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Foreign Investment 1

CHAPTER 1

Foreign Investment

1.1 Historical  Perspective
1.1.1 British  Period

India was one of the richest countries of the world
before the arrival of British. It was regarded, and
rightty so, as “Golden Sparrow”. The village
community of India was self-sufficient.
Agriculture was the mainstay of the economy but
industry also contributed to a large extent to the
economy. Handicrafts, handloom and all other
human artistic industries were well developed and
which absorbed a large part of the labour force.
The internal means of rapid transportation were
not yet developed. The land routes and river
navigation were used for interna trade and
transportation of goods.

The methods of cultivation were ancient and based
on experience of centuries, but still due to high
fertility of the land, productivity was high. India
was home to some of the world's famous crops
such as indigo, basmati rice, spices such as
cardamom, chilly, etc.

The use of money in the economy was not very
wide. Transactions were based on mutud faith and
goodwill.  Small industries were dlied with
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agriculture.  Though not very modern, Indian
economy was balanced and pefectly so. By the
end of 18" century India carved out for itself a
high position among the top industrial countries of
the world.

The Europeans were attracted by the possibilities
of trade in Indian spices. They landed in India
primarily for trade. They aimed a making quick
profits by selling Indian goods in the European
markets. The East India Company set up in 1600 in
Britain, came to India for trade but gradually
began to dabble into politics. It first acquired the
monopoly rights for trade. Later it defeated the
Nawab of Bengal in the Battle of Plassey in 1757
and established British rule in India. It set up the
first port a Surat followed by smilar forts at
Hoogly, Mumbai, and Kolkata.  With  the
establishment of forts, the Company acquired
political power and patronage. In 1765 the
Company acquired the right to collect revenue in
Bengal, Bihar and Orissa regions. The Company
gradually annexed many  territories  through
persuasion, temptations and deceit.

The following paragraphs describe in brief the
economic operations of the East India Company
and later British rule and their implications on the
Indian  Economy.

The East India Company had acquired a license
from the Moghul Emperor in 1716, which
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exempted it from paying custom duties on al its
imports and exports of goods. As the company’s
position became strong after 1757, the top
officials of the company began to engage
themselves in private trade and earned huge profits
out of trading operations. The Indian traders
suffered huge loses and the customs revenue
declined  dgignificantly. The  Company  amost
monopolized internal trade through its politica
power. Indian goods were taxed at several places
within the same provincee The imported British
textiles were taxed at 2.5%ad valorem, whereas
Indian textiles were subjected to a tax of 15%.
Such a discriminatory tax policy harmed the
internal  trade of Indiaa The ageold handicrafts
were destroyed on account of the discriminatory
foreign trade policy of the East India Company.
Some of them actually got their thumbs severed.
The British traders acquired virtua monopoly in
Indian markets. The ancient Indian industries were
ruined. The nature of foreign trade changed
substantially. Industries had a secondary role now
compared to agriculture in foreign trade. India
became a predominantly agricultural country.

The period between 1757-93 is regarded as the
“Plunder of Plassey” in the economic history of
India. “The employees of East India Company
plundered Indias wedth through misuse of
political  power rather than through genuine
trading activitiess. Among methods wused were,
exorbitant land revenue and commodity @ tax,
annexation of princely states, monopolizing trade
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of indigo and opium, among others. Since the
Company monopolized external as well as internal
trade, the wages of artisans were kept at 1520%
lower than acceptable or even sustainable rates.
The Indian craftsmen and artisans were forced to
sell their products only to the company. The
defaulters were punished heavily. When the
Company rule ended in 1858, the shareholders of
the Company were pad double compensation and
the entire burden was borne by the people of India

The exploitative policies of the Company were
continued by the British Government in the name
of “Home Charges’. These Home Charges included
the following:

1. Interest payments on capita borrowed from
England,

2. Interest on capita invested in Indian
railways,

3. The penson payments to the British
officiAls who served in India and the
sdaries and perquisites of the British
Government,

4. Expenses for the maintenance the Office of
the Secretary of State for India and the
Office of the Viceroy of India,
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5. Expenses of Indian Army and Navy,

6. The amount of compensation paid by the
British Government to the East India
Company.

The Home Charges in the year 1898-99 amounted
to £16,300,000 and reached a level of £30,000,000
in the year 1924-25. Thus, the flow of wesdth
continued in one direction bleeding Indian
Economy to death.

1.1.2 Various parameters

A. Agricultural  Sector:

The ruinous policies of the Company and
subsequently of the British Government broke
the backbone of Indian prosperity- the self-
reliance  of villages. The land revenue rates
were very high and the revenue policy was
exploitative.

The farmers were exploited beyond their
endurance. There were different kinds of land
settlement systems during 1760 to 1833. The
effective tax on land varied from 60 to 100%
of the produce of land. The tax was collected
by the princely states or by the landlords.
After 1850 a large proportion of Indian
population turned to agriculture for ther
livelihood on account of steep decline in the
importance of handicraft and their inability to
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provide employment. In short the proportion
of population dependent on agriculture rose
from 61.1% in 1891 to 73% in 1921.
Consequently the per capita availability of
land declined from 1.03 acres in 1901 to 0.94
acres in 1941. The peasants became debtors
and land ownership pattern changed in the
favour of moneylenders. The number of
tenants as wedl as landless labourers
increased in al the years of British rule.

All these factors gave a deadly blow to the
agricultural  productivity ingeneral and the
rural population was trapped into a vicious
cycle of poverty.

B. Industrial  Sector:

India was one of the industrially advanced
and self-sufficient countries of the world at
the arriva of the British. It had attained
noteworthy  progressin industry and trade by
the end of 18" century. But the economic
policies of the British ruined the balanced and
prospered economy of India The cotton
textile industry was the most important single
industry among the Indian industries. The
expertise  of Indian cloth weavers was world
famous. The fine mudlin of Dhaka was an
excellent example of it. It took six months for
a weaver to prepare a piece of muslin 20
yards in length and 36 inches in width. The
piece was so delicate that one could pass it
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through a golden ring. Similarly, thin cotton
cloth of Chanderi and Kota, the delicate Dhoti
of Ahmedabad, the dupatta and the woollens
of Punjab and the Kashmiri shawl were well
known in the world markets. The silk thread
and Jhari cloth industry was well developed
in Surat, Tanjore, Trichy, and Varanas.
Nasik, Pune, Hyderabad and Madura were
famous for brassware and pieces of art. The
shipbuilding industry had developed in ports
like Vasai, Goa, Surat and Chittagong.

The plantation industry was a forerunner of
different kinds of industriaization in India
The plantations include mainly tea, coffee,
rubber and indigo. With the end of monopoly
of the East India Company in 1833, the
foreign capital began to flow into plantations.
The British used their capital ard
entrepreneurial  talents in  the new industry
and earned huge profits. The poor, helpless
Indian labourers had to toil and moil in these
industries and yet they received deplorable
wages. Their economic  condition  was
pitiable.

Thus, during the British rule the economic
progress was in the backward direction
mainly on account of scarcity of capital,
iInadequate banking and other alied services,
low productivity of labour, lack of education
and training, absence of enterprising
entrepreneurs, discriminatory railway  rates
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and tariff policies, and above al highly
partisan British Government’s policies.

C. Sevice Sector:

The service sector during the British rule
comprised of education, transport, banking,
etc. As in every country these economic
activities assumed great significance to the
Indian  economy.

The education sector suffered a maor decline
during the British rule, as the British
government had no maor interest in
developing integrated education system in
India. The number of illiterates was on the
rise. The literacy rate as mentioned in the
census of 1941 was merely 12%. The British
education system was conducive to smooth
administration and served no other major
objective, either vocationa or mora. The
schools and colleges were set up only to
prepare clerks to assist the administration of
the Government. No attempt was made to
encourage  technology and research. The
secondary schools and institutions of higher
education were established on the pattern of
British education System, but they were Idt
to the care of private managements. The
medium of instruction was English and this
led to the emergence of a new educated class,
which had no regard for the dignity of
physical labour. Thus, the education policy of
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the British systematically destroyed the sense
of dignity of labour among the educated.

The repercussions of the British education
policy are felt even today with nation surfeit
with an army of clerks, but is in dire shortage
of skilled physical labour.

The lone merit of British rule, as considered
by many historians, was the establishment of
rallways as a cheap and efficient means of
transport. The first ralway in India was set
up in 1853 linking Bombay with Thane, and
covering a distance of 22 miles. During the
decade 1859-69, the railways were set up and
managed by private companies with limited
liability. Since the arrangement proved to be
costly, it was decided in 1870 that the state
should the responsibility of setting up new
ralways. The government laid down 2710
miles of raillway track by 1881. The figure
rose to 25000 miles by 1900. By the vyear
1913-14, the ralway mileage rose to 35283
miles. The development of railways led to the
growth of external trade and development of
certain  industries. The adverse effects of
famines were partialy mitigated. But the
rallway rates policy was discriminatory. It
became hindrance to the overall development
of the country. As a matter of fact, the main
objective of the development of ralways by
the British was to assist industries in England
and to add to the prosperity of England by
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facilitating export of raw material, import of
finished goods and internal transport, and
serve as a means for transport for the British
officials.

The development of roads was of military
importance to the British Government, and
therefore roads were constructed with a
military patronage. It was only in 1855 that
the responsibility of construction and
maintenance of roads was transferred to the
Central Public Works Department. Before
this, only the Grant Trunk Road and the Great
Deccan road were two important highways
constructed in North India. The length of first
grade roads in India in 1858 was only 4690
miles, whereas kachcha roads measured about
24715 miles. The need for construction of
roads was felt only afterthe First World War
as the use of motor vehicles and trucks
increased significantly. The responsibility of
development of new roads was lad at the
doors of provincia government in 1919. In
the year 1913-14 the length of pakka roads
was 50075 miles, which increased to 69976
miles in 1943-44. However, the length of
kachcha roads was 157287 miles in 1943-44.

The water transport system was considerably
well developed even in the preBritish era
The development of roads and ralways in
India was unsatisfactory till the middle of
19" century, but the internal water transport
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had acquired great significance for passengers
and goods as well as for the movements of
amy pesonne and equipment. With the
development of rallway, this mode of
transport  gradualy lost its importance. The
British  Government did not give much
Importance to the construction of canals as a
means of internal water transport. The Ganga,
the Godavari, and the Krishna canas were
constructed, but these were profitable for the
transport of goods only. They were not open
for passenger traffic as remunerative
passenger traffic was not avallable. Way back
in 1938, the National Planning Committee.

The Indian shipbuilding industry aso
suffered the fate of other industries. In the
ancient times, India had acquired fame as a
maritime country. The Indian ships and
vessels were used for transporting goods to
and fro form lran as well as Arabian, African,
and European countries. Shipping was an
important basic industry before the British
period, inwhich it was literally shattered.

The reviva of Indian shipping industry can
be traced to the setting up of the setting up of
the Scindia Steam Navigation Company in
1919. When the modern shipping industry
began to develop there were 11 shipping
companies with a total tonnage of 1.4 lakhs
on the eve of Second World War. The tariff
policy of the British Government was the
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maor cause for underdevelopment of the
shipping industry.

