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Tariff barriers, but for h
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IN LATE JANUARY this year, the gov-
ernment reduced the customs duties
on assorted parts of mobile phones
from 1 5% to 10%via anotification; it
didn’t wait for the interim Budget
that was to be presented shortly.
Many thought the move heralded a
policy decision to trim tariffs across
the board, reversing the sweeping
increases of these trade barriers for
roughly a decade. However, that was
not to be; the interim Budget did not
alter the import duties much.

Apple and Foxconn have been the
key beneficiaries of the tariffcuts on
cell phone companents. The Ameri-
can tech giant exported iPhones
worth $10billion from Indiain FY 24,
twice the level in the previous fiscal,
as it found it cheaper to assemble
partsin India. Reportedly, Apple ison
track toshift more than a quarter of
the production of its flagship prod-
et to India by 2026, up from about
15%0 niow.

While it isproof that low tariffs for
inputs and subsidies help boost
domestic manufacturing, the fact is
assembling accounts for just a little
over 5% of the cell phone value. Net
domesticvaluecreationis onlya small
fractionofthe surging phoneexports.

This begsthe question: Won'titbe
a maore prudent policyto encourage
upstream value creation by keeping
import tariffs on components high?
Needless to say, such a policy would
yicld results onlyifit iscomplemented
bya morecompetitive domestic econ-
omy, with overall cost advantages.

With another Union Budget
around the corner, the clamour for
reduction in India’s*high"import tar-
iffs,especiallythose onindustrial raw
materals and intermediates has,
become louder. What is being sought
isa reversalof the tariff increasesseen
since 2014, and the“escalation"of the
trend since 2017-18. As many as
4,300 of the 12,000 tariff lines,
definedbytheHS code, have seen tar-
iff cuts since 2004 (sée chart).

Niti Aayog in a report last week
said India needsto sipnificantly over-
haul the import tariffs, and use fiscal
incentives for being a majorplayer in
global value chains (GVCs) for elec-
tronics, and set a target of 5500 bil-
lion for the sector by 2030 from alit-
tle over § 100 billion at present.

Trade economists would say fising
tanft and non-tarff barriers are con-
trary to the policy of progressive
external trade liberalistion pursued
over the previous decades, particu-
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larly since the 1990s. The tariff cuts,
they say, werethelogicalextensionof
the dismantling of the quantitative
restrictions on imports, and trended
towards the ASEAN levels.

At the current juncture, with
China-Plus-One  strategy being
adopted by major economies, low tar-
iffs are seen to be a prerequisite for
fasterintegration of the Indian econ-
omy with the GVCs that are fast rear-
ranging themselves.

The right policy, however, would
be to have a calibrated approach to
tariffs, taking into consideration the
current kevel ofthedomesticindustry
in key sectors. Wholesale tariff
increases are cleary avoidable, indis-
criminate lowering of tariffs might
not helpeither.

“The refrain is that lower import
tariffs and FTAs help the country’s
integration with the global value
chains. But just bringing the tariffs

down without reducing costs tothe
businesses and improving the busi-
ness conditions might result in
an influx of imports, undermining
domestic manufacturing,” says trade
expert Ajay Srivasatava,

It may also be noted that Indiais
not the only country to have
resorted to tariff hikes in recent
years. Donald Trump's presidency in
the USsaw the world's largestecon-
omy undertaking biggest tariff

ow long?

increases since the Great Depres-
sion. That also led to considerable
retaliatory measures, including by
India. As presidential candidate,
Trump is now threatening to put in
place “universal bascline tariffs on
most foreign products”and tariffs of
60% or more an Chinese goods.

That said, there is 5till scope for
Indiatoreducetariffsin hundreds for
itemswithout causing any significant
revenue losstothe exchequerorprob-
lems for domestic units, given that
over 80% of the customs revenue is
generated fromjustabout 10%ofthe
tarifflines.

Ahead of the Budget FY 25, indus-
try executives are hopeful that the
finance ministry would reduce basic
customs duty (BCI) on several items,
and correct instances of “inverted
duty structure. According to sources,
the government is mulling the cor-
rectionof theinverted dutystructures
intextiles, appareis, leatheramong
other items.

This is because at present mant-
facturershaveto payimpaort dutieson
several raw materials and intermedi-
ate goods, which are higher than the
levies onfinished goods.

Typically, this scenario exists
because the government encour-
ages firms to source input items
locally rather tham externally, but
manufacturers are heavily relianton
imported inputs and thus have to
pay a high price.

The Apple example is a case
in point, Inverted duty structures
currently exist in automotive parts,
healtheare apparatus, telecommu-
nications,electronics,and toys. This
is where reductions are needed on
anurgent basis say experts.

“Lowering of duties on compo-
nents can incentivise further invest-
ments in manufacturing of the final
products concermed, This is in line
with the aimofthe PLIscheme," Gau-
tam Khattar, principal, Price Water-
house & Co,opines.

Yogesh Kale, executive director,
Nangia Andersen India also notes
that strengthening manufacturing
{by lowering BCD) leads to the devel-
opment of more efficient local
supply chains. Kale expects the gov-
ernment to reduce the rates in a few
sectors, such as electronics and tech-
nology, healthcare, renewableenergy.
andautomobiles.

Gaura Sen Gupta, chief econo-
mist, IDFC FIRST Bank says “The
share of custom duties in gross tax
revenues has beendecliningover the
years,which partly reflects reduction
induties.”



