requirements, and the potential
impacts for U.S. exporters; and (3) a June 2015 WTO ruling upholding an earlier ruling
that India’s 2007 ban on various U.S. agricultural products, including poultry, eggs, and
swine, violates certain Indian trade obligations.

Food products. This case study reviews regulatory changes to India’s food labeling and
packaging requirements and its food product approval system since May 2014. It
describes (1) more restrictive regulatory changes in 2015 concerning food safety; (2)
changes to some of India’s labeling and packaging requirements in 2015, and ways
India’s labeling and packaging policies continue to adversely affect U.S. exporters; and
(3) some of the Modi government’s efforts to change India’s food product approval
system in late 2014 and 2015 to address some longstanding concerns of exporters.

Alcoholic beverages. This case study summarizes the Modi government’s revised
labeling requirement guidelines issued in late 2014 and 2015 requiring an ingredients
list on wine and spirits, which could adversely impact U.S. alcoholic beverage exports.
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e Cosmetics and personal care products. This case study describes (1) India’s late 2014
ban on animal-tested cosmetics, a potential hurdle for U.S. exports to India; (2) U.S.
industry concerns about India’s application of testing requirements for cosmetics
beginning in 2015, and the requirements’ potential adverse impact on U.S. exports to
India; (3) a 2015 draft bill that would mandate new India-unique standards and clinical
trials for imports of these products; and (4) specific instances of the Modi government’s
improved cooperation with exporters since May 2014 in ways that improve
transparency and make it easier for foreign firms to do business in India.

Two case studies examine developments in the medical devices and clinical trials sectors in late
2014 and 2015. The case studies follow up on regulatory issues identified in India 2014 as
impeding U.S. economic engagement in India.

e Medical devices. This case study summarizes several developments in India’s medical
devices concerning barriers described in India 2014. It examines (1) India’s February
2015 decision to open the medical devices sector to FDI without prior government
approval; (2) the February 2015 announcement of reduced duties on inputs and
components used to make medical devices; and (3) a bill introduced in January 2015
that would harmonize India’s medical device regulations with international best
practices by reversing India’s practice of regulating medical devices in the same way as it
regulates pharmaceuticals.

e Clinical trials. This case study describes several changes India made since May 2014 to
improve transparency, predictability, and accountability in India’s clinical trial
environment. U.S. industry representatives generally reported more opportunities to
engage with the Indian government as a result of these changes.

Intellectual Property Rights

The Modi government introduced no new IPR laws during May 2014—July 2015 to
address barriers to the protection of trade secrets, regulatory test data, patents,
trademarks, and copyrights. Nevertheless, U.S. industry and government
representatives noted the willingness of Modi government officials to engage in
discussions with the United States on IPR issues, particularly in the context of the
December 2014 Draft National IPR Policy.

India 2014 noted that industry representatives in the United States and India had expressed
cautious optimism that the Modi government would improve the IPR regime. Furthermore,
witnesses at the Commission’s May 2015 hearing, and industry representatives interviewed by
Commission staff in 2015 in India and the United States, commented positively on the Modi
government’s apparent willingness to consider and discuss IPR issues with stakeholders. Many
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U.S. government and industry representatives in 2015 remain concerned, however, that this
increased engagement by the Indian government has not yet led to concrete action. They state
that India’s persistent IPR barriers continue to undermine the value of intellectual property and
make U.S. companies less likely to partner with Indian firms and to exchange the knowledge
that will help India to achieve its goal of becoming an innovation leader.

Cross-Cutting Policy Initiatives under the
Modi Government

The Modi government pursued several broad policy initiatives to enhance India’s business
climate during May 2014-July 2015. Four such efforts that may positively affect India’s trade
and investment climate are:

Improving economic infrastructure. The Modi government launched several initiatives to
address the problems created by India’s poor physical infrastructure, unreliable electricity
supply, and weak communications infrastructure. The Digital India initiative seeks to improve
India’s telecommunications infrastructure through increased FDI and, along with the Make in
India initiative, to indigenously produce ICT products. The Modi government’s Smart Cities
initiative seeks to improve India’s urban physical infrastructure using ICT to manage resources
and deliver services.

Improving the ease of doing business and bureaucratic accountability. To address
bureaucratic and regulatory delays that create trade and investment challenges (as described in
India 2014), the Modi government has taken a number of steps to reduce the number of
documents required for trade, move government clearances online, and speed up certain
approvals. The Modi government has also worked to improve bureaucratic transparency and
accountability by increasing bureaucratic responsiveness, reducing corruption, and consulting
more with the business community.

Reforming taxation policy. India 2014 reported that U.S. businesses have had longstanding
concerns about India’s tax policies. The Modi government has promised to provide fair tax
treatment to foreign investors. In 2015, U.S. industry representatives report that the
government has taken positive steps to reduce retroactive taxation claims. The Modi
government is also seeking to simplify India’s complicated tax structure by creating a single
national tax, the Goods and Services Tax.

Encouraging state-level initiatives. Beyond central government efforts, the Modi government
has pressed Indian states toward “competitive federalism,” wherein the states compete to
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create good governance and to promote investment. The Modi government has asked states to
improve their business climates, including through changes in their labor laws.
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Chapter 1
Introduction

Since taking office on May 26, 2014, Prime Minister Narendra Modi of India has stated his
intention to introduce a broad range of trade and investment policy changes to promote India’s
economic growth and development. In his first speech to Parliament as prime minister, Prime
Minister Modi cited among the goals of his administration the following: to create a
predictable, transparent, and fair policy environment; to build a non-adversarial tax regime; to
simplify trade procedures; to reduce trade transaction time and costs; to create world-class
investment and industrial regions in India; to liberalize foreign investment; and to bring
renewed vigor to India’s bilateral engagement with the United States in all areas, including
trade and investment.®

At a January 2015 meeting in New Delhi of U.S. and Indian business executives, Prime Minister
Modi stated that the U.S. business community would find an open and welcoming environment

n u

in India that works to “make it easy to do business,” “encourages investment and rewards

enterprise,” works to “nurture innovation and protect . . . intellectual property,” and offers “a

ni

tax regime that is predictable and competitive.”” The Indian government again confirmed at a

June 2015 World Trade Organization (WTO) meeting that it “is committed to pursue greater
reforms with an objective to liberalize trade and attract investments.”®

Information obtained for this report indicates that the Modi government made significant
policy changes or implemented new policies in four areas concerning U.S. trade and investment
during May 2014—July 2015: foreign direct investment (FDI); tariffs and customs procedures;
local-content and localization requirements, particularly concerning information and
communications technology (ICT) goods; and standards and technical regulations. The Modi
government faced legislative challenges in passing other key policy changes and, as a result,
many of India’s policies and practices that were identified in India 2014 as discouraging U.S.
trade and investment did not change during May 2014—July 2015. In addition, while U.S.
industry representatives and other observers saw some of the policy changes described in this

6 Modi, “Full Text of Hon’ble President’s Address,” June 9, 2014.
7 Modi, “Text of Remarks by Prime Minister,” January 26, 2015.
8 WTO, Trade Policy Review: India, Minutes, 2015, 51.
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report as promising from the standpoint of U.S. trade and investment opportunities in India,
they viewed other policy changes as less so.’

