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Does India Really Need a 
“Bad Bank”?

The Indian Banking Association (IBA) had filed an ap-

plication with the Ministry of Corporate Affairs 

(MCA) to set up both an Asset Reconstruction Compa-

ny and its debt management unit a few weeks ago. The 

ARC or a “bad bank” is already taking shape and has 

been incorporated as of 7TH July 2021.

The National Asset Reconstruction Co. Ltd (NARCL) 

is set up in Mumbai with a paid-up capital of 74.6cr. IT 

is said to be headed by Padmakumar Madhavan Nair, a 

stressed assets expert from State Bank of India (SBI), 

as the managing director.

But what are these terms hinting at? And why exactly 

do we need a bad bank? Is a bad bank supposed to be 

good for an economy? Let us break all of it down for 

you:

What is a bad bank and how does it work?
A bad bank or an Asset Reconstruction Company 

(ARC) comes into play when the banks in a country are 

trying to recuperate or need a cleanup. Let’s say Bank 

1 and Bank 2 are two major banks/financial institutions 

in India and they are fearing huge amounts of NPAs or 

bad loans that will not be paid back due to various rea-

sons. That’s when the third party (Bank 3) which is an 

ARC or a bad bank comes into picture. The sole pur-

pose of such banks or ARCs is to buy these NPAs from 

Bank 1  and Bank 2 at a lower price than the market 

value, so that they can write it off of their books and 

clear the slate. 

But what do they do after buying these bad loans? How 

do they recover this debt? How do they restructure 

these assets and what is their ultimate goal?

Well As per the Securitisation and Reconstruction of 

Financial Assets and Enforcement of Security Interest 

Act, 2002,  an ARC can restructure or reschedule the 

loan, enter into settlements, sell or lease the borrower's 

business, take over or change the management, and 

engage in security interest enforcement (sell, take pos-

session or lease the owned asset). The management 

that is appointed in these banks is especially trained 

and taught to suit the palette of debt recovery. The  poli-

cies or judicial architecture itself might pose a threat to 

the implementation, rest assured, it should work 

smoothly; according to the books at least.

Why do we need a bad bank?
This, some experts believe will clear off the books so as 

to protect the banks/FIs (Like in the above example 

banks 1 and 2) to not become insolvent. This also gives 

the bank an opportunity to gain back their reputation 

and goodwill and focus on their main objectives that 

are lending and borrowing. This will make the bad 

banks (bank 3 in the example above) responsible for 

the recoveries, if any of the NPAs that it had bought 

and either make profits or losses from the same. 

It’s pretty obvious that we don’t want to hold accounts 

in a bank that has huge NPAs. If we do, the fear of 

losing our money or not being able to cash it, will lead 

to a financial panic.
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To avoid this domino effect which could go global like 

in the 2008 financial crisis, due to the subprime mort-

gage bubble burst; bad banks help an institution wipe 

the slate clean and write off the NPAs for a seemingly 

less price as compared to its market value. But for what 

it’s worth the possibilities of recovery on any of those 

NPAs are slim and hence banks accept the price and 

focus on the bigger picture. 

India and its need of the hour:
India has one of the worst bad loan ratios among the 

top 10 economies, thus increasing the banking stress.

The existing stock of bad loans is a big worry for 

banks. At the end of September 2020 year, the total 

gross NPAs of the banking system was 7.5% of the 

overall industry loan book. This is expected to shoot up 

to 13.5% by September 2021, according to the Reserve 

Bank of India’s (RBI) projection. That apparently is 

just the best case scenario. In the worst-case, the bad 

loans are likely to rise up to 15% of the total loans. In 

fiscal year 2020, the gross NPA was historically valued 

over 2.1 Trillion INR which almost grew by 124% of 

2017 gross NPA and has taken the profitability and sol-

vency of banks at a risky stake.

This will be a big shock to banks as they will require 

significantly higher capital to cover the impact of bad 

loans. Moving the existing stock to a separate entity at 

the earliest could be an escape route.