The civil aviation in India started with the
setting up of Civil Aviation Department by
the British Government in the year 1927. The
first services were started between Delhi and
Karachi. In 1932 Tatas started air services
connecting Allahabad, Kolkata, and Colombo.
The Imperid Airways introduced services
between London and Karachi soon thereafter.
After the end of World War Il six new
companies apart from Tata Company started
thelr business, as air travel got a boost.
However these ar services were later
nationalised.

Banking  business started  operations on
British lines in thereign of the East India
Company itself. The British Agency Houses
were acting as Company’s bankers in Mumbai
and Kolkata initially. The Hindustan Bank
was set up in 1770 and two other banks, the
Bank of Bengal and the Central Bank of India
were  established in 1785. The Bank of
Bombay was set up in 1840 and the Bank of
Madras in 1843. The three Presidency Banks
were integrated into one bank, namely the
Imperial Bank of India in 1921.

The banking industry was decentralised in
India till 1860. The development of banking
was rather dow during the period of 1865
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1900. The Swadeshi movement encouraged
setting up of a new banking system in the
Western India, Uttar Pradesh and Punjab.
There were only 22 banks in 1913. Each of
these banks had a paid up capital of Rs. 6
lakhs. The period between 1913 t01924 was,
however a decade of banking crisis, as 16
banks went into liquidation during that
period. The main factors for the banking
crisis included Inadequacy of capital,
imprudent  investments, high interest rates,
Inexperienced management and  speculation.
The post-war prosperity gave a boost to the
development of banking services in general.
The number of scheduled banks increased to
25 in 1920, whereas the number of non
scheduled banks went up to 33. The numbers
of scheduled and non-scheduled banks in
1930 were 31 and 54 respectively. The
Imperial Bank of India was performing the
dual functions of a Commercia and a Centrd
Bank of the country till 1934. As Reserve
Bank of India was set up in 1935, the
responsibility of developing money market
and regulation of credit was entrusted to it. It
had the monopoly of currency note issue in
the country. After the end of the World War
I, the number of banks in the country
increased rapidly. The number of scheduled
banks and the non-scheduled banks were 59
and 119 respectively in 1939.
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D. Situation of Employment:

The British destroyed the ancient industries
of India, which were village centric. This led
to the downfal of saf-sufficient rural
economy of the country. The foreign trade
policy gave advantage to factory-made
imported goods and thus jeopardised the
interests of rural artisans and led to their
economic disaster. This created largescale
rural unemployment. Though agriculture
became more prominent, it wasunable to
absorb the entire lot of unemployed artisans.
This led to their exodus to cities on a limited
scale, and thus it augmented urban
unemployment.

E. Per capita income:

Dadabhai Navroji has got the honour of being
the first person to estimate the per capita
income of India in the year 1869. Lord
Curzon made a sSmilar atempt in the year
1901 on the event of presenting the budget of
the Government. The aggregate national
income and per capita income were Rs.675
crores and Rs.30 respectively. The same in
1911-12 were Rs539 crores and Rs.28
respectively (according to Prof. Balkrishna).
According the Prof. Findlay Shiraz, the
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national income and per capita income of
India wee Rs. 921 crores and Rs.107
respectively in 1921-22. The same as per the
Annual Issue of Eastern Economist were
Rs.2094 crores, and Rs.72 respectively in the
year 1939-40. As pe the prices of 1948-49,
the national income and per capita income in
1900-01 were Rs.4923 crores and Rs.215, and
that in the year 1939-40 were Rs.8568 crores
and Rs.280 respectively.

F. Population:

The census was held for the first time in India
in the year 1871. The population of India in
the year 1901 was 23.6 crores. It rose to 25.2
crores in 1911. Due to famines and diseases
like influenza, the death rate was very high
prior to 1921 and thus the population declined
to 25.1 crores in that year. It was 31.9 crores
in 1941. The population increased by a rate of
14% during the decade 1931-40.

Due to lack of education, joint family system,
child marriage system, famines,  epidemics,
and malnutrition and improper medica health
facilities, the birth and death rate both were
very high in India in the British period.
During the decade 1901-10 the birth rate was
49.2 and the death rate was 42.6, the net
increase in the population being 6.6. The
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same in 1911-20 were 481 and 48.6
respectively, thus recording a decline of 0.5.

G. Poverty:

Poverty in India was mainly due to political
factors. The advent of East India Company,
the foundation of British rule, andthe
corresponding adverse  economic policies
ruined Indian economy and plunged it into a
vicious cycle of poverty. With the decline of
handicrafts, agriculture became the main
economic activity, which aso suffered from
exploitative taxes of the Governmentleading
the peasants to miserable life. The farmers
became debt-ridden due to excessive land
revenue and the  moneylenders  charged
exorbitantly  high interest rates. Periodic
famines and floods hit their backbones. All
these factors compelled many of them to sell
their lands to zamindars. There was no
security of tenure. The peasants were amost
in a state of serfdom. The peasants had to
bear the burden of home charges paid to
England. The exploitative policy of the
British Government was largely responsible
for the poverty of Indian peasantry.
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H. System of land ownership:

During the pre-British era the Indian system
of land ownership was based on tradition. It
was a custom that the Hindu kings collected
1/6" of their produce as rent of land, or
revenue. The land revenue system improved
during the Moghul period. The changes
introduced by Raa Todarmal, the finance
minister in Akbar's court are well known. He
undertook land surveys, made fresh
assessment of land in accordance with land
fertility and began to collect 1/3% of the
produce of lands as revenue. The provision
was aso made for collecting rent in cash.
Thus land revenue system was liberal.
Though many systems prevailed, the common
element among them was that the ownership
of land was vested in the state and land
revenue was treated as rent for the use of
land.

The East India Company changed the liberal
policies to those aming a achieving higher
revenues for it. The man systems for land
settlement popularised by the British were as
follows:

|. Tenancy System:

The British systems of land settlement
created ripples in the Indian agriculture.
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Under this system the tenants were
classified into two types namely
permanent tenants and tenants at will. The
permanent were relatively in  a better
position. Sometimes the land acquired for
cultivation by the permanent tenant was
given to sub-tenants for cultivation. A
new class or sub-tenants came in to
existence whose economic condition was
extremely poor. Vey often 50% of the
output had to be surrendered as rent by
the tenant and yet he had no security of
tenure. The amount of rent was not fixed.
The Government therefore forced to enact
tenancy refoorms so as to improve
agriculture and condition of peasants. The
Bengal Tenancy Act was passed in Bengal
in 1859. Another tenancy law was passed
in Bengal in 1885 with a view to regulate
rent, stopping evacuation of tenants,
providing compensation to the tenants for
improvements in land, and putting an end
to the serfdom of the tenants. These laws
were, however partialy successful.

. Zamindari  system:

This system was widely popular in Bengal
and other adjoining states. In  the
zamindari system there was no direct
relation between the state and the peasant.
The zamindari system was of two types—
permanent settlement system and
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temporary settlement system. Under the
permanent system, land revenue was
settled once and for al. There were no
changes. This system was introduced in
Bengal, Madras and Banaras. About 30%
of land was covered under this system at
that time. Land revenue was fixed a a
level of 10/11'"" of the renta income.
However there was no provision for the
security of the tenure. Under the
temporary settlement system, land
revenue was collected from the Zamindar.
The state could make changes in land
revenue rates. This system was prevaent
in Benga and Ayodhya. The changes in
land revenue however could be affected
over a long perid. At the time of each new
assessment, the land revenue rates were
raised. As a direct result of this
settlement,  villages were ruined and a new
class of tenants came in to existence.

Ryotwari  system:

The Ryotwari system was introduced by
Sir Thomas Munore and revived by the
British rule. Under this system, land
revenue was determined on the basis of
the type of land, its fertility, availability
of ran water, and the prevailing prices
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of the produce on land. As aong as the
peasant paid land revenue, he was
considered the owner of the land. There
was no intermediary  between @ the
government and the peasant. The land
revenue was not increased even when the
peasant earned more due to the higher
productivity of land through his efforts.
It was accepted that the peasant stands to
gain from increased input of necessary
capital and his own labour. This system
was introduced in Madras and Bombay
regions in the year 1792.

This system was progressive and it
ensured ownership rights and security of
tenure to the peasant as long as they
continued to pay land revenue. However,
this system also had certain defects. The
sense of belonging to the community was
destroyed. The land revenue  was
arbitrarily determined and it was
increased at the time of each new
assessment.

V. Mahawari system:

This system was unique in its character.
Under this system the entire land of a
village belongedto the Maha. The
people of the village were the joint
owners of land. Ther responsibility of
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payment of revenue was both individual
and collective. This system was
introduced in 1833 during the period of
Lord William Bentick in some Vvillages
of Agra, Ayodhya, Punjab, Uttar
Pradesh, and Madhya Bharat. Although
the land was collective property of the
village, the government entered into
contract with the farmers individualy
for the payment of land revenue. The
Mukhi or some other leader of the
village wasmade responsible for the
payment of land revenue. The Mukhi
enjoyed a status smilar to Zamindar
which cerated a new class  of
Intermediaries.

l. Economic condition of workers

The unjust policies of British Government
brought hell for the Indian worker class,
whether industrial or agricultural. The high
rate of population growth and the decline of
handicrafts were responsible for lower per
capita availability of cultivable land. The per
capita availability of land was 1.03 acres in
1901, which declined t00.94 acres in 1947.
The land revenue rates were unduly high and
the collection schedules were tight. The
conditions of peasants rapidly deteriorated.
As the handicrafts and allied industries were
ruined, people turned to agriculture in large
numbers thereby increasing pressure on land.
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The number of tenants per thousand peasants
increased from 291 to 407 in the decade of
1921-31. The number of landless labourers in
1921 was about 210 lakhs. The landless
labourers did not get sufficient work to earn
livelihood, nor did the tenants have any
security of tenure. The zamindars collected
exorbitant rent from the tenants, which
ranged from 34 to 75% of the total produce.
The tenants and landless labourers had little
incentive to improve fertility of land. The
entire rural population of India was divided
Into two classes-zamindars and tenants or
landless labourers and the seeds of class
conflict were sown which influence Indian
politics even today.

The land settlement systems introduced by the
British created severa problems and caused
deterioration of social and economic status of
tenants. Attempts were made to improve the
Situation of tenants through different land
tenancy legidations such as the Benga
Tenancy Act, 1859, which improved the
situation a little bit. These laws classified
tenants into permanent and temporary, and
were primarily aimed at regulation of rent and
protection of the rights of the tenants on the
land.

The main factors, which troubled the peasants
during the period, were mounting debt,
increased pressure on land, and arbitrary
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fixation of land revenue. The responsibility of
tenant legidlations was shifted to provinces
after grant of provincial autonomy in 1937.

The Indian industry suffered dearly during the
reign of the East India Company as discussed
earlier. The man aim of trade policy of the
company was buying goods from India at
chegper rates and selling them at  higher
prices in England, due to which the company
prospered gresatly. This  prosperity  was
misused for acquisition of political power and
consequent exploitation of Indian artisans and
craftsmen through unjust policies.