Objective

This report provides information documenting changes in India’s trade and investment policies
and practices that have occurred since a recent report by the U.S. International Trade
Commission (Commission or USITC). The earlier report, which appeared in December 2014, was
titled Trade, Investment, and Industrial Policies in India: Effects on the U.S. Economy (hereafter
India 2014).* The U.S. House Committee on Ways and Means and the U.S. Senate Committee
on Finance (the Committees) requested this follow-up report on September 25, 2014.** In their
request letter, the Committees asked that the Commission conduct an investigation to include
(1) information on “significant changes” made by the Modi government in policies and practices
since India 2014, and (2) “any new relevant trade and investment policies and practices” since
mid-2014.

Scope and Approach

As requested by the Committees, much of this report updates information on India’s policies
and practices described in India 2014. That report, summarized in box 1.1, focused on India’s
industrial policies that discriminate against U.S. trade and investment, looking at policies in
effect during the period 2003-14. The present report examines India’s trade and investment
policies and practices in effect or introduced since late May 2014 that either were not
described in India 2014 or reflect new, relevant modifications made by the Modi government
through July 2015.

This report also presents the views of U.S. industry representatives and other interested parties
on India’s laws, policies, and practices and their likely effects. As requested by the Committees,
and as with India 2014, this report does not make findings regarding the legal merits of any
Indian laws or policies.

> WTO members at their June 2015 meeting made similar assessments. While noting India’s recent efforts to
liberalize its trade and investment policies, the WTO members reported that India’s tariffs, customs procedures,
and regulatory environment continue to present concerns, and encouraged India to continue efforts to align its
policies more closely with international standards. WTO, Trade Policy Review: India, Minutes, 2015, 53—54.

Y USITC, India 2014, 2014.

see appendixes A and B, respectively, for the request letter from the Committees and the Federal Register
notices associated with this report.
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Box 1.1: Key Findings in India 2014

In India 2014 the Commission examined trade, investment, and industrial policies in India that restrict
U.S. exports and investment, and estimated the effects these policies have on U.S. companies, U.S.
workers, and the U.S. economy. The report focused on India’s policies during 2007-13, and used three
complementary approaches to study these issues: a quantitative analysis of the effects on the U.S.
economy; a survey of U.S. companies doing business in India; and qualitative research, including a
hearing and fieldwork, to produce case studies and examples that help illustrate effects of the policies
on particular companies or industries.

India’s main policy barriers were found to include tariffs and customs procedures, FDI restrictions, local-
content restrictions, treatment of intellectual property (IP), taxes and financial regulations, regulatory
uncertainty, and other nontariff measures. The effects of these policies were found to vary widely by
sector. But eliminating some of them, particularly IP barriers, potentially could have small but positive
macroeconomic effects on the U.S. economy.

Based on model results, if India’s tariff and investment restrictions were fully eliminated and India’s
standards of IP protection were made comparable to U.S. and Western European levels, U.S. exports to
India would rise by two-thirds (66.4 percent), and U.S. investment in India would roughly double (96.4
percent). Effects on U.S. employment would be very small, but positive. Improving India’s IP protection
alone would have a much larger impact than eliminating tariff and investment restrictions—U.S. exports
to India would increase by 55.5 percent due to improved IP protection alone. Improving IP protection
would also increase U.S. investment in India by 68.1 percent, starting from small current baseline levels.®
Model results further estimated that eliminating India’s trade and investment restrictions would have
favorable macroeconomic effects for the United States. However, those effects would, again, be small,
given the large size of the U.S. economy and the small baseline levels of current U.S. trade and
investment in India.

Survey results estimated that the share of U.S. companies engaged in India substantially adversely
affected by restrictive Indian policies rose from 18.8 to 26.1 percent between 2007 and 2013. Shares for
individual sectors in 2013 ranged from 7.7 to 44.1 percent. India’s tariffs, taxes, and financial regulations
were estimated to have the heaviest negative effects on U.S. companies. Other issues, including India’s
FDI and IP policies, were also estimated to have large negative effects on specific U.S. industries.”

Source: Compiled by the Commission.
4 USITC, India 2014, 2014, table 3.19, 93; table 3.25, 99.
® Ibid., 65, 81, table 3.10.

Analysis of the economic effects of these laws, policies, and practices on U.S. trade and
investment was beyond the scope of the request by the Committees. Moreover, a quantitative
analysis of India’s trade and investment policy changes during May 2014—July 2015, such as was
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done for India 2014, would not have been feasible due to the lack of necessary economic
data.™

The Commission’s research and data collection for this report concluded in July 2015." Thus,
this report covers a period of just 14 months. The shortness of the period covered by this report
presented several challenges to assessing policy changes under the Modi government:

e Limited time to pass new laws and implement regulations. Enacting new laws on trade
and investment policy takes time. The Modi government has introduced several bills
into Parliament that impact, or could impact, India’s trade and investment policies. As
further explained in chapter 2, India’s Parliament has enacted a few of these bills,
including one that liberalizes foreign investment in the insurance sector and others
providing investment-friendly changes in the mining sector.'* To date, two other
noteworthy bills have been introduced into Parliament but have not yet been passed.
One concerns changes in land acquisition procedures, while the other mandates a major
tax system overhaul by replacing a system of national and state taxes with a
comprehensive national tax.”

e Limited time to see the results of policies that have been implemented. Both U.S. and
Indian sources have stressed that trade and investment policy changes need to evolve
over time to become fully realized and sustainable. Moreover, businesses also need
time to develop and carry out responses to the new measures by making new
investments and increasing exports.16 U.S. industry representatives in the United States
and in India reported that not enough time has passed for them to be able to measure
the impact of the Modi government’s policy changes to date."’

2 For India 2014, the Commission conducted guantitative analysis through economic modeling and a survey of U.S.
businesses of trade and investment policy changes in India during 2003—13. For this report, however, the lack of
necessary comparable economic data for the brief period May 2014 through July 2015 precluded a similar
guantitative analysis. Moreover, data on trade and investment in the short term can be too variable to be
meaningful, and the effects of policy changes may take some time to be reflected in economic data. As an
Organisation for Economic Co-operation and Development (OECD) report notes “economic statistics are produced
with some lag and the full effect of the measures on the economy will take time to become apparent.” OECD,
Trade and the Economic Effects of Responses to the Economic Crisis, 2010, 65.
B Information in this report is current through July 2015. Commission staff updated a few key developments in this
report before its September 2015 delivery to the Committees, as indicated in selected footnotes in the report.
" These bills are described later in this report. See appendix E for a timeline of legislation related to trade and
investment in India under the Modi government.
 The land acquisition legislation and taxation issues are described in chapter 2. See appendix E for a timeline of
legislation related to trade and investment in India under the Modi government.
'8 Confederation of Indian Industry, written submission to the USITC, April 24, 2015, 11-12; industry
Lepresentatives, interviews by USITC staff, New Delhi, May 14, 2015.

Ibid.
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e To become fully effective, trade and investment policy changes need support from
other policy and institutional changes. Representatives of a variety of U.S. businesses
doing or planning to do business in India indicated that, in addition to investment laws,
other policies also impede U.S. economic engagement in India. Examples include India’s
land acquisition laws, taxation policies, and overall business climate, especially problems
with bureaucratic transparency and accountability.18 These topics, and developments
during 2015, are addressed in more detail in chapter 2.