Gross non-performing assets of private banks 
across India between FY 2017 and FY 2020
(in trillion Indian rupees)

COVID-19 has given an extra blow to the bank balance 

sheets. The pandemic has impacted the overall eco-

nomic activity significantly, inflicting pain on the bal-

ance sheets. The fear of rise in the number of NPAs and 

for the overall well-being of the economy some reliefs 

were offered to the borrowers. The six-month loan 

moratorium gave temporary relief to companies. But, 

after the moratorium period, some of these accounts 

have been restructured by banks. Going by the num-

bers indicated by banks so far, the weaker banks have 

been impacted more. To give an example, Yes Bank, 

which has one-third of its loans under the stressed cate-

gory, has restructured around 5 percent of the loan 

book. Analysts expect overall restructuring in the in-

dustry (on account of COVID-19) to be around 3 per-

cent of the loan book. But this is exactly why bad banks 

are the need of the hour as of now. 
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How are bad banks financed?
An important question comes to mind when we think 

about transferring these stressed assets from banks/FIs 

to these bad banks; where does a bad bank get its 

money from?

 

A key announcement in the 2021-22 Union Budget, by 

the finance minister Nirmala Sitharaman, was the for-

mation of a ‘bad bank’, to better manage the problem 

of NPAs in the financial services ecosystem. The gov-

ernment most likely set aside an amount (according to 

an estimate- of 20,000cr) for the purpose of restructur-

ing and maintaining the financial health of the banking 

system. While Canara Bank has announced it would be 

the sponsor of the NARCL and hold a 12% equity, 

other large public sector banks are expected to pick up 

less than 10% each in the ARC. NARCL is expected to 

acquire stressed assets at net book value by offering 

15% of it in upfront cash, and the rest (85%) in the 

form of security receipts (SRs). The upfront cash that 

banks receive would result in a write-back of provision 

for the lenders as the accounts that banks have chosen 

to transfer to NARCL are completely provided. Ac-

cording to sources, the government is expected to give 

a guarantee on SRs to make the bad loan resolution 

process more viable and attractive.

As of now the NARCL would have to pay about 

12,000cr to banks if it buys the 22 shortlisted assets(N-

PAs) at even half their value! Here are the Top NPAs 

that will be transferred to the NARCL:

VOVL(former Videocon OIL ventures)- 22,532cr ; 

Amtek Auto- 9014 cr;  Reliance Naval- 8934cr ; 

Jaypee Infratech- 7950 cr; Castex tech: 6337cr

Lessons from previous implementations
In the aftermath of the Asian financial crisis, China set 

up bad banks for each of its 4 biggest commercial 

banks. Eventually China lost track of its goal. It went 

on to approve one bad bank each for every province. 

But the most that they are struggling with is one of its 

biggest bad banks, the China Huarong Asset Manage-

ment Co. Ltd. (Huarong). As corrupt management took 

over Huarong for many years, its stocks sky rocketed. 

It was the talk of the town and started to do more than 

just what bad banks do. It became more of an invest-

ment bank and continued to make huge profits and ex-

panded further. Until one day, the whole veil was lifted 

and the Chairman was sentenced to death for soliciting 

bribes, corruption related crimes. This shows that in 

opaque market structures, the bad bank model could 

create perverse incentives to hide bad loans instead of 

resolving them. 

The first and the biggest lesson from the collapse of the 

Huarong should be to make the NARCL’s tenure a 

finite one. The second should be to have proper and 

clear goals and deadlines for each reconstruction or re-

covery. Third, much like China, Indian banks remain 

exposed to these bad loans even after they are trans-

ferred to ARCs. The RBI Bulletin (2021) notes that 

sources of funds of ARCs have largely been bank-cen-

tric. The same banks also continue to hold close to 70 

per cent of the total security receipts (SRs). To address 

this problem, RBI has tightened bank provisioning 

while liberalising foreign portfolio investment norms. 

RBI’s initiative has helped reduce bank holding in SRs 

from 80.5 per cent in March 2018 to 66.7 per cent in 

March 2020. Policymakers must ensure that the cre-

ation of the NARCL does not reverse this trend.

Luckily, all the bad banks did not end in a debacle. 
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Sweden had established Securum in 1993 with an esti-

mated lifespan of 10-15 years. In 1995, Securum’s 

board proposed that the company be wound up by 

mid-1997. The parliament finally dissolved Securum 

in 1997. At the time of its closure, Securum had dis-

posed of 98 per cent of its stressed assets. During the 

Asian Crisis, Malaysian government backed bad bank, 

known as Danaharta, is one of the most effective exam-

ples of bad banks, with 58.7% of asset recovery, The 

recovered amount was returned to the real FIs, which 

made wider consolidation and accountability. It also 

supported the reforms, which accelerated the country's 

recovery from the crisis.  

