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S&P for Growth

S&P has retained its BBB– long-term and A-3

short-term rating for India, based primarily on its

potential for growth.

It is to the credit of the rating agency S&P that it

has retained India’s sovereign credit rating,

despite forecasting sharply negative growth in the

current fiscal.

This is a far cry from the entrenched perception

that rating agencies mechanically look at

standard metrics such as the growth rate, the

fiscal deficit and inflation to churn out a rating,

regardless of the actual potential of the

economy.



The takeaway from S&P’s rating is that the

government should focus on fortifying the

economy and not worry about what rating

agencies will say.

Fiscal deficit would go up sharply, as the growth

rate dives, is factored into the rating.

What matters for S&P is how growth and deficit

levels would behave in the future, not their

plight in the current year.

This is an argument for a sharp rise in the fiscal

deficit now, to administer as large a stimulus as is

possible.



It has been pointed out that a feeble stimulus

that induces a weak uptick in the growth rate is

likely to result in a rising debt/GDP ratio,

whereas a significant rise in the growth rate, to

achieve which the stimulus and, therefore, the rise

in the fiscal deficit would need to be

correspondingly high, would lead on to a trajectory

of falling debt/GDP ratio.

The magnitude of the fiscal deficit is not the

prime concern.

The policy mix that builds the ecosystem for

growth is equally important.



If the policies induce and feed high rates of
growth, they would carry a bigger weight with
rating agencies than the size of the fiscal deficit.

The political leadership has some low-hanging
policy fruit to pluck.

Make it clear that consumers have to pay for the
power they draw.

If political patronage for power theft and power
giveaways were to be ended, power supply would
stabilise, a large chunk of the banks’ non-
performing assets would turn performing, and the
states’ fiscal situation would improve.

All these would be positive for India’s rating.



Fresh tax concerns for many FPIs

Fresh tax worries are cropping up for India’s

foreign portfolio investors (FPIs) that are

structured as trusts and associations of persons

(AOPs), this time on the dividend front.

Several such FPIs, including sovereign wealth

funds, could end up paying 43 per cent tax on

dividend received from listed companies because

they’re not eligible for benefits under the Double

Tax Avoidance Agreements (DTAAs).

According to experts, only funds that are

taxable entities in their home jurisdictions can

avail of the treaty’s benefits.



FPIs structured as trusts and AOPs are not

considered taxable entities in their home

countries including the US, Singapore, Mauritius

and Ireland.

According to industry estimates, about 40 per

cent of the FPIs in India have been set up as

trusts while 10 per cent are AOPs.

The dividend tax structure was tweaked in the

Union Budget for FY21, making dividend taxable

in the hands of investors.

Until now, it was taxed at the company level at a

flat 20 per cent rate for all investors.



Now, concerns over this higher tax have prompted

several funds to approach the finance ministry for

an exemption.

DTAAs ensure that a foreign investor doesn’t pay

tax in both the home country and the country

where investments are made.

The investor pays tax in at least one of the

countries.

Hence, entities that are not taxable in their home

country are not eligible to claim the benefit.



Electronics goods

Electronics goods companies have had to resort

to imports to meet demand as they haven't been

able to scale up local production even after the

lockdown was eased.

They include India's two largest smartphone

makers, Xiaomi and Oppo, which have decided to

import handsets from China, although they had set

up local production facilities more than three

years ago.

In import-dependent categories such as laptops

and dishwashers, where sales have surged

manifold, companies have expanded imports two-

four times in the past few weeks.



The main reasons are non-availability of migrant labour, closure of

plants due to coronavirus infections and the inability to scale up

production due to distancing norms within plants.

The Oppo plant in Greater Noida was closed last month after Covid-

19 infections among workers.

Although it has resumed operations, production is at around 30% of

capacity.

The plant also manufactures Realme and OnePlus phones and both

these brands are also exploring import options but no decision has

been taken yet due to 22% import duty, industry executives said.

Restoring local manufacturing of mobile phones to pre-Covid levels

will be difficult.



OECD on Indian Economy

The Organisation for Economic Co-operation and

Development (OECD) released its Economic
Outlook.

India’s growth at -3.7% for the ongoing fiscal with
a rider that growth could drop further to -7.3% in
the event of a second Covid-19 outbreak.

This was in sharp contrast to the 5.1% growth it
had projected for FY21 in the interim EO in March.

The latest report forecast a strong recovery in the
coming fiscal to 7.9% in the ‘single-hit’ scenario
versus an 8.1% rebound in the ‘double-hit’
scenario.





Apart from the pandemic, the report counted

heightened financial market instability, resulting

from the deterioration in balance sheets of the

government, corporates and banks, as a key risk.

This would keep investment rates low and weigh

on growth prospects, it said.

The report put the general government fiscal

deficit at 8.2%-8.9% in FY21 reflecting collapsing

tax revenue, the need to bail out financial

institutions and firms, and lower-than-budgeted

privatisation proceeds.





Bulk-drug parks

 The governments of Andhra Pradesh, Telangana,

Gujarat and Tamil Nadu have come forward with

proposals to establish bulk-drug parks announced

under the Centre's recent scheme to promote local

manufacturing of active pharmaceutical

ingredients (APIs).

The government is proposing to set up four parks

to ramp up API capacity in the country.

In March, the Union cabinet approved a Rs 6,940

crore production-linked scheme to promote

domestic manufacturing of critical drug

intermediates and APIs, as well as a Rs 3,000

crore scheme to promote bulk drug parks.



Under the scheme, the government has identified

53 APIs.

“Whichever state government approaches us, we

can make parks there... Four, including Andhra

Pradesh, Gujarat, Telangana, Tamil Nadu, have

already evinced interest,” - official
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