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Taking Stock Il - Reforms Momentum Picks-up

B Taking Stock Il — Reforms Take the Ordinance Route, NITI Aayog: While our
macro update y'day took stock of the Dec end data releases (real economy and Rohini Malkani
fiscal), today we highlight the reform initiatives seen in the last week of 2014. +91-22-6175-9876
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— Quick Re-cap of the Winter Session of Parliament — Two key highlights of

the winter session of parliament concluded on December 23rd were (1)

introduction of constitution amendment bill for GST; (2) varying productivity levels

of two houses of parliament - Lok Sabha (98%) and Rajya Sabha (58%).

Consequently, several key bills e.g. coal, insurance, land couldn’t be passed by
both houses, resulting in govt resorting to the ‘ordinance’ route. (see p2)
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— Policy Reforms take Ordinance Route — As per Article 123 of the constitution,
an ordinance is promulgated by the President when the parliament is not in
session. However, key to note is that ordinances must be validated by both
house of parliament within six weeks from the start of the next parliament session
(budget session), or it shall lapse/need to be reintroduced i.e. re-promulgated.

— Govt Constitutes NITI Aayog (in lieu of Planning Commission) — Another
highlight is the establishment of NITI Aayog (National Institution for Transforming
India) with noted economist Arvind Panagariya as its Vice Chairman. Key
objectives of NITI Aayog include (1) increase co-operative federalism by aligning
central and state governments (2) monitor and evaluate implementation of
programs and (3) focus on technology up-gradation. (see here)

B A Look at Three Key Ordinances — Land, FDI Insurance, Coal Mine Ordinance

— Land Acquisition — The key feature of this ordinance is that it exempts five
sectors (defense, rural infra, affordable housing, industrial corridors and infra
projects) from a social impact study and consent clause. (See Macroscope p 5)

— FDI Insurance — The ordinance raises the overall foreign equity investment cap
to 49% from 26% earlier.
WHAT's INSIDE:
— Coal Mine Auctions — The ordinance has been re-promulgated to provide an

auction mechanism for allocating the coal mines. - Winter Session, Ordinances — p2

B Bottom Line — Similar to using ‘Presidential Assent’ for state level labor reforms
(see p3), the govt's usage of the ordinance route reflects its strong reform intent and
willingness to act outside of conventional avenues. Key to note is that ordinances
are only temporary and eventually, legislations do require parliamentary approval to
become a law. However, the coming months could see the govt take recourse to
joint session of parliament (where it has a majority) to pass legislation. (See pg 3)

- Joint Session, President’'s Assent — p3

- Statistical Snapshot — p4
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Reforms — Winter Session, Ordinances
_ _ Winter Session Ends... but Reforms Continue on Ordinance Route — The
Figure 1. Lok Sabha Productive Hours (%) government made some progress on the legislation front during the recent Winter
16006 s Siting s %of Avalabe Hows Session. During this session, both houses of the Parliament passed 11 bills.
140% | Lok Sabha produciviy during the Winter Session wias 98% Interestingly, both houses showed varying productivity - the Lok Sabha was
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productive for 98% of its hours vs 58% productivity in Rajya Sabha.
However, the real significant development was outside parliament sessions. Post
the winter session, the government passed key legislations as ordinances — these
include land acquisition, coal block auctions, insurance, and mining.

The government’s usage of the ordinance route reflects its conviction behind
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reforms and willingness to act outside of conventional avenues. However,
ordinances are only temporary and eventually legislations do require parliamentary
approval to become a law.

Quick recap on the Ordinance Route — As per Article 123, an ordinance is
promulgated by the President when Parliament is not in session. It has the same
force and effect as an Act. However, key to note the ordinances must be validated
by both house of parliament within six weeks from the start of the next parliament
session, or it shall lapse/need to be reintroduced i.e re-promulgated.

Figure 2. Reforms — Announced and Pending
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Diesel price has been de-regulated; Gas Price increased to US$5.6 per mmBtu from US$4.2 per mmBtu on GCV basis and to US$6.2 on NCV basis
Rollout of modified direct benefit transfer for LPG in 54 districts in Nov and all India from 1st Jan

Railways: 100% FDI in railway infrastructure; Defence: Increase in limit to 49% from 26%

Make in India: aggressive campaign to get FDI

Presidential assent for labor laws in Rajasthan, thereby providing some flexibility ; Shram-Suvidha Portal to allow single online return for 16 laws;
Transparency in Labor inspection — decided by computer draw, reports to be uploaded within 72 hrs; Universal account number for EPF accounts
Parliament passes Apprentices (amendment) Bill

Govt promulgates ordinance for new land acquisition bill - exempts 5 sectors (defense, rural infra, affordable housing, industrial corridors and infra
projects where ownership of land vests with government) from social impact study and consent clause

Cabinet passes mining auction ordinance for coal and other minerals

Ministry of Coal commences e-auction process for 24 coal mines
The Coal Mines (Special Provisions) Bill passed in Lok Sabha — specifies method for allocation mines, enables pvt companies to mine coal

Banking Financial Inclusion plan; Expenditure management commission
Insurance: increase in FDI limit to 49% from 26% promulgated as an ordinance

Govt plans to reduce stake in PSU banks 27 PSBs to 52 per cent vs current red line of 56 per cent.