The Indian goods gave tough competition to
English goods as the people of England
preferred to buy Indian goods. The problem
of maintaining industries and wages o
workers arose in England. Hence the company
received orders from British Government that
only raw silk should be imported from
Bengal, which the company was bound to
obey. Such orders were issued on March 17,
1869. In a short time from then, England
experienced industrial revolution. In order to
protect British industries, imports from India
were subjected to high tariffs, whereas British
exports to India were actively encouraged.
This dowed down the growth of Indian
industry. The conditions of Indian industrial
workers deteriorated. The interests of Indian
industries were subordinated to that  of
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England. The industrial workers, who became

unemployed, turned to

agriculture
livelihood. The wurban workers migrated
rural areas. Many of these workers had to
borrow from moneylenders, as their economic

for

to

condition was miserable. The moneylenders

exploited their condition

exorbitant rates of interest. The
workers, once in debt, found

come out of it.

Later half of 19™ century saw the rise of trade

charging
industrial
it difficult to

unions in India. There were 25 strikes during
the period 1882-90 in Bombay and Madras

presidency. In 1910, the workers
‘Workers Council’ to promote their
They gave cal for strikes in
cotton textiles, iron and steel, jute, etc. and
aso in Ralways. The All India Trade Union

formed
Interests.
industries like

Congress was established in 1920. As many

as 168 strikes were observed during 1931 and
2.3 lakh industrial workers had joined them.

About 24 lakh man-days were lost on account
of these dstrikes. These strikes intensified and

in the year 1937 379 strikes were reported

with a total participation of 6.79 lakh workers

and loss of 89 lakh man-days.

1.2 After independence

After independence, India adopted,
its contemporary newly independent
socialistic pattern for devel opment.

like many of
countries,
This
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development is best described as state led growth.
State exercised sSignificant influence in deciding
the growth. Only the State had the power to
generate necessary resources for build ng
industries of infrastructure, growth engine for
other industries. Significant amount of direct
intervention by the state in projects requiring
heavy investments were the norm rather than the
exception during this post-war and post-colonial
period. The capitd requirements  of most
economies were so large that no entity other than
the state was considered capable of harnessing the
required resources. Under-developed International
capital markets, significant trade barriers, and the
hangover of sovereignty issues, legacy of the
colonial period, ensured that most nations planned
for economic self-sufficiency. Under-devel oped
domestic capital markets did not create an
environment in which this burden could be shared
by the private sector in any significant manner
especially in  capita-intensive  long gestation
Investments.

Some developing countries, notably in East Asia,
transited to a liberalised framework three decades
early than India, which has been a gradua
reformer. Continued reliance on state intervention
created a highly regulated economy. The result
was the absence of dgnificant levels of
competition either from imports or within the
domestic economy. Industrial capacity restrictions,
prohibitions in foreign trade, high tariff walls,
prohibitions ontechnology  transfer, inadequate
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patent protection, restrictive labour
administered interest rates severely

laws
limited

26

and
the

scope for efficiency enhancing impact of markets.

Even though there was a positive
1980, but growth rates in the ealy

reformers

up to
in

East Asian countries were considerably higher. See

table 1

Table 1

GDP growth (average % per year)

Country 1965-80 1980-90

China 6.4 9.5
Korea 9.5 9.7
Malaysia 7.4 5.2
Thailand 7.4 7.6
Indonesia 7.9 5.5
India 3.7 5.3

1990-2000

10.3

5.7

7.0

4.2

4.2

6.0

Source: World Development Reports, World

Bank
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India was not only lagging behind in economic
growth, but she could not generate the
competitiveness for the domestic manufacturers,
India sought self-sufficiency. Isolation of the
economy can be gauged from the fact that, Indias
share in the world exports reduced from 1.85% to
0.42% between 1942 and 1980.

After 1985, the Indian economy was gradually
liberalized and restructured. Economic reforms
have been characterized by liberdization and
simplification of administrative intervention,
phased introduction of domestic and import
competition, facilitation of participation by the
private sector, public sector reform in financial
system, the overal result was positive. The
economy grew a around 6% with an increase of
4% in per capita income, poverty declined from
44% to 26%, life expectancy increased from 48
years to 64 years. The share of India's exports in
the world exports increased from 0.42% to 0.67%.
The ratio of externa debt to GDP declined from
55% in 1990-91 to 2.6% in 2000-01. Profile of
external debt became more stable. The ratio of
short term external debt to total external debt
declined from a peak of 10.2% in the end of March
1991 to 2.8% in the end of December 2000. The
level of foreign exchange reserves increased from
a level equal to 3 months import in 1990-91 to a
level of over 8.5 months of imports since 1993-94.
By 2000, India's short term external debt was only
8.5% of foreign exchange reserves, which is much
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lower than 10% in China, 15.5%
456% in Thalland and 112.6%
Macro-economic stability and higher degree of
openness have also resulted in an

inflow  of foreign investment

in Malaysia,
Argentina.

Increase
form of

portfolio as well as FDI from a level of $113
million in 1990-91 to $14294 million in 2000-01.
Table 1 shows narrowing down of the gaps of
growth of GDP between India and other Asan

countries.

Decade of 1990s has fared

very  wall

comparison. 6% per annum economic growth was
an average. In comparison economic growth
East Asia, except in the case of
Malaysa was adversely affected by the financial

crisis in the second haf of

China and

the 1990s.

productivity and efficiency of the Indian economy
has been a traditiona andmuch analysed concern

in India Usually total factor

productivity (TFP)

accounts for one-half of economic growth. This
was negative during the period 1959-60 to 1979-

80, which indicates the structural
the Indian economy before
economic reforms.

inefficiency of
introduction of

During the reform period of 1985-2000,
average growth in the industrial sector

from 3.9% during the period of

increased
1960-1985

7.2%. In contrast annual average growth
non-agricultural public sector declined from 82%
to 7.1% of GDP during the compatible periods.
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This period was characterised by increase in TFP,
which should be viewed in association with the
higher growth rates in non-agricultural private
sector. The 1980s are often called the decade of
jobless growth in Indian industries. The overhang
of employment from 1970s was wused more
efficiently and the capital intensity of incremental
output increased, driven in part by sticky wages
and employment policies, but aso by
technological requirements. Economic
liberalisation  provided enhanced and cheaper
access to imported capital goods, global
technology and global enterprises, al of which
facilitated improved in overal productivity.

Post-WTO regime of globa competition and
falling tariff rates forced domesticfirms to
improve the efficiency and to face the increased
competition in the domestic as wel as
international market. This led to the organisational
restructuring, improved managerial practices, and
better capacity utilisation. Such changes in macro-
environment have benefited the business in
general. PSUs on aggregate continued to make
losses in the 1990s. Aggregate loss was 4.5% of
net sales in 1990-91. This increased to a peak of
6.9% in 1993-94. Reform process has benefited
both public and private sector. In the public
sector losses persist. Possibly the beneficial
changes in the macro environment have not been
matched by initiatives within PSUs to increase
thelr competitiveness, perhaps due to complex
procedures and their ownership structure.
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Table 2 illustrates the ratio of PAT to net sales for
private manufacturing increased to a peak of 9.1%
in 1994-95 before declining to 6.2% in 1997-98.

Table 2
Profit After of Tax of PSUs against Private
Sector
(Profit After Tax as % of net sales)

Y ear PSUs Private
1990-91 -4.5 5.7
1991-92 -5.3 4.9
1992-93 -5.4 4.9
1993-94 -6.9 6.6
1994-95 -2.3 9.1
1995-96 -2.4 9.0
1996-97 -4.3 7.0
1997-98 -3.9 6.2

Source: “The lost decade” NCAER study
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An important feature of the globalisation has been
the movement of private capital from one country
to another so that an economy’'s growth is not
constrained by its own domestic savings. In 1990
there were 40 countries for which the ratio of FDI
to Gross Capita Formation was 5% or more. For
India in that year, this ratio was only 0.2%. By
2000, the number of countries where the ratio of
FDI to GCF was 5% or more had more than
doubled to 99, while for India this ratio was only
2.1%. Export orientation and the inflow of private
foreign capita have played a significant role in the
development of the East Asian Countries. At the
peak, the foreign capita flow into Malaysia in
1993 was 17.4% of its GDP, in Thaland in 1995,
it was 12.7% of the GDP, whereas in India it has
mostly been below 0.5% of its GDP.

Globalisation has enlarged the growth
opportunities for developing countries. On average
the share of developing economies in aggregate
world exports increased from 20.6% in 1988-90 to
29.9% in 2000. Similarly, their share in the world
output increased from 17.9% in 1988-90 to 40.4%
in  2000. Despite overwhelming evidence that
market orientation, competition, greater
participation of the private  sector, export
orientation together with freeing of the resource
constraint by FDI inflows, provides a reasonable
basis for higher level of economic growth.
Strategies are not universally accepted in India
Even today thee are endless debates against
privatisation and there is aways an apprehension
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that FDI will lead to control by externa agents.
Perhaps this is due tothe residual shadows of our
colonial past. One should keep in mind that the
unlike the present multinationals, East India
Company was never intended to invest in India.

The colonia period marked the drain of national
resources to fuel the growth in Europe, but this
was assisted by the absence of a domestic
sovereign authority, unlike today, which could
have resisted to such exploitative extraction. In
the globalised world, access to private foreign
capital does not imply an erosion of sovereignty.
Foreign companies seek investment opportunities
to enhance their value, but in the process such
investment creates jobs, adds badly needed
infrastructure and provides a functional business
link between economies of the world. Such links
and commitments are long term in nature and
should be differentiated from the flows of
portfolio investments, which can be temporary
transfers driven solely by arbitrage opportunities.
In the recent East Asian crisis foreign direct
investment was the stable element in the externa
balance. While to some extent FlIl investments and
foreign lending reduced, FDI inflows persisted.

FDI should not be discarded simply because the
investors are foreign entities. Indias low access to
FDI as compared to China, Brazil, Poland and
number of South East Asian countries coupled
with our lower past growth rates suggests that
there is sdgignificant economic value in increasing
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our FDI

domestic savings and investment

a more aggressive

1981 to 1991. Savings in

approach to
foreign savings. Table 3 illustrates the structure of
domestic savings in public as well as private from
the public sector

gradually declining viz.-1%, -0.9%, and-1.7%

the period 1998 to 2000-01. There has been no

upward trend in the public savings since 1980s.

Table 3

Country Period Public
Indonesia 1981-88 7.7
Malaysia 1981-90 10.3
Thailand 1980-85 14.3
1986-87 8.6
Japan 1981-88 5.1
India 1961-70 2.7
1971-80 3.7
1981-90 3.02
1991-2000 1.01

Source: World Bank Economic Survey
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beyond the existing level of 0.5% of the
GDP. As a matter of fact, the inadequate level of
India requires
utilisation

of
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Though a boom in private savings in the 1990s has
maintained the investment rate at around 23%, any
increase in the investment rate will have to depend
on foreign savings. Higher levels of investment
will be key for acceleration of the growth rate to a
level of 8%, which is estimated to be the minimum
required to effectively tackle the problem of
poverty. There isconsiderable evidence to show
that an increase in investment levels sharply
increases the rate of economic growth. Increase in
productivity  coupled  with  an increase  in
investment explains the acceleration in economic
growth particularly in developing countries. Table
4 provides comparative study in this regard.

