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BUSINESS REVIEW

With less than a month left
for the roll-out of the Goods
and Services Tax (GST) re-
gime — touted as the biggest
indirect tax reform in the
country’s history — mobile
handset manufacturers are a
worried lot. Their main con-
cern is that the duty differen-
tial, which incentivises do-
mestic production as
opposed to importing
products, will no longer exist
as GST will subsume all indir-
ect Central and States taxes
into a single tax rate.

The GST Council, at its
meeting held in Srinagar last
month, decided that 12% GST
will be charged on mobile
phones against 5% as sought
by the industry.

“The government should
ensure that the existing dif-
ferential duty regime on mo-
bile handsets and compon-
ents continues once the GST
regime is rolled out,” said
Pankaj Mohindroo, national
president, Indian Cellular As-
sociation (ICA).

Mr. Mohindroo said that in
2016, a differential duty re-
gime was introduced on
three components of hand-
sets — chargers/ adapters,
battery packs and wired
headsets — whereby a tariff
protection of 10.5% was
provided to domestic manu-
facturers vis-a-vis import of
same components for
manufacturing.

‘Significant progress’
Following this, “significant
manufacturing progress has
been witnessed during the
past 10-12 months with over
30 new mobile component
plants being set up and addi-
tion of about 30,000 direct
employment,” he said.

Besides, in the past two
years, 40 new units that
manufacture and assemble
mobile handsets have also
come up, due to various fin-
ancial advantages given to
local manufacturers.

“Enhancing tariff protec-
tion for domestic manufac-
turers to 11.5% vide Budget
2015 from the earlier 5% (in-
stituted through a differen-
tial duty regime vide Budget
2014) has played a key role in
this transformation,” he
pointed out.

A ministry official said the
government and industry are
in discussions to impose Ba-
sic Customs Duty on impor-

ted products to give an im-
petus to local manufacturing
of electronics.

However, some experts
feel that these worries are
unnecessary as GST will
bring in efficiency in the tax
system, eliminating cascad-
ing of taxes. Asked if GST will
discourage manufacturing of
mobile phone in India, San-
tosh Dalvi, Partner (Indirect
Tax) at KPMG in India said,
“Not really… GST will sup-
port Make in India.”

“While duty differential
will not be there, manufac-
turing in India will always be
better because of the cascad-
ing taxes going away under
GST… It should reduce the
cost of manufacturing unless
you are importing from
somewhere in the world
where cost of manufacturing
is much lower than in India,”
he said.

Price increase
Mr. Dalvi, however, pointed
out that a 12% GST rate might
lead to an increase in prices
of mobile phones across al-
most all states. 

“[For] mobile phones that
are currently manufactured
in India, the excise duty is
2% plus VAT 5% [excluding
Maharashtra and Delhi
where the rate is 12%]. So the
effective rate, right now, is
7% which will go up to 12%
under GST. So mobile[s] will

become costlier,” he said.
S.S. Gupta, senior consult-

ant, Taxmann.com said, “As
of now, basic customs duty
on mobile is nil. It only at-
tracts CVD. Therefore, im-
port of mobiles will be bene-
ficial. The basic customs
duty shall be imposed to en-
courage local manufacturers.
It appears that there is no
duty protection to mobile
manufactures.”

The Hindu tried to reach
various handset manufactur-
ers to understand the impact
of GST on their manufactur-
ing plans in the country.
However, none of them
wanted to comment on the
subject.An official of a do-
mestic handset maker said
the industry, via ICA, was en-
gaging with the government
for some kind of tariff
protection.

A representative of an-
other company said that
there has been a lot of confu-
sion in the run-up to the im-
plementation of GST. For ex-
ample, what happens to the
inventory that a distributor
or a retailer has, but which
remains unsold post July 1,
the likely date of GST imple-
mentation. The handset
makers, the company repres-
entative added, may offer
heavy discounts on mobile
phones to consumers in a
bid to exhaust existing
inventory.

Mr. Gupta, however, ad-
ded, “There is no confusion.
The GST will be payable on
all supply of mobile after July
1. The company will be en-
titled to credit of duty paid
(CVD or SAD) on inputs as
such in work-in-progress and
finished goods.”

As a part of the govern-
ment’s flagship ‘Make In In-
dia’ initiative, indigenous
production of mobile hand-
sets went up from 11 crore
units valued at ₹54,000
crore in 2015-16 to 17.5 crore
units valued at ₹90,000
crore in 2016-17, according to
official data.

“As a result of increase in
domestic production of mo-
bile handsets, the share of
imported mobile handsets in
total domestic demand is
gradually coming down,” the
Ministry of Electronics and
IT has said, adding that the
import of mobile handsets
decreased from ₹56,000
crore in 2015-16 to ₹40,000
crore in 2016-17.