Planning Commission replaced by ‘NITI Aayog’' — National Institution for Transforming India — think tank to provide centre, state govts strategic advice
Companies (Amendment) Bill passed by Lok Sabha, aims to improve ease of doing business in India

1bn enroliment target for Adhaar (UID)

Integrated project-based infrastructure development

Clearance process (environment and forest) online

Hoardini made non-bail able offense. Rs5bn irice stabilization fund; Continued moderation of MSPs and oﬁloadini food stocks

GST introduced in Lok Sabha; Amendments to retrospective tax laws

Modification in incentive regime for hydrocarbon exploration (from cost-recovery to revenue-sharing model)
National common market for agricultural produce

Single-window clearance for capital intensive steel, coal and power projects

Source: Govt, media reports and Citi Research

2 citivelocity.com


http://www.prsindia.org/

India Macro Flash
6 January 2015

Figure 3. Rajya Sabha Membership

Party Seats Party Seats
NDA + support 60 Opposition 166
BJP 45 INC 69
TDP 6 SP 15
SAD 3 Janata Dal (United) 12
SS 3AITC 12
NPF 1 AIADMK 11
Kerala Cong. 1 Left Parties 11
RPI 1BSP 10
Total 60 BJD 7
NCP 6
DMK 4
JKNC 2
RJD 1
BPF 1
INLD 1
JMM 1
TRS 1
JD(S) 1
Total Opposition 166
Nominated 10

Others / Independents 7
Total Rajya Sabha

Source: Rajya Sabha

Legislative powers are defined in the
constitution and divided into three lists:
union list (96 items), states list (60 items)
and concurrent list (47 items). Residual
powers remain with the centre.

Citi Research

Resolving Rajya Sabha Issue: Joint Session,
Presidential Assent

Low numbers in Rajya Sabha (Upper House) could hinder reform momentum
— While the BJP majority in Lok Sabha facilitates passing of key legislations, the
low numbers in the Rajya Sabha (60 of 243 seats) is an obstacle for the same. This
was evident in the recent winter session wherein Rajya Sabha’s productivity was
58% of its hours vs the Lok Sabha at 98%.

State elections, members’ retirement to subside this worry — Going forward,
worries on the Rajya Sabha numbers could subside given (1) ~70 non-BJP
members are scheduled to retire over the next two years and (2) BJP gaining
majority in the Maharashtra and Haryana state elections and winning highest
number of seats in Jharkhand. A quick re-cap on Rajya Sabha: Rajya Sabha
representatives are elected by the elected members of the Legislative Assembly of
that State. Also note that while the Rajya Sabha is a permanent house and is not
subject to dissolution, one-third of its members retire after every second year. A
member who is elected for a full term serves for a period of six years.

What else could help? Joint session, presidential assent — In the event of a
deadlock between the two houses of parliament, wherein both have opposite
stances, the President may call a joint session of both houses during which a the
issue is resolved by a simple majority vote. Given that the BJP and its allies have a
majority in the Lok Sabha (336 of 543 members), a joint session could help the
government pass legislations that are stuck in/ opposed by the Upper House.

As regards items on the concurrent list, another way out is the presidential assent
route — recently used in Rajasthan for labour laws. Legislations on concurrent list
items passed by the state governments will come into effect if they receive assent
from the President. In this way, such reforms facing a logjam at the centre can be
implemented at the state level.

Figure 4. Rajya Sabha Retirement Schedule — Party Wise

2014 2015 2016 2017 2018 2019 2020 Total

INC 4 21 3 19 2 19 69
BJP 1 12 2 16 14 45
BSP 6 6 2 14
AITC 4 4 5 13
D) 5 4 3 12
AIADMK 3 4 4 1
NOM. 2 3 4 1 10
sp 1 3 6 10
fotal | 100 10l 72| 10| 69| 8 63 243

Source: Rajya Sabha
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Statistical Snapshot