Table 4
Investment and GDP growth rates
(Average % per year)
Change in investment rate against change in GDP
growth

Country 1980-90 1990-95 1980-90 1990-95

China 11 15.5 10.2 12.8
Malaysia 2.6 16 5.2 8.7
Indonesia 7 16.3 6.1 7.6
Thailand 9.4 10.2 7.6 8.4

Turkey 5.3 2 5.3 3.2
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Argentina -0.3 5.7 -4.7 16
India 6.5 5.3 5.8 4.6
Venezuela -5.3 3.8 1.1 2.4
Brazil 0.2 3.5 2.7 2.7
Philippines -2.1 3.2 1 2.3
Poland 0.9 1.1 1.9 2.4
Egypt 2.7 -1.5 5 1.3

China, Malaysia (1990-95), Indonesia, Thailand,
Turkey (1980-90) and Argentina (1990-95) are
examples where a sharp increase in the rate of
investment had a positive impact on economic
growth. India is aso benefited with the resultant
increase in economic growth as well. The low
rates of economic growth in Venezuela, Brazil,
Philippines, Egypt, and Poland can be associated
with the negative or low rates of change in the
investment levels. For further development it has
been estimated that India needs to increase its
investment rate to 30% of the GDP if it is to grow
a 8% per year. However, enhanced savings in
public sector coupled with increased usage of
foreign savings can bridge the savingsinvestment
gap in a manner consistent with macro-economic
stability. FDI is one of such stable potential
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sources of financing particularly in the era of
privatisation.

The experience of China, Malaysia, and Brazil
indicates that FDI inflows are aso associated with
increases in  productivity and competitiveness.
Malaysia whose ratio of FDI to GDP was 4.3%
during the period of 19751995 is one of the
largest exporters of electronics in the world.
Brazil has attracted $30 billion of FDI through
privatisation of PSUs during the last 10 years.
China permits unlimited FDI number of industries
particularly for the takeover of sick industries.
FDI inflows of around $40 billion per annum over
a number of years have enhanced productivity and
competitiveness, Competitively priced Chinese
exports provide significant import  competition
worldwide and are a particular source of concern
for domestic Indian manufacturers. China's
competitiveness has been enhanced by large scale
privatisation of State owned enterprises and
rationalisation of the labour force, which began in
1995. More than 30,000 companies have been
privatised and about 50 million workers have been
laid off since 1997 and given VRS at terms, which
are 3/5 times worse than the terms for VRS in
India.

We ae fortunate that the scae of PSU
restructuring is much smaller than in the case of
China, though employment in centra PSUs is
around 1/3 of the tota employment in the Centra
Government, the absolute numbers were only 2.18
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million in 1990-91, which reduced to 1.74 million
by 2000-01. What is significant is that barring the
organised private sector, employment levels were
stagnant in the 1990s. During the period 1991 to
2001, out of 1.6 million jobs added in the
organised sector, 1 million or 2/3 were added in
the private sector, which indicates thatthe private
sector has become the mgor source for
incremental employment in the organised sector of
the economy over the last decade. As against
these, unorganised sector provides 10 times more
employment. It has traditionally been dominant
employer.

In India for economic reforms privatisation and
enhanced access to FDI are the next big frontiers.
In fact the latter is to some extent linked to
implementation of the  former. | nternational
experience suggests that privatisation enhances
inflows of international private capital, hence
there is a case for making non-discriminatory  rules
for FDI inflows. Currently, there are additional
restrictions on FDI in the case of disnvestments
of PSUs. This is not exceptional. The Queen of
England had to use the golden share to stop the
takeover of Nationa Power of UK by Southern
Utilities of US only 10 years back in the UK. Now,
of course  London Electricity and  Surrey
Electricity have been taken over by EDF, France
without any public debate. At the best of times
privatisation is an emotive subject. However it is
instructive that other countries have trodden this
path before and have found that economic gains


http://www.clicktoconvert.com

This watermark does not appear in the registered version - http://www.clicktoconvert.com

Foreign Investment 38

from privatisation, justify the pan associated with
a break from the past. In a free market economy,
and competitive environment, the access to capital
for any business entity must bear the test of
availability and cost. Here the business entities
must be free to determine at their own.

The performance of a very large number of PSUs
Is disappointing, often owing toreasons beyond
their control. Some PSUs have done extremely
well, but these are in the monopoly sectors like
petroleum, power and telecom, where government
determines prices on a cost plus basis. Once these
sectors are deregulated, these PSUs are likely to
come under severe competitive pressure and may
see erosion of their profitability. The policy of
Government on disinvestments has evolved over
the last decade. It started with the sale of minority
shares in 1991-92, which continued with some
modification till 1999-2000. During this period
Rs. 1863 crores were realised through this method
of market sale of shares. This policy changed
around 31% March, 2000 and was announced by
the Finance Minister in budget speech of 2000
2001. Government established a new Department
for  Disinvestment, which was objected to
emphasize increasingly strategic sales of identified
PSUs, in which sale of equity is carried out by
Government where the management-control of the
entity is handed over to the strategic partner.
During the period 1991-2000, the sale of minority
shares of PSUs has led to realisation of about Rs.
19,000crore for Government. Most of these shares
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were bought by financial institutions. UTI was one
of such institutions, which had picked up
substantial guantities of such stock. With the
commencement of the policy of strategic sale,
there has been a dramatic reversal. The PSU index
has increased steadily since then.

Realising the important contribution that private
foreign investment can make to the process of
economic development, India has introduced many
policy reforms to attract them. Redtrictive
investment regime has been liberalised. In
addition, various types of incentives are being
offered to attract foreign direct investment.
Greater attention is aso beng paid to make the
macro economic environment more conducive to
foreign investors. Provisions of infrastructure and
other  support services are being targeted.
Financial sector reforms are being undertaken to
facilitate financial flows in various forms.

1.3 Industrial structure

Indian economy, like nuMerous other
underdevel oped economies, IS agriculturally
dominated economy. Though contributing around
25% of the Gross Domestic Product, agriculture
employs nearly 70% of the total work force of the
country, thus playing important role in demand for
other goods and services manufactured in the
country. The developed countries on the other
hand, are generally industriadlised. The people in
these countries enjoy higher standards of living.
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India too has adopted the policy of

Increased
growth by
the
the
machine
industries,
the

industrial development. This

possibility of raising the rate of
increasing the degree of industrialisation
economy. According the industrial policy of
Government, the basic industries,
tools industries, the consumer goods
and services should expand their
national economy, thereby reducing dependence on

40

planned
the

agriculture. Industrialisation is also conceived as a
growth engine because it adds to the availability

of employment opportunities directly or

indirectly.

Industrial growth encourages technical knowledge

and research activities and aso helps to
productivity of Ilabour and capital as factors of

production.

rase

The industrial structure of a country comprises
severa types of industries. The industries can be
classified on various basis such as ownership,

techniqgue of production, make up of work force,
capital intensity,  export  orientation,

Importance, etc.

The  most popular and

strategic

important

classification of industries is on the basis of scale
of production. The industries can be divided into
the following four types based on the scale of

production:

|. Cottage industries
[I. Smal scae industries
[11. Medium scale industries
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|V. Large scale industries

|. Cottage industries:

The cottage industries are the smallest
constituents of the industrial  structure
based on its scale of operations. The
production unit in  this category  of
industries is extremely small, requiring
little use of capital. These units function in
rural or semi-urban areas. They use family
labour and simple tools &  techniques.
Production is normaly carried on in
residential premises of the artisans and the
use of electricity in the production process
iIs the minimum. The raw materia is
obtained fromthe loca market. The market
of such goods is limited to a particular
village or town, or at the most villages in
the adjoining area. Though, in recent years,
the market for cottage industry’s goods has
widened but they are still limited in range.
These industries provide supplementary
employment and incomes to the people in
the rural areas. The articles are made out of
natural materials such as cane, bamboo,
leather, gum, raw cotton, jute, earth, wood,
etc. Industries in the cottage category
include, handlooms, bamboo products,
small iron works, earthen vessels,
handicrafts, lock making, ornaments out of
precious and non-precious metals, etc.
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[I. Small-scale industries:

Any industrial unit having investment in
fixed assets more than Rs. 3 crore is
classified as a small-scale undertaking. The
small-scale sector in the country occupies
great sSignificance by the fact that it
employs the largest number of work force
just after agriculture and contributes nearly
15% of the country’'s Gross Domestic
Product. The specia  characteristics  of
small-scale undertakings are,

(1) Work force of small-scae industries
Is normally less than 20.

(2) Ownership is mainly on partnership,
Hindu Undivided Family, or
individual ownership basis.

(3) They ae located in  specialy
earmarked industrial ZONEes of
medium-size cities and towns or in
the outskirts of large cities.

(4) They manufacture mostly  non
branded goods.

(5) These industries are based on other
large industries. They even act as a
link between large industries and
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agriculture. For example the cotton
ginning industry, etc.

(6) Most of these industries enjoy one
or other form of subsidy or
assistance from Government.

(7) The maket for most of thar
produce is loca or specific. Some
of the small-scae industries are
export oriented also.

(8) The man forms of small-scale
industries  include, cotton ginning,
foundries, tools and spare parts
manufacturing,  etc.

(9) Research and development
expenditure is minimum.

[1l. Medium-scae industries:

These industries are located midway
between small-scale and large industries.
Many of such industries comprise of
expanded small-scale enterprises or
subsidiary units of large-scale  industries.
The following are special characteristics of
such  industries:

(1) The production process is largely
mechani sed.
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(2) The goods produced possess a large
market.

(3) These industries aso cary out
research and development on a
small scae.

(4) The man forms of medium-scale
industries  include  generic  drugs,
edible oails, oil engines, food
processing and dehydration, etc.

|V. Large-scale industries:

These industries involve heavy investment
in fixed assets such as land, buildings,
machinery, etc. These industries large
amount of formalities before starting up.
The important characteristics of these
industries are as follows:

(1) The ownership in these industries is
more or less on corporate basis.

(2) The set-up and maintenance costs of
such industries are very high.

(3) The set-up time is very high
compared to other varieties of
industries on account of clearances
required to be sought from large
number  of government authorities.
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The process is complex, and the
degree of complexity varies across
al types of products.

The production is carried out on
cyclical basis, that is, every process
on the product is specificaly
accounted and controlled.

The goods  manufactured lack
substantial  variety.

Changes in  product lines are
difficult and very expensive.

Production is aptly supported by
aggressive  marketing and  sales
support.

Employment policies, and the
employee structure are more or less
static. Prevalent labour laws have
greater say in employment policies.

The cost of production of goods
manufactured is lower compared to
al other scales of industries.
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CHAPTER 2

Foreign Investment
Policy and Procedure

2.1 Entry modes for Foreign Direct Investment

Government wishes to facilitate Foreign Direct
Investment (FDI) and investment from Non
Resident Indians  (NRIS) including  Overseas
Corporate Bodies (OCBs)that are predominantly
owned by them, to complement and supplement
domestic investment. Investment and returns are
freely repatriable, except where the approva is
subject to specific conditions such as lock-in
period on origina investment, dividend cap,
foreign exchange neutraity, etc. as pe the
notified sectoral policy. The condition of dividend
balancing was applicable to FDI in specified
consumer goods, industries stands with drawn for
dividends declared after 14" July 2000, the date
on which the Press Note No. 7 of 2000 series was
Issued,

FDI is freedy alowed in al sectors including
service sector, except where the existing and
notified sectoral policy does not permit FDI
beyond ceiling. FDI for virtually all
itemg/activities can be brought through the
Automatic Route under powers delegated to the
Reserve Bank of India, and for the remaining
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items/activities  through Government  Approval.
Government  approvals ae accorded on the
recommendation of the Foreign I nvestment
Promotion Board (FIPB), chaired by the Secretary,
Department of Industrial Policy and Promotion
(Ministry of Commerce and Industry) with the
Union Finance Secretary, Commerce Secretary,
and other key Secretaries of the Government as its
members.