But can we rely on bad banks only?
Bad Bank may help other institutions to work faster 

and without hassle, but according to critics, it may not 

help in Credit Growth, as the lending by PSBs is not 

limited by the lack of capital. It is the lack of risk bear-

ing capacity to lend to poor rated borrowers. According 

to 2020’s report from RBI, the aggregate credit by 

banks to commercial borrowers is extending at 5.6%, 

and the investment in government securities is growing 

at 18.2%. Bad Banks in the environment might create 

an illusion that the majority of banks in the country are 

into lending speciality because of the support provided 

by bad banks for the recoveries and as the recovery of 

dues is a specialised and unbearable task, it opposes the 

fundamentals of lending business. Banks may enter 

into a lending frenzy. And if banks lend so much, that 

their equity slice is closer to zero, even a little decrease 

in the asset could render it to its bailout.

Conclusion
A lot of businesses are still facing cash problems due to 

the trouncing situation in the second wave of 

COVID 19. But there is no such thing as a ‘free lunch 

in the economy’ so someone will have to pay for the 

losses, and the only way banks can manage to do so, is 

to see how much can be salvaged on a higher growth 

trajectory for the economy. If the economy really 

booms, then this issue of NPA will become much 

smaller if you roll the can down the road and restruc-

ture it for a long time. But, if the economy fails to enter 

into that trajectory, then the prices have to be paid on 

higher write offs and more capitalization of the banks, 

which in turn will drown the already half sunk ship. 

Another important aspect would be to make sure that 

the bad bank's transparency is as neat as possible. It is 

not a new discovery that remaining apolitical and 

squeaky clean is at one extreme-end of the reality and 

the other would be heavy bureaucratism and 

red-tapism. So, whether the NARCL will find the right 

balance between the two and be lauded for its role; or 

not, is something to look forward to!

                                   -Hrishita Lingam, Atharva Tidke
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The Global Tax Reform
How does tax evasion or avoidance work?
Tax Havens have become a distinct and important ele-
ment of the global financial system. The term is used to 
refer to countries where tax policies are lenient to the 
extent that they levy lower tax rates on corporate 
income than most nations on the planet. They are usu-
ally small countries with small GDPs like the Cayman 
Islands or the Bahamas which both charge 0% tax on 
corporate and personal income. Therefore it is not dif-
ficult to understand the motivation behind a tech giant 
situated in the US for example - where the tax rate is 
currently set at 21% (this was close to 35% before the 
Trump Administration cuts) - to utilize some of these 
havens to retain majority of their income.
However, most ways by which these MNCs evade 
taxes are quite legal. There are three main ways in 
which systematic tax avoidance takes place and all of 
it is based on shifting profits: a) Debt Shifting, b) Reg-
istering intangible assets like copyrights or trademarks 
in tax havens c) and A process known as ‘strategic 
transfer pricing’. 

Let’s assume Company A is based in the US and Com-
pany B in the Bahamas, the latter of which is a tax 
haven. B is a holding company and holds the entirety 
of A. In a debt shifting agreement, B enters into a debt 
arrangement with A. Comp B now charges Comp A in-
terest payments on the loan taken. Comp A shows 
these payments as tax deductions and hence reduces its 
tax payments in the US. Comp B on the other hand 
with an income equal to the amount of interest receipts 
from A, doesn’t have to pay anything to the govern-
ment in the Bahamas. Intangible asset arra-
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The Covid-19 pandemic has been a revelation of sorts 
in numerous areas. One of the most important issues 
that it has renewed focus on is that of tax abuse and 
evasion by the giant multi-national corporations and 
wealthy individuals. While the world suffered with a 
devastating failure of the acutely funded global health-
care system induced by the pandemic - where more 
than 3 million lost their lives, millions more  were dis-
rupted and entire sections of populations fell prey to 
poverty and unemployment - what was difficult to 
ignore was the rise in the profits of some of the most 
consequential corporations in the world. This in turn 
has and is expected to further worsen the already sig-
nificant gap when it comes to income distribution. To 
put it in numbers, according to the figures from the Tax 
Justice Network, the amount of taxes that are evaded 
by these corporations yearly can account for the sala-
ries of 34 million healthcare workers. 
Hence, these blaring lapses in corporate tax policy at a 
time of crisis - when governments are scrambling to 
find the money to commit to fiscal stimulus and revive 
their economies as well as their health infrastructures - 
has brought this subject to the forefront of international 
discussions such that in a step known to be one of the 
most significant in the area of global tax policy in the 
recent century, leaders from 130 nations representing 
close to 90% of the global GDP are unanimously 
working on the establishment of a global minimum 
corporation tax to help prevent capital flight and tax 
abuse.