The government, last
month, also notified the
Phased Manufacturing Policy

(PMP) to push the level of do-
mestic value addition in mo-
bile handsets made in the
country. The policy, wel-
comed by the all handset
makers intends to reduce de-
pendency on imports by the
way of tax relief and other
financial incentives. How-
ever, how the policy will
work once GST is rolled out
is not yet clear.

Policy push
The government had said
PMP is expected to generate
2 million jobs in the country
by creating a $500 billion in-
dustry in the next 5-7 years.

“Presently, the contribu-
tion of domestically manu-
factured mobile phone com-
ponents stands at 10%. The
supply for the remaining
parts is met by imports. Most
of the components of the
mobile devices are sourced
from China,” Sanjeev Agar-
wal, chief manufacturing of-
ficer, Lava International said.

The phase-wise pro-
gramme covers mechanics,
die cut parts, microphone
and receiver, key pad and
USB cable in the current fin-
ancial year. It also aims to
promote the indigenous
manufacturing of populated
printed circuit boards, cam-
era modules and connectors
in 2018-19, and display as-
sembly, touch panels, vi-
brator motor and ringer in

2019-20. With the imple-
mentation of PMP, the value
addition or share of indigen-
ously procured components
in manufacturing of feature
phones will go up from
about 15% to 37% and the
same for smart phones will
move up from about 10% to
26%. 

The government is also in
process of formulating the
second phase of PMP which,
it expects, will enhance
value addition to 58.3% in
feature phones and 39.6% in
smartphones. Ashok Agar-
wal, general manager, manu-
facturing (Operations) at In-
tex Technologies, said the
next step in PMP was critical
as it needed development in
areas such as Mobile Design
and IDH that would primar-
ily drive the ecosystem for
Fabrication and PCB design. 

“The biggest immediate
challenge would be to de-
velop design and R&D capab-
ilities,” he said. 

“Forecasting the trends
and their implications on
consumer preferences, man-
ufacturing costs, obsoles-
cence and its cost would all
be areas requiring special-
ised focus. Perhaps, special
hand-holding measures will
be required to ensure that In-
dia catches up with the U.S.,
Japan, South Korea, China
and Taiwan in these areas.,
Mr. Agarwal added.

Centre drops phone-makers’ GST call
Mobile manufacturers are concerned that the new tax regime will remove incentives for domestic production

Numbers don’t match: The GST Council, at its meeting held in Srinagar last month, decided that 12% GST would be charged on mobile phones against the 5% sought
by the industry. This could, industry insiders say, hurt prospects for local manufacturing. * GETTY IMAGES/ISTOCK
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The business of investing is
all about predicting the fu-
ture. When an investor en-
deavours to predict the un-
known and when his
thoughts and actions influ-
ence the outcome of events,
it involves taking risk.

Most times, retail in-
vestors flit from being risk
averse to being risk-seeking
individuals. Conventional
wisdom is that when the in-
dices are constantly moving
up in the midst of a raging
bull market, an investment
in stocks is considered least
risky. When the markets
face correction and move
downwards, everyone pan-
ics and presses the ‘sell’ but-
ton. Stocks are then con-
sidered risky assets.

Sadly, as most serious,
value investors are aware,
the converse is true. Risk is
at its lowest when markets
are in free fall and is at its
peak when markets defy
gravity. We must under-
stand that risk is being accu-
mulated as the markets
move up and come down
when markets collapse.

Dealing with risk
One has to deal with risk ex-
plicitly. For that one has to
first understand his or her
tolerance to risk; second,
one has to make a fair as-
sessment of risk at current
levels; and third, the realisa-
tion that we have no control
over the outcome of invest-
ments but that we have
complete control over the
consequences, is key.

Value investment teaches
us that one can achieve high
returns with very low risk.
This happens when we buy
a stock for less than what it
is actually worth. This is
possible even in a raging
bull market as the following
example illustrates.

Manappuram Finance
Ltd. is a company with a
long profitable track record.
The business of the com-
pany is similar to that of a
gold pawn shop. It finances
retail consumers who are
willing to pledge their gold
for a loan to meet their ur-
gent requirements. 

The net interest margin,

which is nothing but the dif-
ference between the bor-
rowing rate of the company
and the lending rate to the
consumer, is very high.

The biggest risks in fin-
ance companies are two
fold: one, the value of the
pledged assets drops and
the customer defaults; and
two, even if the price of the
asset is high there must be a
ready buyer for the asset at
the quoted price. Assets
which have a ready market

are called liquid assets.
For some strange reason,

the stock, in the midst of a
raging bull market was avail-
able below its book value at
₹21.45 in September 2015. If
you had bought the stock
you would have gone
against conventional wis-
dom. However, you would
have been aware of two
things: in rupee terms, the
price of gold does not col-
lapse and that there is a li-
quid market for gold. 