Information Sources

As requested by the Committees, this report is based on publicly available information. Primary
sources of information on Indian laws and regulations included Indian government websites
and websites that document such legal matters. Appendix E presents a chronological list of key
trade and investment-related laws, policies, and practices introduced in India during the period
May 2014—July 2015.

The Commission held a public hearing in Washington, DC, on May 5, 2015. Witnesses included
representatives of nongovernmental organizations and U.S. industry and trade associations.
Written submissions were provided by a diverse group of U.S. industry and trade associations,
as well as associations representing the international business community engaged in India.

The Commission also conducted over 90 interviews with industry representatives and
government officials in the United States and in India for this report. As part of this outreach,
USITC staff traveled to India in April and May 2015 to conduct about 50 interviews total in
Bangalore, Hyderabad, Mumbai, New Delhi, and Jaipur. Staff spoke with a wide range of
industry representatives, representatives of industry associations, individuals from academic
and non-private-sector institutions, and certain Indian government officials.™® Industry
representatives interviewed included those of Indian companies as well as of U.S. and other
foreign companies and affiliates operating in India.

18 USITC, India 2014, 2014, 208, 270-71; USITC, hearing transcript, May 5, 2015, 20 (testimony of Richard Rossow,
Center for Strategic and International Studies); USITC, hearing transcript, May 5, 2015, 195 (testimony of Mukesh
Agha, U.S.-India Business Council); U.S. industry representatives, interviews by USITC staff, Bangalore,

April 21, 2015; U.S. industry representatives, interviews by USITC staff, Mumbai, April 22, 2015; academic and U.S.
industry representatives, interviews by USITC staff, New Delhi, May 12 and 14, 2015. A report by the OECD also
describes the way that trade and investment policy changes in India are linked with the need for institutional
changes in India’s labor regulations, education and workforce training systems, infrastructure bottlenecks, land
acquisition regulations, and complex tax system. OECD, OECD Economic Surveys: India 2014, 2014, 71-91.

® The Commission conducted extensive outreach to obtain meetings with a wide range of Indian government
officials. Staff met with officials in the Ministry of Agriculture, the Ministry of Railways, the Reserve Bank of India,
and officials in the state of Rajasthan.

U.S. International Trade Commission | 27



Chapter 1: Introduction

Organization of the Report

The remainder of this chapter provides background information on U.S. economic engagement
with India under the Modi government and summarizes findings of other sources on the Modi
government’s trade and investment-related policy changes through July 2015.

Chapter 2 describes cross-cutting trade and investment-related economic initiatives, policies,
and practices under the Modi government, including initiatives designed to improve India’s
economic infrastructure; improve the ease of doing business; strengthen regulatory
transparency and bureaucratic accountability; facilitate land acquisition; promote new
investment-friendly state-level initiatives; and improve taxation policies.

Chapter 3 examines India’s policy changes with respect to FDI. In India 2014 the Commission
identified several types of FDI policy barriers in India, including FDI equity limits, the foreign
investment authorization process, prohibition of FDI in certain industries, and restrictions on
the form of business establishment that FDI could be used for. This chapter provides an
overview of FDI policies, including a number of new developments since December 2014, in the
insurance, defense and civil aerospace, railway infrastructure, construction, mining, and civil
nuclear energy sectors.

Chapter 4 examines changes in India’s tariff and customs policies since December 2014. The
Commission reported in India 2014 that India’s high and variable tariff structure and unreliable
administration of customs regulations limited U.S. exports and discouraged wider investment in
India.

Chapter 5 describes changes in India’s trade and investment policies with respect to local-
content and localization requirements—broadly defined in this report as policies that require
foreign firms to purchase Indian inputs, conduct a share of business in India, conduct certain
business activities in India, or submit to India-specific testing or registration. India 2014
identified several local-content and localization requirements as barriers to U.S. trade,
particularly those regarding information and communication technology products and solar
power generation products.

Chapter 6 has two parts. The first part describes changes in India’s trade and investment
policies with respect to standards and technical regulations. India 2014 reported that certain
Indian standards, technical regulations, conformity assessments, and labeling requirements
restrict U.S. exports of a number of products. The second part presents six case studies that
examine developments in late 2014 and 2015 in a variety of policy areas, most of which were
reported in India 2014 as barriers to U.S. trade and investment in India. The case studies involve
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agricultural products; food products; alcoholic beverages; cosmetics and personal care
products; medical devices; and clinical trials.

Chapter 7 describes developments in India’s trade and investment policies and practices with
respect to intellectual property rights (IPR). IPR policies remain a key area of focus for U.S.
companies across many economic sectors. India 2014 described the IPR-related barriers in the
areas of trade secrets and regulatory test data, patents, trademarks, and copyrights. Model
results in that report found that improvements in India’s IPR policies could have substantial
positive effects on FDI and U.S. exports to India, although from small current baseline levels, as
discussed above in box 1.1.

U.S. Economic Engagement with India

As described in India 2014, U.S. economic engagement in India has grown substantially in the
past decade, albeit from a very small base. Given the fact that this investigation only covers a
14-month period—May 2014 to July 2015—it is not surprising that there is little evidence of
significant change in the level of economic engagement during that time.’® India ranked as the
18th-largest single-country market for U.S. total exports of goods in 2014, unchanged from
2013.2 U.S. exports of goods and services to India did rise by 5.6 percent; they totaled

$37.7 billion in 2014, up from $35.7 billion in 2013.%% At yearend 2014, however, India still
accounted for less than 2 percent of total U.S. exports of goods and services and for less than
1 percent of the stock of U.S. overseas investment.”?

% Data on long-term investment trends as of mid-2015 indicate that foreign investors have shown greater interest
and willingness to commit in India since Prime Minister Modi assumed office in mid-May 2014. Overall FDI inflows
into India increased from $36.0 billion in the previous fiscal year (FY) to $44.9 billion during India’s FY 2014-15
(April 1-March 31). This FY 2014-15 total represented an increase of 24.0 percent and was almost equal to the
recorded high of $46.6 billion in FY 2011-12. FDI from the United States into India was 93.5 percent higher in
India’s FY 2014-15 than the annual average for 2000-2015, though the latter, as noted above, represents a very
small base. Government of India, DIPP, “Fact Sheet on Foreign Direct Investment (FDI),” 2015.

21 USITC DataWeb/USDOC (accessed July 31, 2015).

2 Leading U.S. exports to India in 2014 included nonindustrial diamonds, aircraft and parts, nonmonetary gold, and
coal. USITC, The Year in Trade, 2014, 200.