ngements work much the same way, the only differ-
ence being that the interest payments are substituted 
with royalty payments from A to B where B own assets 
like Copyrights and Trademarks of A. 
In strategic transfer pricing, Comp A sells its goods to 
Comp B at margins much lower to what it would 
charge to external buyers. Let’s say production cost for 
A is $70 and it sells its goods to B for $71. Hence a $1 
profit incurs insignificant tax payments for A in the US 
while B can then further sell those goods to other com-
panies and buyers at much higher margins and pay no 
corporation tax at all in the Bahamas.
A more direct way to shift corporate profits to a tax 
heaven would be to shift the company’s head- quarters 
as current corporate tax policy requires taxes to be paid 
in the country where the value is generated which can 
be legally considered to be the location where a compa-
ny situates its HQ.
According to an unprecedented report by the OECD 
released in July 2020, countries lose close to $427 Bil-
lion annually to tax havens every year due to such sys-
tematic corporate tax abuse and private tax evasion. 
Hence the need for reform especially with the global 
pandemic was the need of the hour. 

The proposed global tax reform 

Growing support 

The momentum towards a global tax policy and a 
worldwide minimum corporate tax was already on the 
rise before the pandemic came into the picture. In addi-
tion to the release of new data on amounts lost by coun-
tries as a result of such tax abuse by tax justice activists 
and economic researchers, there also had been a grow-
ing public awareness in this regard. However, the 
free-market policies adopted by the US government 
led by the Trump Administration and their 
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resistance to any deal for a global reform when it came 
to tax policy, undermined the momentum for several 
years. However, with the disruptive effects of the 
health crisis on federal budgets and a new administra-
tion led by Joe Biden whose primary objective is to im-
prove tax justice, it was only a matter of time that such 
a proposal would be introduced at the world stage. 
In-fact, the crisis has even further strengthened public 
rhetoric calling for MNCs to pay their fair share. A 
survey conducted in the US, France, Germany , Italy, 
Poland, the Netherlands and the UK, published in Sep-
tember 2020 by a think tank called More in Common, 
shows that close to 87% to 95 % of people surveyed in 
those countries support cracking down on big corpora-
tions to pay their fair share by their governments. This 
too has added to the momentum. 
“There’s been like a 20-year movement for global tax 
justice and now it has accomplished things that no one 
even thought possible even 10 years ago,” says Sara 
Burke, a senior policy analyst at the Berlin-based 
Friedrich Ebert Foundation (FES). 

The agreement and it’s implementation 

This growing momentum finally concluded during the 
G20 summit in 2021 where 139 countries participated 
to ratify an agreement that is to bring a significant 
reform in the global tax legislation. This undertaking is 
organized by the Organisation for Economic Co-oper-
ation and Development (OECD) which released the 
details of the agreement in the first week of July 2021. 

The proposal follows a structure that has been under 
discussion since 2019. There are two ‘pillars’ to this 
reform. These are some of the dominant elements of 
the policy :        



F) The second rule is an ‘under-taxed payments rule’ 
that allows a country to deny the deduction for or place 
a withholding tax on cross border payments. If a com-
pany in one jurisdiction is making payments to its 
parent entity which is at a low tax jurisdiction, this rule 
may apply. These two rules together effectively estab-
lish a global minimum tax rate of 15% on foreign earn-
ings of a company and also foreign companies invest-
ing domestically and will be taxed in their respective 
jurisdictions. 

G) There are some organisations that are excluded 
from the Pillar 2 policies and involve government enti-
ties, international organisations, non-profit organisa-
tions, pensions funds and MNEs possibly in their initial 
phase of international activity. 