2.1.1 Entry via automatic route
(a) New Ventures:

All  itemdactivities for  FDI/NRI/OCB
investment up to 100% fal under
automatic route except those specified:

Whenever any investor chooses to make
an application for the FIPB and not to
avall of the automatic route, he or she
may do so.

Investment in public sector units as aso
for EOU/EPZ/EHTP/STP  units would
also qualify for automatic route.
Investments under the automatic route
shall continue to be governed by the
notified sectoral policy and equity caps
and RBI will ensure compliance of the
same. The National Industrial
Classification (NIC) 1987 shall remain
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applicable for description of activities
and classification for al matters relating
to FDI/NRI/OCB investment:

Areas/sectorg/activities hitherto not open
to FDI/NRI/OCB Investment shdl
continue to be so unless otherwise
decided and notified by Government.

Any change in the sectoral
policy/sectoral  equity cap shal be
notified by the Secretariat of Industrial
Assistance (SIA) in the Department of
Industrial Policy & Promotion.

Existing Companies:

Besides new companies, automatic route
for FDI/NRI/OCB investment is aso
available to the existing companies
proposing to induct foreign equity. For
existing companies with an expansion
programme, the additional requirements
are that

(1) The increase in equity level
must result from the
expanson of the equity
base of the existing
company without the
acquisition of existing
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shares by NRI/OCB/foreign
Investors,

(i1) The money to be remitted
should be in foreign
currency and

(iii)  Proposed expansion
programme should be in the
sector(s) under the

automatic  route.

Otherwise the proposa would need
Government approval through the FIPB.
For this the proposal must be supported
by a Board Resolution of the existing
Indian  company.

For existing companies without an
expansion  programme, the  additional
requirements for eligibility for automatic
route are

() That they ae engaged in
industries under the automatic
route,

(i1) The increase in equity level must
be from expansion of the equity
base and

(iili)  The foreign equity must be in
foreign currency.
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The earlier SEBI requirement, applicable
to public limited companies that shares
alotted on preferential basis shal not be
transferable in any manner for a period
of 5 years from the date of ther
dlotment has now beenmodified to the
extent that not more than 20% of the
entire  contribution brought in by
promoter  cumulatively in  public or
preferential issue shall be locked in.

The automatic route for FDI and/or
technology collaboration would not be
availlable for those who have or had any
previous joint venture or technology
transfer/trade  mark agreement in the
same or dlied field in India

Equity participation by International
financial institutions such as ADB, IFC,
CDC, DEG, etc. in domestic companies
Is permitted through automatic route
subject to SEBI/RBI regulations and
sector specific cap on FDI.

In a maor drive to simplify procedures
for foreign direct investment under the

automeatic route, RBI has given
permission to Indian Companies to
accept Investment under this  route

without obtaining prior approva from
RBI. Investors are required to notify the
Regional Office concerned of the RBI of
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receipt of inward remittances within 30
days of issue of shares to Foreign
Investors. This facility is aso available
to NRI/OCB investment.

2.1.2 Entry through Government approval

For the following categories, Government approval
for FDI/NRI/OCB through the FIPB shall be
necessary:

(1) All  proposals that require an
Industrial License, which includes,

(i) The item requiring an
| ndustrial Licence under
the Industries
(Development &
Regulation) Act, 1951,

(i) Foreign  Investment  being
more than 24% in the
equity  capital of  units
manufacturing items
reserved for small scae
industries; and

{n All items which require an
Industrial Licensein terms
of the locational  policy
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notified by Government
under the New Industria
Policy of 1991.

(2) AIll proposas in which the foreign
collaborator has a previous
venture/tie  up in India. The
modalities prescribed in Press Note
No. 18 dated 14/12/1998 of 1998
series, shal apply to such cases.
However, this shall not apply to
invessment made by  multilateral
financial institutions such as ADB,
IFC, CDC, DEG, ec as aso
invessment made in the Information
Technology  Sector.

(3) AIll proposals relating to acquisition
of shares in an existing Indian
company in favour of a
foreign/NRI/OCB investor.

(4) All proposals falling outside
notified  sectoral policy/caps  or
under sectors in which FDI is not
permitted.

Areas/sectorg/activities hitherto not open
to FDI/NRI/OCB investment shall
continue to be so unless otherwise
decided and notified by Government.
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Any change in the sectoral
policy/sectoral  equity cap  shdl be
notified by the Secretariat of Industrial
Assistance (SIA) in the Department of
Industrial Policy & Promotion.

RBI has granted general permission
under Foreign Exchange  Management
Act (FEMA) in respect of proposals
approved by the Government. Indian
companies  getting  foreign  investment
approval through FIPB route do not
require any further clearance from RBI
for the purpose of receiving inward
remittance and issue of shares to the
foreign investors. Such companies are,
however, required to notify the Regiona
Office concerned of the RBI of receipt of
inward remittances within 30 days of
such receipt and to file the required
documents with the concerned Regional
Offices of the RBI within 30 days after
issue of shares to the foreign investors.

For greater transparency in the approva
Jprocess, Government  has  announced
guidelines for consideration of  FDI
proposals by the FIPB.
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2.1.3 Issue and Valuation of shares in case of
existing companies

Allotment of shares on preferentia basis shall be
as per the requirements of the Companies Act,
1956, which will require special resolution in case
of a public limited company.

In case of listed companies, vauation shall be as
per the RBI/SEBI guidelines as follows:

The issue price shall be either at:

(1) The average of the weekly high and
low of the closing prices of the related
shares quoted on the Stock Exchange

during the six months preceding the
relevant date.

(i) The average of the weekly high and
low of the closing prices of the related
shares quoted on the Stock Exchange
during the two weeks preceding six
months prior to the relevant date.

The stock exchange referred to is the one a which
the highest trading volume in respect of the share
of the company has been recorded during the
preceding six months prior to the relevant date.

The relevant date is the date thirty days prior to
the date on which the meeting of the Genera Body
of the shareholders is convened.
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In al other cases a company may issue shares as
per the RBI regulation in accordance with the
guidelines issued by the erstwhile Controller of
Capital  Issues.

Other relevant guidelines of SEBI/RBI includng
the SEBI (Substantial Acquisition of Shares and
Takeover) Regulations, 1997, wherever applicable,
would need to be followed.

2.1.4 Foreign Investment in the Small-scale
Sector

Under the small-scale policy, equity holding by
other wunits including foreign equity in a small-
scale undertaking is permissible up to 24%.
However there is no bar on higher equity for
holding foreign investment if the unit is willing to
give up its small-scale status. In case of foreign
invessment beyond 24% in a small-scale unit,
which manufactures small-scale reserved item (9),
an industrial license carrying a mandatory export
obligation of 50% would need to be obtained.

2.1.5 Foreign Investment in Trading Activities

Foreign investment for trading can be approved
through the automatic route up to 51% foreign
equity, and beyond this by the Government
through FIPB. For approval through the automatic
route, the reguirement would be that it is primarily
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export activities and the undertaking concerned is
an export house/trading  house/super trading
house/star trading house registered under the
provisons of the Export and Import policy in
force.

2.1.6 Other Modes of Foreign Direct
I nvestments

1. Global Depositary Receipts (GDR)/American
Depositary Receipts (ADR)/Foreign  Currency
Convertible Bonds (FCCB):

Foreign Investment through
GDRS/ADRYFCCBs is treated as Foreign
Direct Investment. Indian companies are
dlowed to raise equity capita in the
international  market through the issue of
GDRYADRSYFCCBs. These are not subject to
any celings on investment. An applicant
company seeking Government's approval in
this regard should have a consistent track
record for good performance (financia or
otherwise) for a minimum period of 3 years.
This condition can be relaxed for
infrastructure  projects  such as  power

generation, telecommunication, petroleum
exploration and refining, ports, airports, and
roads.

There is no restricion on the number of
GDRYADRYFCCBs to be floated by a
company or a group of companies in a


http://www.clicktoconvert.com

This watermark does not appear in the registered version - http://www.clicktoconvert.com

Foreign Investment Policy and Procedure 57

financial year. A company engaged in the

manufacture of items covered under
automatic route, whose direct foreign
Investment after a proposed

GDRYADRSFCCBs issue is likely to exceed
the percentage Ilimits under the automatic
route, or which is implementing a project
faling under the Government approval route,
would need to obtan prior Government
clearance through FIPB before seeking fina
approval from the Ministry of Finance.

There ae no end-use restrictions on
GDR/ADR issue proceeds, except for an
express ban on investmentin real estate and
stock markets. The FCCB issue proceeds can
be used for general corporate restructuring.

2. Preference  Shares:

Foreign investment through preference shares
iIs treated as foreign direct investment.
Proposals are processed either through the
automatic route or FIPB as the case may be.
The following guidelines apply to issue of
such shares:

(1) Foreign investment in  preference
shares is considered as part of share
capital and fall outside External
Commercial Borrowing (ECB)
guidelines/cap.
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(i)

(iii)

(iv)

(V)

Preference shares to be treated as
foreign direct equity for purpose of
sectoral caps on foreign equity,
where such caps are prescribed,
provided they cary a conversion
option. If the preference shares are
structured without such conversion
option, they would fal outside the
foreign direct equity cap.

Duration for conversion shall be as
per the maximum limit prescribed
under the Companies Act or what
has been agreed to in the
shareholders  agreement  whichever
IS less.

The dividend rate would not exceed
the limit prescribed by the Ministry
of Finance.

Issue of Preference Shares should
conform to guidelines prescribed by
the SEBI and RBI and other
statutory  requirements.

3. Investment by Non-Resident Indians &
Overseas Corporate Bodies:

For

al sectors, excluding those faling

under Government approval, NRIs (which
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aso includes PIOs) and OCBs (an overseas
corporate body means a company or other
entity owned directly or indirectly to the
extent of a least 60% by NRIs) are eligible
to bring investment through the automatic
route of RBI. All other proposals, which do
not fulfil any or, al of the criteria for
automatic approval are considered by the
Government through the FIPB.

The NRIs and OCBs are dlowed to invest
in housing and real estate development
sector, in which foreign direct investment
IS not permitted. They are alowed to hold
up to 100% equity in civil aviation sector
in which otherwise foreign equity only up
to 49% is permitted.

2.2 Foreign Technology Agreements

With a view to inject the desred level of
technological dynamism in Indian industry and for
promoting an industrial environment where the
acquisition of technological capability receives
priority, foreign technol ogy induction IS
encouraged both through FDI and through foreign
technology collaboration agreements. Foreign
technology  collaborations are  permitted  either
through the automatic route under delegated
powers exercised by the RBI, or by the
Government. However, cases involving industria
licenses/small scale reserved items do not  qualify
for  automatic  approval and would require
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consideration and approva by the Government.
Automatic route for technology  collaboration
would also not be available to those who have, or
had any previous technology transfer/trademark
agreement in thesame or alied field in India
Further, automatic approva for EOU/EHTP/STP
units is governed by respective provisions.