2 India 2014 provides data on U.S. economic engagement in India during 2001-13. USDOC, BEA, International
Economic Accounts: U.S. Trade in Goods and Services by Selected Countries and Areas, tables 1, 4, and 7 (accessed
July 13, 2015); USDOC, BEA, U.S. Direct Investment Abroad: Balance of Payments and Direct Investment Position
Data; Position on a Historical-Cost Basis, Country Detail by Selected Industry (accessed July 13, 2015).
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Other Assessments of the Modi Government'’s
Policy Changes in 2015

Six international nongovernment organizations that monitor country policy developments have
reported so far in 2015 that the Modi government has taken important steps to implement
trade and investment policy changes during its first year, from May 2014 to mid—-2015.
Highlights of their observations follow:

e In February 2015, the president of the Asian Development Bank “lauded India’s brighter
growth prospects in the light of the government’s bid to improve the business

environment and accelerate infrastructure investment.”>*

e In March 2015, the International Monetary Fund (IMF) said it “welcomed the [Indian]
authorities’ comprehensive policy initiatives. . . . Among these initiatives are recent

policy measures to revive investment . . . and improve the ease of doing business.”*

e The WTO reported in April 2015 that the Modi government had “continued its efforts to
liberalize and facilitate trade” and had relaxed FDI restrictions in some sectors.*®

e Also in April 2015, the World Bank reported that the Modi government “has started
implementing reforms spanning a number of areas,” including “efforts to improve the
business environment; liberalization of FDI; enhancing investment in infrastructure;
speedier resolution of corporate disputes; and simplified and lower corporate

taxation.”?’

e The Organisation for Economic Co-operation and Development (OECD) observed in
June 2015 that India’s “policies are becoming more favorable to investment,” and that
the Modi government’s “structural reforms to improve the ease of doing business and

the Make in India initiative should boost corporate investment.”*®

e AlJune 2015 United Nations report stated that “[India’s] FDI inflows are likely to
maintain an upward trend in 2015. . . . Manufacturing is gaining strength, as policy

2 ADB, “ADB President Lauds India’s Efforts at Accelerating Growth,” February 5, 2015.

» IMF, “IMF Executive Board Concludes 2015 Article IV Consultation,” March 11, 2015.

*® The WTO particularly noted India’s efforts to streamline customs procedures and to implement trade-facilitation
measures, as well as measures intended to attract foreign investment by opening more sectors to FDI and reducing
investment restrictions in certain sectors. WTO, Trade Policy Review: India, 2015, 8-9. See also Confederation of
Indian Industry, written submission to the USITC, April 24, 2015, 1.

* World Bank, India Development Update, 2015, i.

8 While not a member of the OECD, India is an OECD partner country. OECD, OECD Economic Outlook, 2015, 130.
The Make in India initiative works to encourage companies doing business in India to manufacture their products
in India, focusing on innovation and job creation in 25 target sectors. It is described in more detail in chapter 2.
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efforts to revitalize the sector are sustained, including for instance the launch of the

‘Make in India’ Initiative.”?

However, despite the Modi government’s commitments and the implementation of these first-
year policy changes, some of these same sources expressed concerns that India so far in 2015
continues to fall short of addressing the full range of its policies and practices that hinder trade
and investment by the United States and some of India’s other trading partners. Some of their
concerns include:*

e The IMF observed that for India, “boosting potential growth would require addressing
long-standing supply bottlenecks . . . as well as bolstering the business climate.”>!

e The OECD found that India’s “economy could grow by more than 8 percent if ambitious

structural reforms, in particular the GST [a proposed goods and services tax], land

acquisition, and labor laws were to be approved by the Parliament.”*?

e The WTO reported that “India continues to use trade policy as a means to regulate

domestic supply and to address short-term objectives,” that “frequent changes to policy

are disruptive and reduce predictability of India’s trade poIicy,”33

n34

that “India’s import
regime remains complex,””" and that India has made “no significant changes” to its

technical regulations and industry standards affecting international trade.*

e Moreover, the World Bank stated that “the pace of these [policy reform] efforts would

need to be maintained or even stepped up to unleash the productivity and scale

enhancement needed for the Indian firms to become globally competitive."g6

> UNCTAD, World Investment Report, 2015, 2015, 48.

% As discussed in the subsequent chapters of this report, three sets of sources—witnesses at the Commission’s
hearing, individuals interviewed by USITC staff, and written submissions received for this report—noted successful
trade and investment policy changes undertaken by the Modi government during its first year in office. They also
described some recent positive assessments from U.S. businesses operating in India. In addition, however, these
sources commented on many Indian policy shortcomings that continue to hinder U.S. trade and investment.

3 IMF, “IMF Executive Board Concludes 2015 Article IV Consultation,” March 11, 2015.

*? OECD, OECD Economic Outlook, 2015, 131.

3 WTO, Trade Policy Review: India, 2015, 26-27.

** Ibid., 9.

* Ibid., 10.

* world Bank, India Development Update, 2015, iii.
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Chapter 2
Cross-Cutting Initiatives, Policies, and
Practices

In India’s general election of May 2014, the Bharatiya Janata Party (BJP) won a majority in
India’s lower house, and Narendra Modi became the prime minister of India. Since taking
power the Modi government has gradually presented key policies and initiatives designed to
achieve its goals for trade and investment policy.

This chapter examines major themes in the Modi government’s trade and investment policy
approach, focusing on cross-cutting initiatives, policies, and practices that impact a variety of
goods and services sectors. Some of the themes covered involve non-policy (or “doing
business”) issues that shape India’s overall business climate, which in turn influence the
effectiveness of specific policies on trade and investment. In India 2014, the Commission’s
survey results indicated that these non-policy issues substantially affected 15.2 percent of U.S.
companies engaged in India.*” In addition, such issues provide an important context for the
Modi government’s approach to trade and investment policies.

The chapter begins by describing the Modi government’s general approach to trade and
investment policy. It then describes three new Modi government initiatives designed to
promote economic growth and development—Make in India, Digital India, and the Smart Cities
Mission—that have implications for trade and investment policies. The chapter then reviews
policy changes and goals in several different areas: improving the ease of doing business in
India, creating greater bureaucratic transparency and accountability, and encouraging state-
level initiatives. The chapter concludes by describing four categories of taxation policies and
practices that affect foreign companies under the Modi government. Table 2.1 summarizes the
issues identified in this chapter, along with the cross-cutting changes that the Modi government
has made between May 2014 and July 2015.

7 USITC, India 2014, 2014, 76-78.
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Table 2.1: Cross-cutting initiatives, policies, and practices, May 2014—July 2015

Policy or practice

Description of barrier pre-May 2014

Changes found under Modi government

Infrastructure

Ease of doing business

Transparency and
bureaucratic accountability

Land acquisition

State-level regulations

Taxation

Poor roads and other physical
infrastructure; unreliable electricity
supply; weak communications
infrastructure.

Bureaucratic and regulatory delays that
create challenges in trading and in
starting or expanding a business.

Implementation of regulations by
government officials subject to discretion.
Corruption problematic for some firms.

Difficulty in acquiring land for business
operations.

Regulations that restrain business
activity in some states.

High tax rates; retroactive taxation (new
tax claims against previously concluded
transactions); disputes over transfer
pricing for tax purposes. Complex tax
system that creates uncertainty and
added costs.

Launched initiatives with goals of
improving infrastructure: Digital India
(communications infrastructure) and
Smart Cities Mission (physical
infrastructure and electricity).

Reduced number of documents required
for trade; moved more government
clearances online; seeks to speed up
certain clearances.

Seeks to reduce bureaucratic
absenteeism and increase
responsiveness; seeks to reduce
corruption; consults more with business
community.

Issued ordinances to temporarily
facilitate land acquisition beginning in
December 2014. A bill to change land
acquisition rules was introduced into
Parliament in February 2015 and passed
by the lower house in March 2015. No
land acquisition bill was passed during
the monsoon session (July 21-August 13,
2015) of Parliament.