You would have also
known that most Indians do
not have easy access to
credit. The only way the
masses can access immedi-
ate credit is to pledge their
family jewellery.

Endowment effect
It is a known fact that most
of us have an emotional con-
nect with jewellery. Behavi-
oural economists call it en-
dowment effect. We try very
hard not to default on jew-
ellery loans. The company,
in the subsequent five quar-
ters, has declared a di-
vidend of 50 paise per share
every quarter. The stock re-
cently traded at ₹100 on Oc-
tober 2016. In a recent cor-
rection, it declined to ₹61 in
December and rebounded
to ₹103.90 in February. 

So, it was evident in 2014
that the stock was available
at a discount to its intrinsic
value at no risk and is today
trading at close to three 3
times its intrinsic value.

(The writer is an author

and consultant)
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Understanding
investment risk
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Going against convention could help

Anand Srinivasan

Venture capital funding in
India has bounced back
after a slowdown last year.
Top venture capitalists said
that now there is focus on
leaders that are emerging in
each sector and on compan-
ies that are capital efficient.

Among India-
headquartered tech com-
panies, there were nine
fewer instances of funding
compared with Q4 ’16, but
total capital invested in the
quarter jumped 550%, ac-
cording to the ‘Asia Tech In-
vestment Report’ by CB In-
sights, a data intelligence
platform.

“You have seen consolida-
tion in the market. Invest-
ments are going into (com-
panies) which are seen as
market leaders,” said
Sandeep Singhal, co-
founder of Nexus Venture
Partners which counts tech
company Druva and online
retailer Snapdeal among its
portfolio companies.

Notable investments this
year included Flipkart’s $1.4
billion Series J, a $330 mil-
lion Series H to Olacabs, and
a $200 million Series A to
Paytm E-Commerce, accord-
ing to the CB Insights report.

‘Beyond discounts’
Mr. Singhal said that there is
now more focus on compan-
ies that are building busi-
nesses in a capital-efficient
manner compared with the
past. “We are looking for
competitive differentiation
beyond just discount-led
models,” he said.

T.C. Meenakshisundaram,
founder and managing dir-

ector of IDG Ventures India
Advisors said that a lot of un-
certainty has gone away and
positive sentiment is coming
back for investments. But he
cautioned that there is not
going to be a flood of funds
like ‘spray and pray’ model
in the past in sectors where
investors have already burnt
their money. “The bar is go-
ing up, clearly. We are also
not going to see crazy valu-
ations,” said Mr.
Meenakshisundaram whose
venture capital firm counts
Flipkart and cancer-treating
robotics firm Perfint Health-
care in its portfolio.

Investors are also eyeing
start-ups that survived the
last two years in difficult in-
dustries, like food tech
where scores of companies
shut down. Last month,
food delivery start-up
Swiggy raised $80 million
led by the South African In-
ternet and media group Nas-
pers. 

Ashutosh Sharma, head
of investments in India, Nas-
pers, said that his firm was
attracted to Swiggy’s ‘excep-
tional’ execution in disrupt-
ing online food ordering and
delivery in India, “while

many players are strug-
gling.” 

Swiggy promises to de-
liver food in about 37
minutes. Its delivery execut-
ives use smartphones and
an algorithm-powered app
to efficiently deliver food.

Artificial intelligence
This year, $4.74 billion has
been invested till date in In-
dian tech start-ups com-
pared with $4.55 billion and
$8.94 billion invested in the
years 2016 and 2015 respect-
ively, according to data from
start-up and venture capital
tracker Tracxn. 

Top sectors that attracted
capital this year include en-
terprise tech, health tech,
fintech, retail and pure tech-
nology — which include
companies focused on artifi-
cial intelligence, drones, 3D
Printing and Internet of
Things, according to Tracxn.

“Deep tech and artificial
intelligence companies are
getting support from local
sectors and that is hearten-
ing,” said said Arun Natara-
jan, founder of the research
firm Venture Intelligence.
“Earlier they wouldn’t get
funded,” he said.

Firms that are efficient with capital attract investments

Peerzada Abrar
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Venture capital in India 
surges as leaders emerge

The CSO’s provisional GDP
estimates for the fourth
quarter and full year FY17,
released recently, had dire
news to impart. 

They revealed that India’s
real GDP growth skidded
sharply to 6.1% in the Janu-
ary-March quarter of 2017,
after averaging 7.2% in the
first nine months of the fiscal
year. This slump lost India
the ‘fastest growing eco-
nomy’ tag allowing China to
edge ahead. But some com-
mentators are cheering. 

Why? Well, with the latest
numbers demonstrating that
the economy did take a size-
able knock due to the note
ban, sceptics now appear
more convinced that the offi-
cial statistics aren’t dressed
up. 