2.2.1 Automatic Approval for Foreign
Technology  Agreements

The Reserve Bank of India, through its regional
offices, accords automatic  approval to Al
industries for  foreign  technology  collaboration
agreements subject to:

(i) The lump sum payments not exceeding
US $ 2 Million;

(i) Royalty payable being limited to 5% for
domestic saes and 8% for exports,
subject to a total payment of 8% on sales
over a 10 year period (the royaty limits
are net of taxes and calculated according
to standard conditions); and

(iti)  The period of payment of royaty not
exceeding 7 years from the date of
commencement of commercial
production, or from 10 years from the
date of agreement, whichever is earlier.


http://www.clicktoconvert.com

This watermark does not appear in the registered version - http://www.clicktoconvert.com

Foreign Investment Policy and Procedure 61

Payment of royaty up to 2% for exports and 1%
for domestic sales is alowed under automatic
route on use of trademarks and brand name of the
foreign collaborator without technology transfer.
In case of technology transfer, payment of royalty
subsumes the payment of royaty for use of
trademark and brand name of the foreign
collaborator. Royaty on brand name/trade mark
shall be pad as a percentage of net sales, viz,
gross saes less  agents/deders commission,
transport cost, including ocean freight, insurance,
duties, taxes and other charges, and cost of raw
materials, parts, components  imported  from
foreign licensor or its subsidiary/affiliated
company. Payment of royaty up to 8% on exports,
and 5% on domestic saes by wholly owned
subsidiaries (WOS) to offshore parent companies
is alowed under the automatic route without any
restriction on the duration of royalty payments.

2.2.2 Government Approval Requirements
regarding Foreign Technology
Agreements

For the following categories, Government approval
would be necessary:

(a) Proposals attracting compulsory licensing

(b) Items of manufacture of reserved for the
small scale sector
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(c) Proposals involving any previous joint
venture, or technology transfer/trademark
agreement in the same or adlied field in
India. The definition of “same” and
“alied” field would be as per 4 digit NIC
1987 code and 3 digit NIC 1987 code.

(d) Extension of foreign technology
collaboration agreements (including those
cases, which may have received automatic
approval in first instance)

(e) Proposals not meeting any or al of the
parameters for automatic approval.

The items of foreign technology collaboration,
which are €ligible for approval through the
automatic route, and by the Government are
technica know how fees, payment for design and
drawing, payment for engineering service and
royalty.

Payments for hiring foreign technicians,
deputation of Indian technicians abroad, and
testing of indigenous raw material, products,
indigenously  developed  technology in foreign
countries are governed by separate RBI procedures
and rules and ae not covered by the foreign
technology collaboration approval. Similarly,
payments for imports of plant and machinery and
rawv material are also not covered by the foreign
technology collaboration approval. For any of
these items, entrepreneurs may contact the RBI.
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2.3 Foreign Investment in 100% Export Oriented
Units (EOUSs)/Export Processing Zones
(EPZs)/Special  Economic  Zones (SEZs)

100% Export Oriented Units (EOUs) and units in
the  Export Processing Zones (EPZs)/Special
Economic Zones (SEZs), enjoy a package of
incentives and facilities, which include duty free
imports of al types of capita goods, raw
materials, and consumables in addition to tax
holidays against export.

100% FDI is permitted under automatic route for
setting up of industrial  park/industrial  model
town/special economic zone in the country. To
encourage investment in this sector, 100% income
tax exemption for 10 years within a block of 15
years is also granted for the industrial parks set up
during the period 1/4/1997 to 31/3/2006.

2.3.1 Automatic Approval for Investment in
100% Export Oriented Units
(EOUs)/Export Processing Zones

(EPZs)/Special Economic Zones (SEZS)

The Development Commissioners (DCs) of Export
Processing Zones  (EPZs)/Free  Trade  Zones
(FTZs)/Special Economic  Zones (SEZs) accord
automatic approval to projects where

(i) Activity  proposed does not @ attract
compulsory licensing or fals in the
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services  sector  except IT  enabled
services;

(i) Location is in conformity with the
prescribed  parameters;

(iti)  Units undertake to achieve exports and
value addition norms as prescribed in the
Export and Import Policy in force;

(iv)  Unit is amenable to bonding by customs
authorities; and

(V) Unit has projected the minimum export
turnover, as specified in the Handbook
of Procedures for Export and Import.

All proposals for FDI/NRI/OCB investments in
EOU/EPZ units qualify for approval through
automatic  route  subject to  sectordl norms.
Proposals not covered under the automaic route
would be considered and approved by FIPB.

Conversions of existing Domestic Tariff Area
(DTA) wunits into EOU is aso permitted under
automatic route, if the DTA unit satisfies the
parameters mentioned above and there is no
outstanding export obligation under any other
Export Oriented Scheme of the Government of
India.

FDI up to 100% is alowed through the automatic
route for all manufacturing activities in Specia
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Economic Zones (SEZs) except for the following
activities:

(i) Arms and ammunition, explosives and
dlied items of defence equipments
defence aircraft and warships;

(i) Atomic  substances;

(iii)  Narcotics and psychotropic  substances
and hazardous chemicals;

(iv) Digtillation and brewing of acoholic
drinks, and

(V) Cigarettes/cigars and manufactured
tobacco substitutes.

For servicess norms as notified, would be

applicable.
2.3.2 Government Approval for Investment in
100% Export Oriented Units
(EOUs)/Export Processing Zones

(EPZs)/Special Economic Zones (SEZS)

All proposals, which do not meet any or al of the
parameters  for  automatic  approval  will  be
considered and approved by the Board of Approval
of EOU/EPZ/SEZ set up in the Depatment of
Commerce.
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2.4 Foreign investment in Electronic Hardware
Technology Parks (EHTPs) and  Software
Technology Parks (STPs)

In order to provide impetus to the electronics
industry, to enhance its export potential and to
develop an efficient electronic component
industry, Electronic Hardware Technology Park
and Software Technology Park schemes offer a
package of incentives and facilities like duty free
imports on the lines of EOU scheme, deemed
exports benefits and tax holidays.

2.4.1 Automatic approval for foreign
Investment in Electronic Hardware
Technology Parks (EHTPs) and Software
Technology Parks (STPs)

The Directors of STPs in respect of STP proposals;
and the Designated Officers in respect of EHTP
proposals accord automatic approval if:

() Items  do not attract compulsory
licensing;

(i1) Location is in conformity with the
prescribed  parameters;

(iii)  Export obligation laiddown in the
respective EHTP scheme or STP scheme
is fulfilled;
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(iv) Unit is amenable to bonding by the
Customs, and al the manufacturing
operations are caried out in the same
premises and the proposal does not
envisage sending out of the bonded area
any raw material or intermediate
products for any other manufacturing or
processing  activity.

All  proposals for FDI/NRI/OCB investments in
EHTP/STP units are €ligible for approval through
Automatic Route subject to certain parameters.

2.4.2 Government approval  for foreign
Investment in Electronic Hardware
Technology Parks (EHTPs) and Software
Technology Parks (STPs)

All proposals which do not meet any or al of the
parameters for automatic approval need to be
considered and approved by the Government.
Government approva for FDI/NRI/OCB
investment under EHTP/STP is needed to be
obtained through the FIPB.

2.5 Approval  Procedures
The description of activities seeking al industrial

approvals including foreign direct investment are
required to be given as per the Nationa Industria
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Classification of All Economic Adctivities (NIC),
1987, published by the Centra Statistical
Organisation, Ministry of Statistics and
Programme |Implementation, New Delhi.

2.5.1 Procedure for Foreign Direct Investment

2.5.1.1 Procedure for approval under automatic
route

The proposals for approva under the automatic
route are to be made to the Reserve Bank of India
in the FC (RBI) form. In a magor drive to smplify
procedures for foreign direct investment under the
“automatic  route”, RBI has given permission to
Indian Companies to accept investment under this
route  without obtaining prior approva from
Reserve Bank of India However, investors will
have to file the required documents with the
concerned Regional Office of the RBI within 30
days after issue of shares to foreign investors. This
facility is avallable to NRI/OCB investment also.

2.5.1.2 Procedure for Government Approval

All  other proposas for foreign investment in
EOU/EPZ/STP/IEHTP units, which do not fulfil
any or al of the parameters prescribed for
automatic approval by Government. All such
proposas are considered for approva by the
Foreign Investment Promotion Board (FIPB). The
FIPB aso grants composite approvals involving
foreign technological collaborations and sdting up
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of Export Oriented Units involving foreign
investment/foreign  technical  collaboration.

Applications to FIPB for approva of foreign
investment should be submitted in Form FCIL.
Plain paper applications carrying al relevant
details are aso accepted. No fee is payable. The
following information should form part of the
proposals submitted to FIPB:

() Whether the applicant has had or has any
previous financial/technical
collaboration or trademark agreement in
India in the same or alied field for
which approval has been sought; and

(i) If so, details thereof and the justification
for proposing the new venture/technical
collaboration  (including trademarks).

The application can be submitted with the EAU of
the Secretariat for Industrial Assistance (SIA),
Department of Industrial Policy and Promotion,
Ministry of Commerce and Industry, Udyog
Bhavan, New Delhi. Applications can aso be
submitted with Indian Missions abroad who will
forward them to SIA for further processing.

Foreign investment proposals received in the SIA
ae placed before the Foreign Investment
Promotion Board within 15 days of its receipt. The
Board has the flexibility of purposeful negotiation
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with the investors and considers the project
proposals in totality in order to ensure optimum
foreign direct investment into the country. The
recommendations of FIPB in respect of project
proposals involving a total investment exceeding
Rs. 6 bhillion are considered and approved by the
Industry Minister. Projects with a total investment
exceeding Rs. 6 hillion are submitted to the
Cabinet Committee on Economic Affairs (CCEA)
for decision.

The decision of the Government in al cases is
conveyed by SIA normally within 30 days.

RBI has granted general permission under Foreign
Investment Management Act (FEMA) in respect of
proposals approved by the Government. Indian
companies gQetting foreign investment  approval
through FIPB route do not require any further
clearance from RBI for the purpose of receiving
inward remittance and issue of shares to the
foreign investors. Such companies are, however,
required to fie the required document with the
concerned Regional Office of the RBI within 30
days after issue of shares to the foreign investors.

Similarly, for inward remittance and issue of
shares to NRI/OCBup to 100% equity also prior
pemisson of RBI is not required. These
companies have to file the required document with
the concerned Regional Offices of RBI within 30
days after the issue of shares to NRIS/OCBs.
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2.5.2 Approval Procedure for Foreign
Technical  Collaboration

2.5.2.1 Procedure for Automatic Approval

Applications for automatic approval for such
foreign technology agreements should be
submitted in Form FT (RBI) with the concerned
Regional Offices of RBI. No fee is payable
Approvals are avallable within 2 weeks.

2.5.2.2 Procedure for Government Approval

All  other proposals for foreign  technology
agreement, not meeting any or al of the
parameters for automatic approval, and all cases of
extension of existing foreign technical
collaboration agreement, are  considered  for
approval, on merits, by the Government.
Application in respect of such proposals should be
submitted in Form FC-IL to the SIA. No fee is
payable. The following information should form
part of the proposals submitted to SIA:

() Whether the applicant has had or has any
previous financial/technical
collaboration or trademark agreement in
India in the same or alied field for
which approval has been sought; and
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(i1) If so, details thereof and the justification
for proposing the new venture/technical

collaboration  (including

trademarks).