H) This reform will not only force corporations to pay 
their fair share and in appropriate jurisdictions, it will 
also arrest a systematic fall in global tax rates with a 
view to attracting higher investments that has taken 
place for decades and is popularly referred to as the 
‘race to the bottom’.

As of when this article is written, 132 out of the 139 
participating nations have already approved the reform 
including tax havens like Cayman Islands and Gibral-
ter. However, notable member nations of the EU like 
Ireland and Hungary continue to remain opposed to the 
deal as both these countries offer very low tax rates of 
12.5% and 9% respectively, which is below the pro-
posed minimum rate. Estonia is also such a member 
that remains opposed for the time being.  
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A) The first pillar largely focuses on where large com-
panies are taxed. As mentioned before, current tax 
policy allows a company to pay its taxes only where its 
HQ is situated. The reform aims to change that. 

B) Pillar 1 contains ‘Amount A’ which would apply to 
corporations that have annual revenues exceeding 
$23.8 billion and earn a profit margin above 10%. For 
these companies, 20% to 30% of the profits above the 
10% margin can be taxed in the jurisdictions where the 
sales or revenue were generated and not the organisa-
tion’s HQ. After a period of review, the revenue thresh-
old may fall to $11.8 billion.

C) Hence, the US for example, might acquire less in 
tax revenue from its tech companies like Google and 
Apple as these companies will have to pay a greater 
percentage of it’s taxes in the European nations in 
tandem with its region wise revenue distribution while 
at the same time acquire a higher tax revenue from for-
eign companies operating on its soil like Volkswagen 
or Samsung. 

D) Pillar 2 sets a minimum global corporate tax rate 
on companies with revenues that meet the threshold of 
$884million. It has predominantly 2 rules. 

E) The first rule is the ‘income inclusion rule’ that 
will determine when the foreign earnings of a company 
will be classified as a taxable income of the parent 
entity. The effective tax rate should be ‘atleast 15%’. 
This rule will increase the tax cost of cross-border in-
vestment and affect strategic business decisions when 
it comes to deciding where to hire and invest around 
the world. 



Impact of the pillars 
The impact on the tax revenue as a result of imple-
menting the two pillars can be assessed by taking a 
look at the below graph. 
The impact is classified according to high income, 
middle income and low income nations across the X 
axis and percentage increase in corporation tax reve-
nue collection is shown across the Y axis. The ‘Bars’ 
are further classified on the basis of impacts from each 
Pillar and their corresponding provisions. 
As can be seen, the greatest benefit of the Pillar 1 will 
be experienced by low income nations, while high 
income nations will acquire a significant proportion of 
their increase in tax collection due to the levy of the 
minimum tax rate. Both middle income and low 
income nations will witness the greatest increase in tax 
collection as a result of reduced profit shifting to tax 
havens. 
As a whole low income nations will see their overall 
tax revenue collection increase by 3.8%, middle 
income nations by 3% and high income nations by 
4.2%. 
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What does it mean for India ? 
The effect of the implementation of this policy on India 
is largely expected to be positive. Like many other 
countries across the world, India’s fiscal budget wit-
nessed immense strain following the global pandemic. 
The government had initially pegged the fiscal deficit 
estimate on February of 2020 at 3.5% of the GDP. 
However, the actual deficit ultimately was aligned to 
about 9.3% of GDP for the Fiscal year 2020-21 albeit 
lower than the revised estimate of 9.5%. Experts be-
lieve that India is set to miss its fiscal deficit target for 
the 5th straight year in 2021-22 due to the rise in pan-
demic induced government expenditures as a result of 
the second wave. While the government estimates the 
deficit at about 6.8% of GDP, most experts put that 
figure at above 7%.
 
