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ight years after Prime
EMinister Narendra

Modi first urged multi-
national companies to“Make
in India”, Asia’s third-largest
economy is witnessing many
foreign firms give up on the
country.

Aslew of big namesinclud-
ing German retailer Metro
AG, Swiss building-materials
firm Holcim, US automak-
er Ford, UK banking major
Royal Bank of Scotland, US
bikemaker Harley-Davidson
and US banking behemoth
Citibank have chosen to pull
the plug ontheiroperationsin
India or downsize their pres-
enceinrecentyears.

This is aworrying trend at
a time when India is trying to
positionitselfasanalternative
toChina,inapost-Covid world
where many MNCs are look-
ing to diversify their supply
chain.

Atotalof2,783foreign com-
panies with registered offices
or subsidiaries in India closed
theiroperationsin the country
between 2014 and November
2021, Commerce and Indus-
try Minister Piyush Goyal told
Parliamentlatelast year. That
isnotasmall figure, given that
there are only 12,458 active
foreign subsidiaries operating
in the country. While the rea-
sons are company-specific in
some cases like restructuring
to curb losses, failure to crack
theprice-sensitive Indian mar-
ket or a pivot towards green
businesses, several have also

quitting India
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given up on India due to reg-
ulatory flip-flops, high tariff
barriers, redtape, perplexing
land policies,infrastructure is-
suesandotherstiedto theease
of doing business. Minister
Goyal’s office did not respond
toarequestseekingcomment.
While the ease of doing
business has definitely im-
proved in India, constant
regulatory changes have giv-
enrise to uncertainties. “The
regulatorychangeshavetaken
sometimetogetused to. From
incorporation to assessment,
the government aims to au-
tomate processes. However,
we have seen that the imple-
mentation of these processes
isnot up to the mark,” Neeraj
Agarwala, Partner, Nangia
Andersen LLP, tells DH.
Tomakethingsworse, there
are 26,134 imprisonment
clauses in India’s business
laws,accordingtoan Observer
Research Foundation report
that highlights therisks faced
by entrepreneurs and corpo-
rations in doing business in
India.
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“India suffers from ‘regulatory choles
terol’ that is getting in |ht. wiy of doing
brssi The legislatic les and ¢ reg
ularions enacted by the wmon and state
governments have over ime created bar-
riers to the smooth Aow of ideas, organ
Esation, money, entrepreneurship,” says
Gautam Chikermane, Vice President at
the Observer Research Foundation, and
Hishi Agrawal, co-founder and CEO ar
Avantis RegTech,

P Madi's dream of malding India an
electronicsmanufacturing hubcould face
f the country does not

5e s
This might alsn explain why some of
the world’s biggest chipmakers have not
warmed upto India despire its government
rolling out 3 red carpet for them by approy-
inga 810hillion incentive plan last year,

Al the top guns in the semiconductor
majors are Indian, why was there a need
for them to Jeave the country 30 years
thatwas because there was a lack of
Aructure, right?Soil these biggies see
a potential in the next 20 vears, enly then
will they invest.” says .-\rnkmraJJusuduss.
Senior General Manager, Research & Dhe-
welopment, ML

Apart from incentives, there is a need
roestablish the country as e thrving mar
ket “Omly those companiesthat have
well-established technology or
don't want to develop much but
want to transfer second-grade
rechnology to India will invest.
So, once we get that and fulfil the
domesticdemand, investments will
flowin, asand when the giants of the
mame see potential business in India,”

p-

Companies across the globe find India
hard to ignore due 1o its vast population
and huge market potential, bot doing
business here hasnot been easy for many.

“India s probably the highest tariff na-
tion in the world,” former US President
Donald Trump saidin New Delhi twoyears
a0, while lamenting thehigh import Lariff
that Harley-Travidson had to pay in India,

Regulatory Mip-fops have also driven
L'Ulllp‘\mrsrmlut India

“]ud.nhu u;,;.,j:.-luaabeemmnabulm o
simnplify work
eauses confision amlprmt:‘ tobe tedious
forimvestors. However, simplification beads
IlrL:rpllJI[nLl(mundl:l\l.t:lllf.lj,t Indianeeds
ahealthy balance," Agarwalasays.
ruary this vear, the government
paid British firm n Energy Fle Bs
7000 erore to refund taxes it had eollect-
cdm cnrnrc{. arctrosp tﬂw.‘t'l\ demand.

sl

Sanafi and brewer SARMller.

“Retrospective taxation [
Vodafone's case) prohibits entry,
School of Business Professor Shekhar
Tomar tells DH,

Tndia could eertainly domore 7o amract
maore MNCs.

“It 15 not a oneday process. Decrease
regulation, don’t change rules o often,
avoid rerospective taxation. For instance,
seability in tariff seructure is veryimportant
oo MNCs to integrate Indirin global
value chairs, Similarly, many laws vary by
state and theyneed to playa proactive robe
tra.utmct\vi’\le.‘hnfwmrT‘umur-ea_v:-.