Provided guidance to states on adopting
good practices to improve business
environment; started to measure state-
level business climates and publish
results to encourage policy changes that
would improve climates.

Made statements about avoiding
retroactive taxation and paring back
minimum alternative tax (MAT)
assessments; exempted foreign
institutional investors from MAT;
proposed a bill to simplify tax system
using a unified goods and services tax
(GST). A constitutional amendment to
implement the GST was introduced into
Parliament in December 2014 and
passed by the lower house in May 2015,
but no further legislative action on the
GST was taken during the monsoon
session (July 21-August 13, 2015) of
Parliament.

Source: Compiled by the Commission.
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The Modi Government’s Approach to Trade
and Investment Policy

This section provides an overview of the Modi government’s vision for trade and investment
policy. It describes expectations for policy changes from industry representatives and media
commentators. The section then summarizes the Modi government’s policy framework as
articulated in the 2015-16 Union Budget and the 2015-20 Foreign Trade Policy statement.*®
This section also outlines some of the legislative challenges the Modi government has faced in
passing bills, and describes how the government has responded to those challenges using
executive branch ordinances.

Public Expectations of Policy Changes

The BJP’s 2014 election manifesto>® promised to increase economic growth and job creation
through “consistent, long-term” policies. These policies included opening up certain sectors to
foreign direct investment (FDI), providing predictable taxation policies, simplifying doing
business, encouraging manufacturing in India, and improving infrastructure.*® After the
election, U.S. industry representatives and media commentators expressed optimism that the
Modi government had a mandate for—and an interest in—making policy changes that promote
greater trade and investment.*! Some press reports voiced the expectation that the
government would quickly pursue major policy changes in key areas, such as coal mining,
agriculture, and labor.*? Other press reports cautioned that the Modi government’s lack of a
majority in the upper house of Parliament could hinder significant progress.43

Government Statements on Policy Changes

In its 2015 Economic Survey, an annual summary of the Indian economy and related policies,
India’s Ministry of Finance stated that “Big Bang reforms” were not the right benchmarks by

*® India’s Foreign Trade Policy is issued every five years, and is annually reviewed and adjusted. Government of
India, Ministry of Commerce and Industry (MOCI), Department of Commerce, “Handbook of Procedures,”

April 1, 2015.

** The Election Commission of India has stated that election manifestos typically showcase a political party’s
“declared ideology . . . and its policies and programmes for the Country/State and people at large” and thus can be
considered “a reference document or benchmark for the public at large for what a political party stands for.”
Election Commission of India, “Letter to Recognized Political Parties,” August 2, 2013.

40 BJP, Election Manifesto 2014, April 7, 2014, 26-30.

*L USITC, India 2014, 2014, 54.

42 Fensom, “Will Investors” Gamble on Modi Pay Off?” May 20, 2014; CNBC-TV18, “Expect Major Agri Reforms,”
June 16, 2014; Daily Mail (UK), “Down with Corruption and Red Tape!” May 21, 2014.

3 Dominguez, “‘Quick Economic Turnaround’ Expected of Modi,” May 16, 2014; Thomas, “First Budget Will Be Key
Test,” May 30, 2014; Bagri, “Analysts Have High Hopes,” May 19, 2014.
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which to measure the Modi government’s policy successes. Instead, the survey stated that
India’s policy approach should embrace “a persistent, encompassing, and creative
incrementalism.” The survey called, however, for bold steps in a few areas that would signal a
decisive departure from the past. These steps would be aimed at addressing key imperatives,
such as ramping up investment; rationalizing subsidies; creating a competitive, predictable, and
clean tax policy environment; and accelerating privatization.** The Modi government’s overall
economic policy—as set forth in the 2015-16 Union Budget and the 2015-20 Foreign Trade
Policy—seeks to address a number of key trade and investment issues (box 2.1).

Legislative Challenges Slow New Policy Changes

The BJP’s victory in the May 2014 elections marked the first time since 1984 that any party has
won an absolute majority of seats in the lower house (Lok Sabha) of India’s Parliament.
Following the election, Prime Minister Modi’s BJP-led government™ took control of the lower
house, but not the upper house (Rajya Sabha).*® As reported in India 2014, the Modi
government soon approved amendments to India’s FDI regulations allowing domestic and
foreign investment in certain segments of the railways sector for the first time, and increasing
the FDI equity cap in the defense sector from 26 percent to 49 percent.*” However, the Modi
government has faced legislative challenges in passing other key policy changes because it does
not control the upper house of Parliament. To hasten the introduction of a few key initiatives,
the Modi government has issued ordinances, time-limited legislation issued by the president
under specific circumstances when both houses of Parliament are not in session (box 2.2).*

* Government of India, Ministry of Finance, Economic Survey 2014—15, February 2015, 2.

*The BIP is the lead party in India’s National Democratic Alliance (NDA) coalition government. India’s head of
state is the president, Pranab Mukherjee, who appoints the prime minister. The prime minister acts as an advisor
to the president and leader of the Council of Ministers. Kronstadt, “India’s New Government and
Implications,”2014. For information on the BJP and the NDA, see BJP, “Statement of BJP National President,”

April 4, 2015.

*® Under India’s legislative process, bills introduced into either house of Parliament must be passed by both houses
and then approved by the president (special procedures apply to joint sittings of both houses). Government of
India, An Introduction to Parliament of India, 2007, 6; Government of India, “Government and Administration,”
updated May 21, 2015. See also WTO, Trade Policy Review: India, 2015, 24.

4 USITC, India 2014, 2014, 54. FDI is discussed in more detail in chapter 3.

*® For more information on ordinances and the legislative powers of the Indian president, see Government of India,
“Constitution of India,” chapter IlI, article 123, http://indiacode.nic.in/coiweb/welcome.html (accessed

July 31, 2015).

42 | www.usitc.gov


http://indiacode.nic.in/coiweb/welcome.html

Trade and Investment Policies in India, 2014-2015

Box 2.1: Trade and Investment Objectives in the Union Budget and Foreign Trade Policy

2015-16 Union Budget: When Finance Minister Arun Jaitley presented the Modi government’s 2015-16
budget to Parliament in February 2015, he described the budget as a chance “to indicate the direction
and the pace of India’s economic policy.” He stressed the government’s desire to attract foreign
investment and to make India “the manufacturing hub of the world.” Among measures included in the
budget speech were efforts to:

o simplify India’s tax structure by introducing a bill to replace India’s system of federal and state taxes
with a unified goods and services tax (GST);

e “provide a hassle free structure to the taxpayers” by committing to avoid retroactive taxation of
foreign companies and by clarifying capital gains taxes on foreign portfolio fund investors;

e promote the growth of Indian defense equipment and aircraft manufacturers;
e continue reducing red tape by changing a large number of procedures, rules, and regulations; and

e increase the basic customs duty on certain articles and reduce duties on others.