The introduction of the new international tax policy 
can be beneficial to India especially when it comes to 
closing the widening fiscal deficit gap. In-fact, Pillar 1 
of the proposed policy is set to improve its tax revenue 
collection especially from the foreign corporations op-
erating on its soil. This is because the new policy 
would mean foreign entities would have to commit to 
paying a higher share of their taxes to the Indian gov-
ernment on account of the revenue that is generated 
from within the country and it’s consumers. 
This is especially true for companies like Facebook or 
Google or Amazon who have seen their revenue share 
from the Indian subcontinent increase manifolds over 
the years which in-fact is expected to grow even further 
and for the first time, the Indian government would be 
in a position to directly benefit from their growing 
presence and expansive operations in the country. 
The Pillar 2 – which sets a minimum corporate tax rate 
of 15% - is also not set to negatively affect India, Fig. 1, Source: Tax Foundation

Combined revenue estimates of pillar 1 and 
pillar 2
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in terms of its FDI or increased tax liability of foreign 
investors to a greater degree since India’s current tax 
rates are all higher than the minimum rate even after 
the slash in rates undertaken by the BJP government in 
2019 which has legislated a tax rate of 15% for domes-
tic manufacturing businesses and 22% for other busi-
nesses excluding surcharges. 
Hence India stands to actually benefit from such a 
policy. In-fact, the new tax policy actually aligns with 
the government’s efforts to introduce the concept of 
‘significant economic presence (SEP)’ in its tax laws 
that is aimed at allowing the levy of tax on the value 
generated by Indian consumers for the foreign digital 
tech companies as mentioned earlier. 
The Tax Justice Network estimates that India will in-
crease its tax collection by at least $4 Billion (6% of 
GDP) as a result of the implementation of the new 
policy. Therefore it is of no surprise that India has de-
cided to join this global consensus on international tax 
reform. 
The official statements from the government read, 
“The principles underlying the solution vindicate In-
dia’s stand” and India favors a consensus solution that 
is “simple to implement and simple to comply with”. 

Conclusion
The agreement of the conceptual parameters of this 
policy by the majority of the participating nations is a 
significant step forward towards revamping the inter-
national tax system to deal with a more globalized and 
digitized global economy and business operations and 
hence to set multilateral limits on tax competition and 
help promote tax equality. Both of the ‘Pillars’ of the 
reform represent a significant shift in international tax 
legislation and therefore will require the agreement to 
be ratified extensively over the next few 

months and possibly some compromises will have to 
be made in provisions and parameters as the discussion 
extends. The countries participating will also have to 
eventually restructure their domestic tax policies that 
might become a hindrance for the new policy to work 
effectively and hence would require approvals from the 
parliaments of all the said nations. Hence such a major 
shift in policy is likely to take some time for implemen-
tation and the outline released by the OECD suggests 
that the policy will begin to be implemented only by 
2023.
                   - Mallar Chakraborty, Megha Chakraborty  
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PLI Schemes: A Pillar for the 
Manufacturing Industry

The manufacturing sector is the backbone of all econo-
mies across the world. A concerted effort towards at-
tracting substantial investments for the Indian manu-
facturing industry to be globally competitive becomes 
vital to pave the way for economic development. In the 
light of this, the government introduced produc-
tion-linked incentive schemes or PLI schemes for thir-
teen key sectors. With its introduction, India has set a 
target of 25 percent as the manufacturing industry’s 
share in its GDP by 2025. While many incentives for 
the manufacturing industry are already taken, underlin-
ing the difference between the earlier schemes and the 
PLI becomes crucial to reflect upon the potential of 
PLI schemes to boost the manufacturing sector and to 
evaluate its functioning in line with India's Atmanir-
bhar Bharat campaign and this is precisely what the ar-
ticle tries to achieve.

Vision and mission
 Let's begin with the vision PLI schemes come with. 
The PLI scheme intends to cover sectors that are strate-
gic, technology-intensive from the perspective of eco-
nomic development and employment generation at the 
same time. Thirteen key sectors have been introduced 
under the ambit of the PLI scheme in two tranches with 
a total budget outlay of US $ 26 billion.
 
Now, it’s worth noting the difference the PLI scheme 
comes with as compared to the earlier initiatives. 
While, earlier industrial incentives under the “Make 