On consideration of the proposal by the Project

Approval Board/FIPB, decisions

normally

conveyed within 4 to 6 weeks of

application.

2.5.3 Approval  Procedure for

Oriented Units and Unites Set Up

EPZ/FTZ/SEZ

2.5.3.1 Procedure for approval for EOUs

Applications in the prescribed
EOUs should be submitted to

the Development

Commissioners (DCs) of the Export
Zones (EPZs) concerned for automatic approvd
and to the SIA for Government
application should be submitted aong with a
crossed demand draft of Rs. 5000 drawn in favour
of “the Pay & Accounts Officer, Department of
Industrial Development, Ministry of Commerce &

Industry”.

Processing

approval. The

Applications in the prescribed form for
EOUs should be submitted to the DCs of the EPZs.

Whenever, the proposals meet

the criteria

automatic approval the DC of the EPZ would issue

letters within 2 weeks.
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Proposals not covered by the automatic route shall
be forwarded by the DC to the Board of approval
for consideration. On consideration of the proposa
by the board, the decison would normally by
conveyed in sIx weeks. Such proposas, by
foreign/NRI  should seek separate approval from
the FIPB.

2.5.3.2 Procedure for approval for units located
in EPZIFTZISEZ

Applications for setting up units in EPZS/SEZs
should be submitted to the concerned DC of the
EPZ/SEZ. The application should be submitted
aong with a crossed demand draft of Rs. 5000
drawn in favour of “the Pay & Accounts Officer,
Department of Industrial Development, Ministry of
Commerce & Industry”.

Proposals not covered by the automatic route shall
be forwarded by the DC to the Board of approva
for consideration. On consideration of the proposal
by the board, the decisson would normally by
conveyed in six weeks. Such proposals, by
foreign/NRI  should seek separate approval from
the FIPB.
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2.5.3.3 Procedure for approval
in EHTP/STP

Applications in the prescribed
EOUs should be submitted to

units located

concerned

Directors of STPs or Designated Officers
EHTPs for automatic approval and to the SIA for
Government approval. The application-should be
submitted along with a crossed demand draft of
Rs. 5000 drawn in favour of “the Pay & Accounts
Officer, Department of Industrial Development,
Ministry of Commerce & Industry”.

Applications in the prescribed

form should be

should be submitted to the concerned Directors of

STPs or Designated Officers

automatic  approval. Whenever, the proposals meet
the criteria for automatic approval,
letters are issued within 2 weeks.

proposas shal be forwarded

the approval

Ministerial Standing Committee in the Ministry of
Information Technology for consideration.

With regard to the proposals requiring government

approval should be submitted
Designated by the  Ministry

Information

Technology for the purpose. Such applications
shall be forwarded by the Officer designated to the
I nter Ministerid  Standing Committee

Ministry of |nformation

Technology

consideration. On consideration by the committee,
a decisson would be normally be conveyed within

6 weeks.
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Such  proposas by foreign/NRI/OCB  investors
shal be treated as above if qudified under
automatic approval. For proposals not covered
under automatic route, the applicant should seek
separate approval of the FIPB.

2.5.3.4 Procedure for availing Income Tax
benefit for the Industrial Park

For availling 100% tax exemption available under
section 80 IA of the Income Tax Act, 1961 for
setting up, operating, operating and maintenance
of Industrial Park, proposa has to be submitted in
IPS-1 form to SIA. The proposals, which meet the
given criteria, are approved under automatic route.
Otherwise, they ae considered under non
automatic route by an Empowered Committee.
Application for automatic approval has to be
submitted in duplicate and for nonautomatic
approval in six sets. The IPSI| form has to be
accompanied with a demand draft of Rs. 6000
drawn in favour of “the Pay & Accounts Officer,
Department of Industrial Development, Ministry of
Commerce & Industry”.
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2.6 Investment Promotion and Facilitation

2.6.1 Foreign  Investment  Promotion

(FIPB)

The Government has revamped

theGIPB and

transferred it to the Industry Ministry. The FIPB is
the nodal, single window agency for
relating to FDI as well as promoting
into the country. It is chaired by Secretary,
Industry  (Department of  Industrial
Promotion). Its objective is to promote FDI

India by,

(1) Undertaking investment

Investment

Policy and

promotion

activities in India and abroad,

(i) Facilitating investment in the country by

International companies,

non-resident

Indians and other foreign investors,

(iii)  Purposeful  negotiations/discussions

potential,

(iv) Ealy clearance of proposas submitted

to it, and

(v) Review of policy and putting

appropriate institutional
transparent rules and

guidelines for investment
approvals.

in place
arrangements,
procedures and
promotion and
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After revamping, the FIPB has played a proactive
role in promoting and attracting FDI into the
country and further facilitating expeditious
clearance to the proposals submitted to it. The
FIPB has also decided to monitor implementation
of mega projects tofurther facilitate investment
and remove Dbottlenecks and as pat of this
exercise, to get studies commissioned through
professional bodies and undertake other
promotional  measures.

2.6.2 Foreign I nvestment | mplementation
Authority  (FIIA)

Government has set up the Foreign Investment
Implementation  Authority (FIIA) in the Ministry
of Commerce and Industry. The FIIA  will
facilitate quick trandation of Foreign Direct
| nvestment approvals into implementations,
provide a pro-active one stop after care service to
foreign investors by helping them obtain necessary
approvals, sort out operational problems and meet
with  various Government Agencies to find
solutions to problems and maximising
opportunities through a partnership approach.

The FIIA shall take steps to:

(i) Understand and address concerns  of
investors;
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Understand and address concerns  of
approving  authorities;

Initiate multi agency consultations; and

Refer matters not resolved a the FIIA
level to high levels on quarterly basis,
including cases of projects dippage on
account of implementation bottlenecks.

The functions of FIIA are as under:

(1)

(i)

(iii)

(iv)

(vi)

Expediting various
approval s/permissions;

Fostering partnership between investors
and government agencies concerned;

Resolve difference in perceptions;
Enhance overall credibility;

Review policy framework and,

Liase with the Ministry of Externa
Affairs for keeping Indias diplomatic
missions abroad informed about

trandation of FDI approvals into actual
investment and implementation.

The modalities of functioning of FIIA shall be as

under:


http://www.clicktoconvert.com

This watermark does not appear in the registered version - http://www.clicktoconvert.com

(1)

(i)

Foreign Investment Policy and Procedure 79

The FIIA shall set up a Fast Track
Committee (FTC) to review and monitor
mega projects. It will nominate various

members of the FTC from
representatives of various
Ministries/agencies/State Governments

a the working level. The representative
of the AM concerned shall act as the
project coordinator and shall head the
FTC. The FTC shall prescribe the time
frame within which various
approvals/permissions are to be given on
a project-to-project basis. FTC shall aso
flag issues that need to be resolved by
FIIA. Based on the inputs provided by

FTC, the FIIA will give its
recommendations on each project on the
basis of which Administrative

Ministries/State n Government shall take
action under their own Jlaws and
regulations.

The FIIA will initiate inter-Ministerial
consultations and make appropriate
recommendations to the competent
authority, l.e. Ministry/Department
concerned at the Centra Government
level and the State Government, as the
case may be, on issues requiring public
policy intervention.
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The FIIA will act as a sgingle point
interface  between the investor and

Government agencies including
Administrative Ministries/State
Governments/Pollution Control
Board/DGFT/Regulatory Authorities/Tax

AuthoritiessCompany Law Board, etc.

The FIIA shall meet once every month to
review cases involving investment of Rs.
100 crore or more, consider the
references received from the FTC, and
monitor the functioning of various FTCs.
It would aso entertain any complaint
regarding implementation bottlenecks
from FDI approval holders regardless of
the quantum of investment.

The FIIA shall aso make
recommendations from time to time on
Issue relating of the Speedy
implementation of various FDI projects
and aso  provide transparency in
government functioning with respect to
FDI  projects.

The Secretariat for Industrial Assistance (SIA) in
the Department of Industrial Policy and Promotion
shall function as the Secretariat of FIIA.
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2.6.3 Foreign Investment Promotion Council
(FIPC)

Apart form making the policy framework investor-
friendly and transparent, promotional measures are
aso taken to attract Foreign Direct Investment
into the country. The Government has constituted
a Foreign Investment Promotion Council (FIPC) in
the Ministry of Commerce and Industry. This
comprises professionals from industry and
commerce. It has been set up to have a more
target-oriented approach toward Foreign Direct
Investment promotion. The basic function of the
Council is to identify gspecific sectors/projects
within the country that require Foreign Direct
Investment and target specific regions/countries of
the world for its mobilisation.

2.6.4 Secretariat for Industrial Assistance
(SIA)

SIA has been set up by the Government of India in
the Department of Industrial Policy and Promotion
in the Ministry of Commerce and Industry to
provide a single window for entrepreneurial
assistance, investor facilitation, recelving and

processing al applications which require
Government approval, conveying Government
decisions on applications filed, assisting

entrepreneurs and investors in setting up projects,
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(including liaison with other organisations and
State Governments) and monitoring
implementation of projects. It aso notifies all
Government Policy relating to investment and
technology, and collects and publishes all
Government Policy relating to investment and
technology, and collects and publishes monthly
production data for 209 select industry groups.

As an investor friendly agency, SIA provides
information and assistance to Indian and foreign
companies in setting up industry and making
investments. It guides prospective entrepreneurs
and disseminates information and data on a regular
basis through its two monthly newsdletters the “SIA
Newdletter” and the “SIA Statistics’ as aso
through its websitee It aso assists potentia
investors in finding joint venture partners and
provide complete information on relevant policies
and procedures, including those, which are
specific to sectors and the State Governments.

The Entrepreneurial Assistance Unit (EAU) of the
SIA  provides assistance to entrepreneurs  on
various subjects concerning investment decisions.
The unit receives al papers/applications related to
industrial  approvals and immediately issues a
computerised acknowledgement, which also has an
identity/reference number. All correspondence
with the SIA should quote this number. In case of
papers filed by post, the acknowledgement will be
sent by post. The Unit extends this facility to al
papersapplications relating to IEMSs, Industrial
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Licences, Foreign Investment, Foreign Technology
Agreements, 100% EOUs, EHTP, STP schemes,
etc.

The unit aso atends to enquiries from
entrepreneurs relating to a wide range of subjects
concerning investment decisions. It  furnishes
clarifications and arranges meetings with nodal
officers  in concerned Ministries/Organisations.
The wunit aso provides information regarding the
current status of applications filed for various
industrial  approvals.

2.6.5 Investment Promotion and Infrastructure
Development (IP & ID) Cdl

In order to give further impetus to facilitation and
monitoring of investment, as well as for better
coordination of infrastructural requirements for
industry, a new cel «caled the Investment
Promotion and Infrastructure Development  Cell
has been created. The functions of the Cell are:

1) Dissemination  of information  about
Investment climate in India;

2) | nvestment facilitation;
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Developing and distributing multimedia
presentation material and other
publications;

Organising Symposiums, Seminars, €tc.
on investment promotion;

Liaison with State Governments
regarding investment promotion;

Documentation of single window
systems followed by various States;

Match-making service for investment
promotion;

Coordination of progress of

infrastructure sectors approved for
investment/technology  transfer, power,
telecom, ports, roads, etc,;

Facilitating industrial model town
projects, industrial parks, etc.