, India has a long way to go on

front.

Lastmonth, Tesla said ithad putitsplans
msell electricvehiclesin India on hold, af.
ter failing to convinee the government to
cut the prohibitive impore taxes, The US
autnmaker wanted to test the waters in
India by selling its EVs made abroad and
sought a lower tariff, But the government
wanted it to make its vehicles in India first
before granting it what it wanted.

India levies 100% tax on imported cars
withaprice tag over Rs 30Makh, while cars
cheaper than thatare txed at60%,

“Cutring duties on EVs even to 25%
from the current levels which areas high
2 100% wouldn't posea threatto domestic
players, butwouldhelp o drive investment
and speed up the creation of the eensys-
tem,” Gurpratap Boparai, the MDof Sko-
da Auto Volkswagen India told Bloomberg
last year, when it backed Tesla’s push fora
rax cuton EVimports,

Mot all agree. “Tdon't belleve there dsa
need to give special incentives w any one
single compar s Mano] Garg, Ty
ment Director, WhiteOrak Capiral Man.
agement. “Some of the large global com-
panies haveentered China notbecausethe
bocal government has given them special
meentvesor privileges but beeause they
saw potential for demand.”

‘Whenasked if he would consider setting
upa factoryinIndia, Tesla CEOElon Musk
eweeted last month that the automalker
would not set up a manufacturing plane,
“inany location where we arenot allowed
first v sell and service cars.”

Musk will instead look for nntf‘ntlal

of nw\n:'l a critical nfl:l'dlr'm in making

EV hatteries.

Musk s northe onty ene looking beyond
India.

A Parlizmentary Standing Committes
report of 2021 deed “Anr
ment in past-Covid Econoar
and Dipportunities for India”
that foreign compardes that shified their
manufacturing bases outof China during
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The web of
business laws and
compliances
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Imprisonment clauses are included in half of India's business laws
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unorganised manufacturing sector, the
reportsaid.

“The policy changes and the incentie
schemes brought in by the government to
overcome these challenges are welcome
measures and are in the right directon,
Haowever, success depends on the inple-
mentation of the reforms,” the committee

as Vi
etnam, Taiwan and Thailand, and onb a
few eame to India.

There are key challenges in antracting
investment, including “administrative
and regulatory hurdlt.f._ inadequate ¢ and
costly credit, TiSIGON pro-

Missteps

Laws with criminal compliances
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Price, product and posiniening are very
important for sustamable growth in the
I & Agarwala
There is definitely a lack of planning
or understanding of the [ndian markess
amang MNCs that have Faiked. The com-
petition isalsovery hil,hnndrmm[cmil,n
> T meet customer

the Indian market is also very difficult, es-
Dvm-\liy« mnclmmpnnlmqmn1mbuaprnﬂ

Tobesure, many MNCs esps
ers, hadtaleave Indin becase of their own
inahility o erack the world’s fourth-largest

cedures and inadequate infrastructural
facilities, high kogistics costs and a large

rker, resulting in poor sales.
“We have to remember that the Indian
market, in general, is very price sensitive.

(17 4 thatis, making cheaper
substitutes,” he adds.

Many in the industry agree that the aw-
rmiaker exits were more due to failure 1o
adapt 1o the market than any regulatory
issue, highlighring the diveraing fortunes

SOURCE: FEDERATION OF AUTCROBILE DEALERS ASSOCIATIONS, JARED FOR DOING BUSINESS BY ORF, WORLD BAMK ANNUAL RATINGS

of foreign automalers such as Ford and
Hyundat in India.

““You look at Hyundai, which is ancan
mtl_manum] company, Llllli:LJ

These clauses criminalise process violation and some punish minor lapses rather than wilful actions to defraud or evade, They impair the ease of doing business.
Average number of jailing clauses per law

B

Industry spectfic I 20.4
Firance and taxation I 15.4
Enviranment & safety I 15.1

Geners N 12.8

Commerciz I 127

Secretariz I 12.4

DHILLUSTRATION BY DEEPAK HARICHANDAN
GRAPHICEY SACAAM S

focateforpreferen-
tial creament of MNCs. he says two areas
the country could work on to attract more

e it
| therand offering themsin-

e

and dc\n.lupmg e '.l;(r:m around the

Some MNCs also left Indin beeause of a
«change in their own prioritics.

For instance, Holcim decided o sellits
Indian operations to hillionaire Gautam
Adani to move away from traditional ce-
ment and cater better 1o the growing de-
mand for energy-efficient buildings, while
Cmbﬂnl Teft Induasurdecnmdw exit re-

h h

ale-window clearance.

“Doywe haveitcurrently? No. Would ithe
othelp? Yes, itwould be very pro-business.
Butat the same time, a smart husinessman
doesn'twait for chat, he goestoa law firm,”
says Sridharan.

Have your say
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Sridharan, avisiting fellowat ORF.
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