in India” campaign used to be open-ended input-based 
subsidies where companies were allowed incentives 
without making commitments. To put that into figures, 
The “Make In India” campaign allocated the share of 
manufacturing as 16.7% to India's GDP which five 
years later dropped to only 15.1%. Clearly, “Make in 
India” fell short of meeting its goals. On the other hand, 
PLI schemes follow a performance-based incentive ap-
proach wherein Incentives will be disbursed only after 
production has taken place in the country. While doing 
so, PLI schemes in a sense encourage the beneficiaries 
to expand the existing facilities and invest additionally 
in greenfield facilities in order to become eligible to 
avail of the incentives. Also, the scheme picks players 
who can deliver on huge volumes, thus emphasizing on 
size and scale. Thus, it’s safe to say that the specific 
amounts allocated for different sectors on the heels of 
the PLI scheme will ensure holistic growth across pri-
ority sectors.
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A well-designed scheme:
PLI schemes deploy a framework of four key measures 
in the process of boosting the manufacturing industry. 
These are: targeting specific product areas, reducing 
non-compliance burden and introducing non-tariff 
measures to compete with cheap imports, combining 
domestic and export sales to make the manufacturing 
industry globally competitive and sustainable at the 
same time, and promoting manufacturing at home 
while strengthening investment from within and out-
side India. The scheme gives eligible manufacturing 
companies a 4-6% incentive on incremental sales over 
the base year of 2019-20 for five years. In simple 
terms, it can be thought of as a subsidy for sales for do-
mestically manufactured goods. Besides this, the appli-
cation process is simple and the incentive amount 
varies across sectors, and savings generated from PLI 
of one sector can be utilized to fund other sectors, thus 
maximizing returns. It is this simple mechanism that 
has contributed to the appreciation gained by PLI 
schemes in its mission to bring large manufacturing ca-
pacity to India.
 
Now, let’s ponder upon the scheme’s functioning in 
providing a boost to various sectors. The PLI scheme 
has been introduced in two tranches. The first tranche 
of PLI schemes covers sectors like the electronic indus-
try , pharmaceutical ingredients, and medical devices 
with an allocation of US $ 7 billion. Let’s reflect upon 
the incentives PLI scheme brought for the pharma in-
dustry. The Pharma Industry holds the potential to ad-
dress India’s bulk drug security. The scheme covers 
classified active pharma key ingredients. In order to 
expand the manufacturing capacities in the pharmaceu-
tical industry, the scheme emphasizes broadening the 
product mix to complex generics, going up the value 
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chain, and further bringing investment and creating 
global champions out of India. By chalking out key 
measures like this, the scheme intends to generate in-
vestment amount to Rs 15000 crore approximately in 
the next 5-6 years under its umbrella. 
 
In November 2020, The scheme introduced the second 
tranche which included ten more sectors namely, Auto-
mobiles and Auto Components, Pharmaceuticals 
Drugs, Specialty Steel, Telecom & Networking Prod-
ucts, Electronic/Technology Products, White Goods 
(ACs and LEDs), Food Products, Textile Products: 
MMF segment and technical textiles, High-efficiency 
solar PV modules, and Advanced Chemistry Cell 
(ACC) Battery.  Out of all the sectors introduced under 
this tranche, the automobile sector has been granted 
the largest budget outlay as it accounts for the 7.1 % of 
the nation’s GDP. The scheme is intended to provide 
incentives for the component makers as well as the 
OEMs.
India's thrusts to enforce digital transformation and 
therefore lessening the dependence on imports in the 
telecom sector and further ensuring reduction in the 
cost for the telecom equipment becomes critical. PLI 
schemes accurately function on these lines for boost-
ing the sector. The scheme proposes to incentivize do-
mestic manufacturing of various products such as core 
transmission equipment, IOT access devices, and other 
wireless equipment, thereby aiding in meeting the 
target of offsetting imports worth Rs 50,000 crores. In 
the long run, PLI schemes aptly work in the direction 
of transforming the vision of India being a global hub 
for manufacturing of telecom and networking products 
into reality. Likewise, the PLI scheme gives a boost to 
every sector under its ambit. There is a specified as-
signed outlay for every sector which will expand its 

ngements work much the same way, the only differ-
ence being that the interest payments are substituted 
with royalty payments from A to B where B own assets 
like Copyrights and Trademarks of A. 
In strategic transfer pricing, Comp A sells its goods to 
Comp B at margins much lower to what it would 
charge to external buyers. Let’s say production cost for 
A is $70 and it sells its goods to B for $71. Hence a $1 
profit incurs insignificant tax payments for A in the US 
while B can then further sell those goods to other com-
panies and buyers at much higher margins and pay no 
corporation tax at all in the Bahamas.
A more direct way to shift corporate profits to a tax 
heaven would be to shift the company’s head- quarters 
as current corporate tax policy requires taxes to be paid 
in the country where the value is generated which can 
be legally considered to be the location where a compa-
ny situates its HQ.
According to an unprecedented report by the OECD 
released in July 2020, countries lose close to $427 Bil-
lion annually to tax havens every year due to such sys-
tematic corporate tax abuse and private tax evasion. 
Hence the need for reform especially with the global 
pandemic was the need of the hour. 