2015-20 Foreign Trade Policy: Minister of Commerce and Industry Nirmala Sitharaman introduced the
Modi government’s 2015-20 Foreign Trade Policy on April 1, 2015.° It covers four core areas:
simplification and merger of export and import incentive schemes; measures to increase domestic
manufacturing, especially of products with high domestic content and value addition; measures to
facilitate trade and improve the ease of doing business in India; and other trade incentives. The
minister’s statement described the Foreign Trade Policy’s objectives as:

e Raising India’s share of world exports from the current 2 percent to 3.5 percent by 2020.
e Developing polices to provide “a stable and sustainable policy environment for foreign trade.”

e Enhancing trade and investment linkages with the U.S. economy and using the Make in India
initiative as a tool to simplify and further open India’s investment policies to attract U.S. investment.

e Addressing constraints such as infrastructure bottlenecks, high transaction costs, complex
procedures, and constraints in manufacturing.

e Helping the Indian economy to gain global competitiveness.

Sources: Government of India, MOCI, “Foreign Trade Policy 2015-2020 Unveiled,” April 1, 2015; Government of India, MOCI,
Department of Commerce, “Highlights of the Foreign Trade Policy 2015-2020,” n.d. (accessed July 2, 2015); Ministry of Finance,
“Budget 2015-16 Marks the Beginning of Co-operative Federalism,” February 28, 2015; Government of India, Ministry of
Finance, “Union Budget 2015-16: Union Budget of India,” n.d. (accessed July 2, 2014); Government of India, Indian Parliament,
“Budget in Parliament,” 2014; Jaitley, “Budget Speech,” February 28, 2015; PRS Legislative Research, “Parliament Session Alert
Budget Session: February 23—May 08, 2015,” February 23, 2015, 1.

® The government published several minor amendments to the Foreign Trade Policy in June, July, and August 2015.
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Box 2.2: Ordinances Impact Trade and Investment Policies

The Modi government has used presidential ordinances in several key areas that have significant bearing
on India’s trade and investment policies. An ordinance is a time-limited law issued when Parliament is
out of session—typically when a similar bill is pending in Parliament. An ordinance must be approved by
Parliament within six weeks of Parliament’s reassembling or it lapses, although the president can reissue
it.

The Modi government has instituted ordinances on opening FDI in the insurance sector, opening coal
mining to domestic and foreign investment, and liberalizing the mining and minerals sector (FDI in these
sectors is discussed in more detail in chapter 3), as well as facilitating land acquisition. As of mid-August
2015, three of these ordinances (all except the one on land acquisition) had been passed by Parliament
and enacted into law.

e Anordinance liberalizing FDI in the insurance sector was issued by the Modi government on
December 27, 2014. Among other things, that ordinance increased the cap for foreign equity in
Indian insurance companies from 26 percent to 49 percent. A bill to make this ordinance permanent
was passed by Parliament on March 12, 2015.

e An ordinance opening certain government-controlled coal mining blocks to private domestic and
foreign investors, allowing them to mine coal for sale on the open market, was issued by the Modi
government on October 21, 2014 (and reissued on December 31, 2014). A bill to make the
ordinance permanent was introduced into Parliament on December 10, 2014, and passed by
Parliament on March 20, 2015.

e An ordinance introducing provisions to increase transparency in India’s mining and minerals sector
by providing for auctions via competitive bidding was issued by the Modi government on
January 12, 2015. A bill to make the ordinance permanent was introduced into Parliament on
February 24, 2015, and was passed by Parliament on March 20, 2015.

e An ordinance making it easier to acquire certain land in India was issued by the Modi government on
December 31, 2014. A bill to replace the ordinance was introduced into Parliament on
February 24, 2015; however, as further described in box 2.3, no land acquisition bill was passed
during the monsoon session (July 21—-August 13, 2015) of Parliament.?

Sources: PRS Legislative Research, “Monthly Policy Review, March 2015,” April 1, 2015; PRS Legislative Research, “Monthly
Parliament Review, December 2014,” January 2, 2015; PRS Legislative Research, “Parliament as a Law Making Body,”
December 2, 2014; WTO, Trade Policy Review: India, 2015, 25.

Notes: See appendix E for a timeline of legislation related to trade and investment in India under the Modi government. Land
acquisition issues are discussed in more detail in box 2.3 and appendix H.

® Prime Minister Modi announced that the government would not reissue the ordinance on land acquisition in August 2015.
Government of India, “English Rendering of PM’s ‘Mann Ki Baat,”” August 30, 2015.
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New Economic Initiatives

The Modi government has introduced several economic initiatives to restructure India’s
economy, all of which seek to impact India’s trade and investment policies. These initiatives link
long-term economic goals with near-term changes to policies and practices, and will sometimes
rely on the participation and cooperation of foreign companies to succeed. This section briefly
discusses Make in India, which includes investment liberalization and other policy changes to
incentivize domestic manufacturing. The section also describes two initiatives designed to
improve India’s infrastructure: Digital India, which seeks to enhance communications
infrastructure, and the Smart Cities Mission, which aims to upgrade India’s physical
infrastructure. The financial inclusion initiative,*® which seeks to increase the availability and
affordability of formal financial services in rural India, is discussed in appendix F.

Make in India

Before the April 2014 election, the BJP’s manifesto set out the party’s goal of turning India into

750 Make in India, which was

“a hub for cost competitive labour-intensive mass manufacturing.
launched by Prime Minister Modi on September 25, 2014, is a cross-cutting initiative that seeks
to realize this objective by encouraging foreign investors and domestic companies to

manufacture in India.

Make in India seeks to open up new sectors to FDI, create new “Smart Cities” and industrial
clusters, simplify regulatory approvals for opening manufacturing facilities, improve the
business climate, and provide tax relief and other incentives for manufacturing in India. Make in
India reemphasizes and expands upon the goals of the 2011 National Manufacturing Policy
(created under the previous government). The new initiative’s targets include creating

100 million new manufacturing jobs and growing the share of manufacturing in India’s gross
domestic product (GDP) from 16 percent to 25 percent by 2022.>*

The initiative includes certain economic priorities and policies for Indian manufacturing, such as
promoting employment-intensive industries; creating national investment and manufacturing
zones to promote world-class manufacturing in India; simplifying the manufacturing regulatory
environment; and offering economic incentives for environmentally friendly industries and for
small and medium-sized enterprises.52 As part of the initiative, the Indian government

* The Indian government’s official name for this plan is the Pradhan Mantri Jan-Dhan Yojana.

> BJP, Election Manifesto 2014, April 7, 2014, 29.

1 Make in India, “National Manufacturing” (accessed June 8, 2015); Christian Science Monitor, "Survey: Modi Has
an Answer for India,” November 20, 2014, 5.

*2 Government of India, MOCI, DIPP, “Make in India: Policies,” n.d. (accessed July 10, 2015).