Promotion of private Investment
including foreign investment in the
infrastructure sector,;

Compilation of sectoral policies,
strategies and guidelines of
infrastructure sectors, both in India and
abroad; and
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12) Facilitating preparation of a perspective
plan on infrastructure requirements for
industry.

2.6.6 Project Monitoring Wing

Project Monitoring Wing, created within the
IP&ID cell in June 1998, has now been
functioning under Foreign Investment
Implementation Authority Section with effect from
27/7/2001. The functions of Project Monitoring
Wing are as follows:

(1) Coordination with  Central and State
level Ministries/Departments  concerned
and related agencies for tracking and

monitoring approved projects, and
compilation and analyses such
information;

(i) Direct contact, wherever necessary, with
entrepreneurs and  updation of  the
information on projects, and provision of
necessary  assistance.

2.6.7 Nodal Officers

The  Depatment  of Industrial Policy and
Promotion has identified officers a the Deputy
Secretary/Director level as Noda officers for
facilitation of al matters relating to the industrial
projects pertaining to a State. For large projects
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involving sizeable amount of FDI, officers have
been identified in the Department of Industria
Policy and Promotion and other departments
concerned (eg. the Ministry to which the
investment proposal pertains) and the @ State
Government to act as contact officers so that these
projects can be implemented within the time
schedule. The officers of the Project Monitoring
Wing reman in touch with the contact officers.

2.6.8 Focus Windows

The  Depatment  of Industrial Policy and
Promotion has opened Country Focus Windows for
countries with sizeable investment interest in
India. At present, the Focus Window covers
countries such as USA, Germany, France,
Switzerland, Australia, Japan and Korea For each
focus window a senior officer in the Department
provides facilitation and assistance.

2.7 Entry routes in India
1. As a foreign company

Foreign Company is one, which has been
incorporated outside India and  conducts
business in India  Thesecompanies are
required to comply with the provisions of the
Companies Act, 1956.Foreign Company can
set up Liaison, Project and Branch Offices in
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Indiaa. Such companies have to register
themselves with  Registrar of Companies
(ROC) within 30 days of settingup a place of
business in India. The foreign companies can
deal in India in any of the following ways:

(1) By way of liaison offices:

One of the practices for foreign
companies to enter the Indian markets is
the setting up of a
Liaison/Representative office. A Liaison
office is not alowed to undertake any
business activity in India and cannot
therefore, earn any income in India The
role of such offices is, therefore, limited
to collecting information about possible
market opportunities and providing
information about the company and its
products to the prospective Indian
Customers.

The opening and operation of such
offices is regulated by the Foreign
Exchange Management Act-1999
(FEMA). Approval from the Reserve
Bank of India (RBI) is required for
opening such offices. There are certain
standard conditions imposed for
operations of such offices :
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a) Expenses of such offices are
to be met entirely through
inward remittances of foreign
exchange from the Head
Office abroad.

b) Such offices  should not
undertake any trading or
commercia activities and
their  activities should be
limited to collecting and
transmitting information
between the overseas Head
Office and potential Indian
customers.

c) Such offices  should not
charge any commission or
receive other incomefrom
Indian customers for
providing liaison services.

Liaison/representative  offices aso have
to file an annua activity certificate etc.
from a Chartered Accountant to RBI.

Permission to set up such offices is
initially granted for a period of 3 years
and this may be extended from time to
time.

(2) By way of project offices:
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Foreign Companies planning to execute
specific projects in India can set up
temporary project/site offices in India
For the purpose specific approval from
the RBI is required forsetting up a
project office. Such approval is generaly
accorded in respect of projects of
approved by appropriate authorities or
where the projects are financed by Indian
bank/Financia | nstitution or a
multilateral/ bilateral International
financial institution.

By way of branch offices:

Government has alowed foreign
companies engaged in  manufacturing
and trading activities abroad to set up
Branch Offices in India for the following
purposes:

a) To represent the  parent
company/ other foreign
companies in various matters
in India eg. acting as
buying/selling agents in
India.

b) To conduct research work in
the area in which the parent
company is engaged
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c) To undertake export and
import trading activities

d) To promote possible
technical and financial
collaborations  between the
Indian companies and
overseas companies,

e) Rendering professional or
consultancy  services

f) Rendering services In
Information  technology  and
development of software in
India.

g) Rendering  technical  support
to the products supplied by
the parent/ Group companies.

A Dbranch office is not alowed to carry
out manufacturing, processing activities
directly/indirectly. Branch Office will
have to submit activity certificate from a
Chartered Accountant on an annual basis
to Reserve Bank of India For annual
remittance of profit Branch Office may
submit required documents to authorised
Bank. Permission for setting up branch
offices is granted by the Reserve Bank of
Indla on a caseto-case basis. RBI
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normally, considers the operating history
of the applicant company worldwide and
its proposed activities in India for
granting the approval.

2. As an Indian company

A foreign company can commence operations
in India through incorporation of a company
under the provisons of the Indian companies
Act, 1956. Foreign equity in such Indian
companies can be up to 100% depending on
the business plan of the foreign investor,
prevailing Investment policies of the
Government and recei pt of requisite
approvals. For registration as an Indian
company and its incorporation, an application
has to be filed with Registrar of Companies
(ROC). Once a company has been duly
registered and incorporated as an Indian
company, it will be subject to same Indian
laws and regulations as applicable to other
domestic Indian companies.

3. By way of joint venture with Indian partner

Foreign Companies can set up the operations
in India by forgoing strategic alliances with
Indian partners. Setting up of operations
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through a joint venture may entail the
following advantages for a foreign investor

(a) Established distribution/ marketing set
up of the Indian partners.

(b) Awvailable financial resource of the
Indian partner.

(c) Established contacts of the Indian
partner, which help smoothen the process
of setting up of operations.

Foreign investments are approved through
two routes:

(a) Automatic route:

Indian companies can issue shares under
the automatic route up to 100% of ther
pad capital except for those engaged in
certain sector. In certain other sector, the
foredgn investment is limited to a
prescribed percentage ceiling. A
company €ligible to issue shares under
the Automatic Route can receive foreign
inward  remittance and issue shares
without obtaining any prior approva
subject to certain reporting reguirements.
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(b) Government  approval:

All other cases where the automatic
route is not applicable require prior
gpecific approval from the Foreign
Investment Promotion Board.

4. By wholly owned subsidiary (WOYS)

Foreign companies may set up a wholly
owned subsidiary, which is an Indian
Company with an independent legal status,
distinct from the parent foreign company.
Under the current foreign investment policy,
a wholly owned subsidiary can be established
either under the automatic route, if the
conditions  specified therein  are  complied
with or obtain an approva from the Foreign
Investment  Promotion  Board.  Applications
for establishment of wholly owned
subsidiaries other than those where automatic
route is available are approved by the Foreign
Investment Promotion Board on a case to case
basis, taking into account factors such as
credentials of the foreign parent, nature of the
industry, export commitments, whether
proprietary  technology is sought to be
protected or  sophisticated technology is
proposed to be brought in, etc.
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By 100% Export Oriented Unit or investment
in Export Processing Zones

In order to encourage exports, the
Government of India offers specia incentives
to investors to set up units to manufacture
goods for exports. Such units may be set up in
Export Processing Zones (EPZs) o may be
100 per cent Export Oriented Units (EOUS)
outside EPZs. 100 per cent foreign equity is
welcome in EOUs andEPZs.

The EPZs ae designed to provide an
internationally competitive duty free
environment  at low cost for  export
production. Each zone  provides basic
infrastructure  and  facilities like developed
land, standard design factory buildings, roads,
power, water supply and drainage and
customs clearance facilities. While EOUs
adopt the same regime as an EPZ, it offers a
wider option in  project location with
reference to sourcing of raw materials, port of
export, availability of technologica  skill,
existence of an industrial base and the need
for a larger area of land for the project.
Applications for the approva of EOU/ EPZ
units are to be addressed to the Development
Commissioners of Export Processing Zones in
the case of EPZs and to the SIA in the case of
EOUs.
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Additional incentives are offered to units
engaged in the fiedd of electronics and
software which can be set up under the
Electronic  Hardware Technology Park or
Software Technology Park programmes.

The incentives for EPZs and EOUs are as
follows:

. Exemption from customs duty on industrial
inputs.

. No import licences required.

. Supplies from the Domestic Tariff Area to

EOUSEPZ unitsregarded as  deemed
exports and hence exempt from payment of
excise duty.

. Exempted from payment of corporate
income tax for ten consecutive years.
Export earnings exempt from tax even after
the tax holiday is over.

Current budget provides for EPZs being
converted into free trade zones from July 1,
1999.
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6. Investment in  Special Economic  Zones
(SEZs)

Special Economic  Zone  (SEZ) iIs a
gpecifically delineated duty free enclave and
shall be deemed to be foreign territory for the
purposes of trade operations and duties and
tariffs.

Goods going into the SEZ area from DTA
shall be treated as deemed exports and goods
coming from the SEZ area into DTA shal be
treated as if the goods are being imported.

SEZ units may be set up for manufacture of
goods and rendering of services, production,

processing, assembling, trading, repair,
remaking, reconditioning, re-engineering

including making of gold/ dlver/platinum
jewellery and articles thereof or in connection
therewith.

SEZ wunits may export goods and services
including  agro-products, partly processed
jewellery, sub-assemblies and component. It
may aso export by-products, reects, and
waste scrap arising out of the production
process.

SEZ unit may import without payment of duty
al types of goods, including capital goods, as
defined in the Policy, whether new or second
hand, required by it for its activities or in
connection therewith, provided they are not
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prohibited items of imports in the ITC (HS).
The units shall also be permitted to import
goods required for the approved activity,
including capital goods, free of cost or on
loan from clients.

SEZ units may procure goods required by it
without payment of duty, from bonded
warehouses in the DTA set up under the
Policy.

SEZ may import, without payment of duty, all
types of goods for creating a centra facility
for use by software development units in
SEZ. The centrad facility for software
development can aso be accessed by units in
the DTA for export of software.

Gem & Jewdleay and Jewellery units may
aso source gold/ silver/ platinum through the
nominated agencies.

SEZ wunits may aso import/procure from DTA
specified goods without payment of duty and
subject to such conditions, as may be notified
by the Government, for setting up of units in
the Zone.

SEZ unit may, on the basis of a firm contract
between the parties, source the capita goods
from a domestic/foreign leasing company. In
such a case the SEZ unit and the domestic/
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foreign leasing company shal jointly file the
documents to enable import/procurement of
the capital goods without payment of duty.

SEZ unit shall be a postive net foreign
exchange earner. Net Foreign  exchange
Earning (NFE) shall be calculated
cumulatively for a period of five years from
the commencement of commercial production.

The performance of SEZ units shal be
monitored by a committee comprising of
Development Commissioner and  Customs.
The Committee shall be headed by the
Development Commissioner. It will aso see
that the  wastage/manufacturing loss  on
gold/silver/platinum jewellery and articles are
within the overall percentage prescribed. In
case of higher wastagel manufacturing loss,
the committee shall satisfy itself of the
reasonableness of the same.

All activities of SEZ units, unless otherwise
specified, shal be through self certification
procedure.

The wunit shall execute a lega undertaking
with the Devel opment Commissioner
concerned and in the event of falure to
achieve positive foreign exchange earning it
shall be liable to penalty in terms of the lega
undertaking or under any other law for the
time being in force.
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