Here are four interesting
trends from the latest GDP
estimates. 

Q4 bore the brunt
Most sectors of the economy
bore the brunt of the note
ban in the fourth quarter of
2016-17 and not in the third
quarter, when the thunder-
bolt move was announced.

When the CSO released its
second advance estimates in
February, many commentat-
ors expressed surprise that
GDP growth held up at 7% in
the critical October-Decem-
ber quarter. But the latest es-
timate says that growth gave
way to 6.1% in January-March
2017. Gross Value Added (a
closer measure of economic
activity) slid to 5.6% in Q4
from 6.7% in Q3. 

A sector-wise break-down
tells us that the sectors that
were expected to be hit hard
by the note ban did take a
knock. In Q4, the construc-
tion industry saw a 3.7% con-

traction compared with a
3.4% increase in Q3. 

Manufacturing growth fell
to 5.3% from 8.2%, despite
the new series of Index of In-
dustrial Production (IIP)
showing factory output in
better light. Services such as
trade, hotels and transport
slowed to 6.5% growth, from
8.3%.

Why did demonetisation
have a delayed impact? One
explanation is that strong
festival season sales in Octo-
ber masked the disruption to
consumption in November
and December in Q3. In Q4,
without such one-offs, the
real impact was evident. 

It should be kept in mind
that even the latest GDP es-
timates may get revised
downwards in the coming
months, as they do not fully
reflect the performance of
the informal sectors of the

economy. Both the advance
and provisional estimates of
GDP are extrapolated based
on high-frequency indicators
such as the IIP, sales tax col-
lections and the quarterly
results of listed companies,
which represent the organ-
ised sector. Private industry,
both manufacturing and ser-
vices, suffered a body blow
from demonetisation. But a
rebound in the farm eco-
nomy and a spending spree
from the government helped
prop up economic growth to
7.1 per cent for the full year. 

The latest estimates show
all private sector compon-
ents of the economy deceler-
ating in FY17. Growth in min-
ing GVA fell off a cliff from
10.5% in FY16 to 1.8% in FY17.
Manufacturing slumped
from 10.8% to 7.9% and ser-
vices from 9.1% to 6.9%.

However, a good South-
West monsoon boosted
growth in agriculture GVA to
4.9%, from 0.7%. Pay Com-
mission largesse saw Govern-
ment expenditure expanding
by 11.3% in FY17 compared
with 6.7% in FY16, providing

a mini-stimulus to the
economy.

But over-reliance on the
government is not great
news for the long-term
health of the economy, or
the aspiration towards ‘less
government’. Given fiscal
constraints, a government
spending binge extracts a toll
on taxpayers. A repeat of
that agricultural growth de-
pends on a munificent mon-
soon this year. Much, there-
fore, depends on the private
sector regaining its mojo. 

Investment slump
For economic growth to cre-
ate jobs, demand for goods
and services has to fuel in-
vestments in new factories
and offices. But the invest-
ment leg of the economy re-
mains in a moribund state. 

Of the four key legs of GDP
on the expenditure side, in
FY17, private spending (des-
pite the demonetisation
shock) registered healthy
growth of 8.7% compared
with 6.1% in FY16. Govern-
ment spending zoomed to
20.8% from 3.3%. But growth

in new investments slumped
to 2.4% from 6.5%. During
the boom years from FY03 to
FY08, the number averaged
above 15%. 

Of late, conditions have
turned favourable for a re-
start of the investment cycle.
The Government has been
ironing out issues in stalled
projects. Interest rates have
plummeted. But the private
sector is still saddled with ex-
cess capacity and only an ex-
ceptional rebound in con-
sumer demand can revive its
animal spirits. 

Nominal growth returns
While economists look
mainly at the real GDP
(growth in the volume of
economic output without in-
flation) to assess the state of
the economy, nominal
growth (economic growth in
value terms) is quite import-
ant to the aam aadmi.

On this score, there’s good
news in the latest numbers.
With inflation (at the whole-
sale level) shooting up in re-
cent months, GVA at current
prices has staged a sharp im-
provement from 8.7% in the
first quarter of FY17 to 11.3%
in Q4. Nominal GDP growth,
which had slumped from
13.8% in FY13 to 9.9% in
FY16, has revived to 11% for
FY17. 

It is nominal GDP growth
that determines increases in
income for farmers, entre-
preneurs and the salaried.
Profit and sales growth for
India Inc. are also pegged to
nominal rather than real
GDP growth. 

Overall, if the rain gods
prove benevolent and the
private sector regains its an-
imal spirits, the economy
may see its sporadic green
shoots sprout into foliage
this fiscal.

GDP estimates: Reading the tea leaves
Only a rebound in the farm economy and government spending have helped prop up growth

Aarati Krishnan
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