U.S. International Trade Commission | 45



Chapter 2: Cross-cutting Initiatives, Policies, and Practices

identified 25 priority growth sectors for the Indian economy.>® Modi approved an action plan
for Make in India in December 2014, but the details have not been made public.>*

U.S. and Indian industry representatives interviewed in India generally welcomed the Make in
India initiative, but expressed concern that the government had not yet published a detailed
map for policy changes.>® U.S. industry representatives also expressed concerns that Make in
India could lead the Modi government to restrict foreign trade and investment through local-
content requirements and other policies.”® In December 2014, for example, the Modi
government cited Make in India in issuing guidelines to favor locally manufactured electronic
goods in government procurement.57 In addition, U.S. and Indian industry representatives and
researchers stated that India’s limitations in several areas—weak physical infrastructure, poor
reliability of power and water supplies, and challenges of land acquisition—raise the costs of
manufacturing in India; they felt the Modi government would struggle to achieve the goals of
Make in India without policy changes to address these limitations.>®

Digital India and Smart Cities Mission Seek to
Improve India’s Infrastructure

In India 2014, the Commission’s survey results indicated that infrastructure challenges
substantially affected 7.6 percent of U.S. companies engaged in India. Companies reported that
weaknesses in India’s physical infrastructure (e.g., poor road conditions) were bigger obstacles
to progress than problems in India’s communications structure and electricity supply.>® The BJP
election manifesto promised to seek improvements in the country’s physical infrastructure,

>* These sectors are automotive, automotive components, aviation, biotechnology, chemicals, construction,
defense manufacturing, electrical machinery, electronic systems, food processing, information technology (IT) and
business process management, leather, media and entertainment, mining, oil and gas, pharmaceuticals, ports,
railways, renewable energy, roads and highways, space, textiles and garments, thermal power, tourism and
hospitality, and wellness. Government of India, MOCI, DIPP, “Make in India: Sectors,” n.d. (accessed July 10, 2015).
>* Economic Times, “Make in India: PM Narendra Modi Approves,” December 30, 2014.

> U.S. and Indian industry representatives, interviews by USITC staff, Hyderabad, April 16 —17, 2015; U.S. industry
representative, interview by USITC staff, Bangalore, April 20, 2015; Intellectual Property Owners Association,
written submission to the USITC, June 2, 2015, 1. Local-content requirements are described in chapter 5.

% ITIF, written submission to the USITC, June 2, 2015, 2; U.S. industry representative, interview by USITC staff,
Washington, DC, April 30, 2015; U.S. government official, interview by USITC staff, March 19, 2015. Local-content
requirements are described in chapter 5.

> The Make in India initiative’s links to the Preferential Market Access policy for electronics are discussed in
chapter 5.

*% Research official, interview by USITC staff, Washington, DC, March 9, 2015; U.S. industry representative,
interview by USITC staff, Hyderabad, April 16, 2015; industry representative, interview by USITC staff, Hyderabad,
April 17, 2015; U.S. industry representative, interview by USITC staff, Bangalore, April 20, 2015; Indian industry
representative, interview by USITC staff, Mumbai, April 22, 2015; U.S. industry representative, interview by USITC
staff, Mumbai, April 23, 2015.

9 USITC, Trade, Investment, and Industrial Policies in India, 2014, 76-78, 189, 286.
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electricity supply, and telecommunications infrastructure; this theme was reiterated in the
Foreign Trade Policy.60 The Modi government has introduced two major initiatives to upgrade
India’s infrastructure: Digital India and the Smart Cities Mission.

Digital India

Prime Minister Modi introduced the Digital India initiative in his August 15, 2014, Independence
Day speech.®® Digital India brings together many existing Indian government programs (some
created by the previous government) that seek to increase the availability to Indian citizens of
high-speed Internet access, electronic financial services, online government services (“e-
governance”), and information technology training. The program also sets the goal of increasing
domestic manufacturing of electronics so that India will no longer be a net importer of these
goods by 2020. The program envisions connecting India’s rural population by bringing
broadband access to 250,000 rural villages and facilitating universal access to mobile phone
networks. The program seeks to increase e-governance by building electronic databases,
creating digital workflows for ministries, and enabling government to field more forms and
complaints online.®” The National Telecom Roadmap, which is linked to Digital India’s goals of
domestic manufacturing, includes certain local-content requirements.®®

In a joint statement issued during a bilateral summit meeting of the two heads of states in
September 2014, the United States and India “committed to partner on the Digital India

initiative, with the goal of enhancing digital infrastructure, deploying e-governance and e-
services, promoting industry collaboration, and digitally empowering India’s citizens.”®* |
January 2015, the United States and India agreed to take additional steps to further U.S.

partnership in advancing the implementation of Digital India and to strengthen bilateral

n

cooperation on information and communications technology.65

60 BJP, Election Manifesto 2014, April 7, 2014, 29-33. The Foreign Trade Policy is discussed in more detail in box
2.1.

®! Government of India, Office of the Prime Minister, “Text of PM’s Speech at Red Fort,” August 15, 2014. The
Cabinet approved Digital India on August 7, 2015. Government of India, “Digital India: A Program to Transform
India,” August 20, 2014.

%2 Government of India, “Digital India: A Programme to Transform India,” n.d. (accessed July 1, 2015).

% The National Telecom Roadmap is discussed in Chapter 5.

% White House, “U.S.-India Joint Statement,” September 30, 2014.

5 White House, “Shared Effort: Progress for All,” January 25, 2015.
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Smart Cities Mission

India launched its Smart Cities® initiative, led by the Ministry of Urban Development, in 2014.%
The Cabinet formally approved the two parts of the program—the Smart Cities Mission and the
Atal Mission for Rejuvenation and Urban Transformation of 500 Cities (AMRUT)—in

April 2015.%® The Smart Cities Mission seeks to develop 100 Indian cities into Smart Cities,
which would feature upgraded infrastructure and a variety of other amenities. The AMRUT
Mission plans to deliver infrastructure improvements through public-private partnerships with
Indian and foreign companies.69

Since late 2014, the U.S. private sector has increased its participation in the development of
smart cities in India. The U.S.-India Business Council conducted a weeklong mission in India in
November 2014 to explore opportunities for U.S. partnership in the smart cities effort.” In
January 2015 the U.S. Trade and Development Agency (USTDA) signed three memorandums of
understanding (MOUs) to support the development of smart cities in three Indian states—
Visakhapatnam (Vizag), in Andhra Pradesh; Ajmer, in Rajasthan; and Allahabad, in Uttar
Pradesh—with the respective Indian state governments. Under the MOUs, USTDA is to
contribute funding for feasibility studies, study tours, training, and other projects to be
mutually determined.”

Improving the Ease of Doing Business

Poor Rankings Inspire Modi Government to
Improve India’s Business Climate
As another means of pursuing economic growth and job creation, the Modi government is

seeking to increase the ease of doing business in India. India has been assessed as a difficult
country in which to do business: it was ranked 165th out of 184 countries in the Business

% Smart cities are cities in which information and communications technology (ICT) replaces traditional ways of
communication and service delivery to reduce costs, energy use, and consumption of other resources. The concept
of smart cities also envisions much more widespread social and economic benefits, including ultimately providing
more efficient urban transportation; providing safer public spaces; effectively meeting the needs of an aging
population; and allowing more a more interactive and responsive city administration. European Union, “Smart
Cities,” June 22, 2015.

® Much of the vision for the Smart Cities project is laid out in a draft concept note released in March 2014. See
Government of India, Ministry of Urban Development, “Draft Concept Note on Smart City Scheme,”

December 3, 2014.

% Government of India, Cabinet, “Union Cabinet Approves Atal Mission,” April 29, 2015.

% Smart Cities India, “Smarter Solutions for a Better Tomorrow,” n.d. (accessed July 24, 2015).