The proposed global tax reform 

Growing support 

The momentum towards a global tax policy and a 
worldwide minimum corporate tax was already on the 
rise before the pandemic came into the picture. In addi-
tion to the release of new data on amounts lost by coun-
tries as a result of such tax abuse by tax justice activists 
and economic researchers, there also had been a grow-
ing public awareness in this regard. However, the 
free-market policies adopted by the US government 
led by the Trump Administration and their 

 



F) The second rule is an ‘under-taxed payments rule’ 
that allows a country to deny the deduction for or place 
a withholding tax on cross border payments. If a com-
pany in one jurisdiction is making payments to its 
parent entity which is at a low tax jurisdiction, this rule 
may apply. These two rules together effectively estab-
lish a global minimum tax rate of 15% on foreign earn-
ings of a company and also foreign companies invest-
ing domestically and will be taxed in their respective 
jurisdictions. 

G) There are some organisations that are excluded 
from the Pillar 2 policies and involve government enti-
ties, international organisations, non-profit organisa-
tions, pensions funds and MNEs possibly in their initial 
phase of international activity. 

H) This reform will not only force corporations to pay 
their fair share and in appropriate jurisdictions, it will 
also arrest a systematic fall in global tax rates with a 
view to attracting higher investments that has taken 
place for decades and is popularly referred to as the 
‘race to the bottom’.

As of when this article is written, 132 out of the 139 
participating nations have already approved the reform 
including tax havens like Cayman Islands and Gibral-
ter. However, notable member nations of the EU like 
Ireland and Hungary continue to remain opposed to the 
deal as both these countries offer very low tax rates of 
12.5% and 9% respectively, which is below the pro-
posed minimum rate. Estonia is also such a member 
that remains opposed for the time being.  

  

 
manufacturing and exporting capacities, thus cutting 
down on imports. Boosts in each of these sectors will 
contribute towards employment generation and in-
crease the country's production by the US $520 billion 
in the next five years.

The flipside of PLI scheme:
While PLI schemes propose to achieve industrial trans-
formation and provide long-term competitiveness to 
Indian manufacturing, there have been distinct opin-
ions regarding the subject matter and hence there is a 
far greater need to look at the other side of the coin. 
 
In every listed sector, a minimum investment will be 
required over five years to qualify for a PLI of 4-6%. 
For example, under the automotive champion scheme, 
a company would qualify for the PLI only if it has a 
revenue of INR 1000 crore. This signifies that the 

 scheme emphasises on size and scale, thereby picking 
winners and champions. It is this approach of picking 
winners based on the size of the companies that has 
faced criticism. Tracing back to history, picking win-
ners has not been successful. Malaysia, a country in the 
Southeast Asian region when followed a strategy of 
picking winners while promoting Proton cars turned 
out to be a failure. This is so because such an approach 
misallocates the resources and makes the industries 
rely on incentives and tariff protection. 
                                      
Given the way the scheme has been structured, it is 
surely a silver lining for the manufacturing industry but 
in order to make the economy effectively competitive, 
domestic players should be exposed to international 
competition rather than making industries dependent 
on subsidies. 
                                                              - Nandini Nahar

About the speaker:
Prof. Puratan Bharti is a consultant for the automo-
tive sector and is also an investment banker by profes-
sion. He has also been a Mentor of Change for the flag-
ship initiative of NITI Ayog (Government of India) - 
Atal Innovation Mission (AIM) - promoting innova-
tion and entrepreneurship since 2018. In addition, he 
also serves as a Mentor and Faculty member for vari-
ous leading educational institutions across the country 
like IIT Bombay and the Symbiosis College of Arts 
and Commerce. He also trains students and profession-
als in theoretical concepts of investing like fundamen-
tal and technical analysis as well as financial modelling 
through his PFA institute
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