70 USIBC, “USIBC Takes U.S.-India Smart Cities Initiative Forward,” November 22, 2014.

"L pRS Legislative Research, “Cabinet Approves Mission for Urban Rejuvenation and Smart Cities,” April 2015, 4-5.
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Freedom component of the Heritage Foundation’s Index of Economic Freedom in 2015.”% In
India 2014, USITC survey results indicated that 22.4 percent of U.S. companies with foreign
affiliate sales in India faced difficulty getting required permits, approvals, or licenses for
investment. In addition, judicial and administrative efficiency issues substantially affected
11.8 percent of U.S. companies engaged in India.”®

Moreover, India was ranked 140th out of 189 economies in the World Bank’s Doing Business
rankings in 2014,”* and the ranking declined to 142nd in 2015. Among the five BRICS countries
(Brazil, Russia, India, China, and South Africa), India is the lowest ranked (table 2.2). Compared
to countries with similar purchasing power parity (PPP) GDP’” per capita (table 2.3), India
ranked ahead of Bolivia (157th in 2015), Laos (148th), and Nigeria (170th), but behind countries
like Moldova (63rd), Vietnam (78th), the Philippines (95th), and Pakistan (128th).

Table 2.2: Rankings of India and other BRICS economies in the World Bank’s Doing Business reports

Country 2012 2013 2014° 2015
South Africa 35 39 37 43
Russia 120 112 64 62
China 91 91 93 90
Brazil 126 130 123 120
India 132 132 140 142

Source: Compiled by the Commission, “Doing Business Data” (accessed June 8, 2015); World Bank and IFC, Doing Business 2013,
October 23, 2012; World Bank and IFC, Doing Business 2012, October 20, 2011.
® Rankings for 2014 are adjusted rankings, which have been provided by the World Bank and IFC to reflect data corrections.

72 Calculated by USITC staff from Heritage Foundation, “2015 Index of Economic Freedom: Explore the Data”
(accessed June 23, 2015).

2 USITC, India 2014, 2014, 76, 229.

" The World Bank Group’s Doing Business project seeks to measure business-related regulations and their
enforcement across economies from the perspective of domestic small and medium-sized enterprises. The annual
Doing Business reports rank economies according to their ease of doing business, with a ranking of 1 going to the
economy with the most business-friendly regulatory environment. In the 2015 report, the ranking was based on
each economy’s “distance to frontier” —the disparity between that economy’s performance and the best observed
performance—in 10 categories, including starting a business, paying taxes, and trading across borders. World Bank
Group, “About the World Bank Group Doing Business,” n.d. (accessed July 1, 2015).

7> Purchasing power parity (PPP) GDP is GDP that has been converted to “international dollars” for each country,
which have the same purchasing power in that country as U.S. dollars do in the United States. The PPP GDP is in
current international dollars, based on the International Comparison Program’s 2011 results. World Bank, World
DataBank (accessed July 22, 2015).
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Table 2.3: Rankings of selected lower-middle-income countries in the World Bank’s Doing Business
reports

PPP GDP

per capita, 2013
Country (international $)° 2013 ranking 2014 rankingb 2015 ranking
Moldova 4,692 83 82 63
Ghana 4,001 64 69 70
Vietnam 5,294 99 72 78
Philippines 6,536 138 86 95
Honduras 4,292 125 100 104
Nicaragua 4,579 119 126 119
Pakistan 4,602 107 127 128
Uzbekistan 5,168 154 149 141
India 5,418 132 140 142
Laos 4,822 163 155 148
Bolivia 6,131 155 151 157
Nigeria 5,602 131 175 170

Source: Compiled by the Commission, “Doing Business Data” (accessed July 22, 2015); World Bank and IFC, Doing Business
2013, October 23, 2012; World Bank, World DataBank (accessed July 22, 2015).

® Purchasing power parity (PPP) GDP is GDP that has been converted to “international dollars,” which have the same
purchasing power in that country as U.S. dollars do in the United States. The PPP GDP is in current international dollars, based
on the International Comparison Program’s 2011 results.

b Rankings for 2014 are adjusted rankings, which have been provided by the World Bank and IFC to reflect data corrections.

The BJP’s election manifesto promised to make it easier to do business in India by simplifying
regulations, improving turnaround time on environmental permits, and attempting to create a
single window’® for clearances.’’ Citing India’s low ranking in the World Bank’s Doing Business
reports, the Department of Industrial Policy and Promotion of the Ministry of Commerce and
Industry has asserted that India is in “urgent need of reforms.”’®

In September 2014, Modi stated that transparency and simplification in government decisions
and rules could bring India into the top 50 of the World Bank’s Doing Business rankings; in
January 2015 he announced that this was the government’s goal.”” Government officials stated
in April and May 2015 that the government has been developing an action plan on regulatory

’® The UN Centre for Trade Facilitation and Electronic Business defines a single window as “a facility that allows
parties involved in trade and transport to lodge standardized information and documents with a single entry point
to fulfil all import, export, and transit-related regulatory requirements.” Although the term is typically used to
describe import/export-related facilities, some countries use it to refer to a single entry point for starting a new
business. UN, Economic Commission for Europe, “Recommendation and Guidelines on Establishing a Single
Window,” 2005, 7.

77 BJP, Election Manifesto 2014, April 7, 2014, 29.

8 Government of India, Assessment Framework for State Level Reforms, June 2015, 2.

7 Government of India, Ministry of External Affairs, “English Rendering of Prime Minister Shri Narendra Modi’s
Address,” September 26, 2014; Government of India, Ministry of External Affairs, “Remarks by Prime Minister at
the India-U.S. Business Summit,” January 26, 2015.
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and doing-business issues, but the plan had not yet been released as of mid-July 2015.2° The
government is also seeking to simplify the process of acquiring land (box 2.3).

Box 2.3: Land Acquisition Legislation under the Modi Government

The Modi government has sought to reshape India’s laws on land acquisition in order to improve the
ease of doing business.® Since January 2014, land acquisition in India has generally been governed by the
Right to Fair Compensation in Land Acquisition, Rehabilitation and Resettlement Bill, 2013. The bill
requires consent of at least 80 percent of affected landowners before acquiring land for private-sector
projects, and consent of at least 70 percent of affected landowners for land acquired for public-private
partnerships. It also mandates a Social Impact Assessment to determine if the proposed acquisition
serves a public purpose, and requires the buyer to provide resettlement and rehabilitation packages to
affected families.”

In India 2014, some foreign investors reported that difficulty in acquiring land for business operations
had kept them from setting up their facilities in their preferred locations. Of surveyed companies with
foreign affiliate sales of goods in India, 5.4 percent were substantially affected by land acquisition
restrictions. In the agriculture and food sector, 29.4 percent of companies had faced challenges in
buying or using land.® According to witnesses at the Commission’s hearing, individuals interviewed in
India by Commission staff, and written submissions received for this report, land acquisition in India
remains a hindrance to FDI in 2015.°

The Modi government issued an ordinance in December 2014 that not only eliminated the consent
requirements and the Social Impact Assessment but also sought to facilitate land acquisition for
industrial corridors and other priority projects.® Despite widespread opposition from farmers’ unions,
civil society groups, and opposition lawmakers, the lower house of Parliament passed a proposed bill to
make the ordinance permanent on March 10, 2015. The bill, however, encountered strong opposition in
the upper house of Parliament and was sent to joint Parliamentary committees for revision. The Modi
government reissued the ordinance in April and May 2015.7 No land acquisition bill was passed during
the monsoon session (July 21-August 13, 2015) of Parliament.

Source: Compiled by the Commission.
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