Figure 5. India Macroeconomic Summary FY04 - 17E

Fiscal Year to 31 March FYO4 FYO5 FY06 FYO7 FY08 FY09 FY10 FY1l FY12 FY13 FY14 FY15E FY16E FY17E
National Income Indicators
Nominal GDP(Rs bn) 28,617 32,422 36,934 42,947 49871 56,301 64,778 77,841 90,097 101,133 113,551 128,312 146,276 165,467
Nominal GDP (US$ bn) 623 720 834 950 1,241 1224 1367 1708 1873 1873 1880 2,070 2,359 2,805
Per Capita GDP (US$) 582 662 754 847 1,000 1,061 1,168 1,440 1558 1539 1499 1651 1854 2,171
Real GDP growth (%) 8.1 7.0 9.5 9.6 9.3 6.7 8.6 8.9 6.7 45 4.7 5.6 6.5 7.0

Agriculture growth (%) 9.0 0.2 5.1 4.2 5.8 0.1 0.8 8.6 5.0 14 4.7 0.5 3.0 3.0
Industry growth (%) 7.3 9.8 9.7 12.2 9.7 4.4 9.2 7.6 7.8 1.0 0.4 3.9 5.9 7.0
Services growth (%) 8.1 8.1 10.9 10.1 10.3 10.0 10.5 9.7 6.6 7.0 6.8 7.5 7.5 7.8

By Demand (%YoY)

Consumption 5.4 1.9 8.7 7.7 9.4 7.7 8.4 8.2 8.9 5.2 4.7 5.6 6.8 6.8
Pvt Consumption 5.9 17 8.6 8.5 9.4 7.2 74 8.7 9.3 5.0 48 55 7.0 7.0
Public Consumption 2.6 34 8.9 38 9.6 104 13.9 5.8 6.9 6.2 38 6.0 6.0 6.0

Gross Fixed Capital Formation 13.6 20.7 16.2 13.8 16.2 35 7.7 11.0 12.3 0.8 0.1 25 6.5 8.5

Cons; Invst, Savings * (%GDP)

Consumption 75.0 70.1 69.2 68.0 67.2 68.6 69.1 67.5 68.5 68.8 68.9 69.2 68.9 68.9

Gross Capital Formation 26.9 32.8 34.7 35.7 38.1 34.3 36.3 36.5 36.4 34.7 314 317 317 314

Gross Domestic Savings 28.7 324 334 34.6 36.8 32.0 33.7 337 313 30.1 30.5 30.8 31.0 31.0
Real Indicators (%YoY)

Commercial vehicle sales 36.2 22.4 10.1 333 42 214 39.2 27.0 19.5 19 202 -4.5 11.6 15.0

Car sales 27.2 17.8 7.7 20.7 12.1 0.3 25.7 29.2 39 24 6.7 17 10.6 19.0

Two-wheelers 11.3 15.7 13.6 11.5 7.8 2.7 25.9 25.8 13.9 2.9 7.3 10.0 10.0 15.0
Diesel consumption 12 6.9 14 6.7 111 8.5 8.9 6.5 8.0 6.7 -1.0 4.0 4.0
Mobile Tele density 31 4.8 8.2 14.1 22.0 33.0 485 66.8 75.1 79.0 87.9 78.0 80.0
Monetary Indicators (% YoY)

Money supply 13.0 14.0 15.9 20.0 22.1 20.5 19.2 16.2 15.8 134 17.0 16.0 17.0 175
Inflation — WPI (Avg) 55 6.5 37 6.5 4.8 8.0 3.6 9.6 8.8 75 5.9 4.0 4.0 4.0

CPI (Avg) 38 39 4.2 6.8 6.2 9.1 12.3 10.5 8.4 10.2 9.5 7.2 6.2 6.0
Bank credit growth 15.3 30.9 37.0 28.1 22.3 175 16.9 215 17.0 14.1 15.0 14.0 15.0 16.0
Deposit growth 175 13.0 24.0 23.8 22.4 19.9 17.2 15.9 135 14.2 135 14.0 14.0 14.0
Fiscal Indicators (% GDP)

Centre's fiscal deficit) -4.3 -39 -4.0 -3.3 25 -6.0 -6.5 -4.8 5.7 -4.9 -4.6 -4.1 -4.0 -3.6

State fiscal deficit -39 34 2.5 2.1 -1.4 2.3 2.9 2.1 2.4 2.3 2.2 2.6 2.5 2.6

Combined deficit (Centre+State) -8.2 7.2 6.5 5.4 -4.0 -8.3 9.3 -6.9 8.1 7.2 -6.9 6.7 6.5 6.2

Off Balance Sheet Items 05 0.9 0.6 -1.7 0.2

Combined liabilities ( dom+ext) 90.0 88.8 84.6 79.9 76.1 76.8 75.5 70.2 69.6 69.8 69.6 68.5 66.2 64.7
External Sector (% YoY)

Exports (US$hn) 66.3 852 1052 1289 1662 189.0 1824 250.5 309.8 306.6 3186 3361 3580 3938

% YoY 23.3 285 23.4 22.6 28.9 137 -35 37.3 23.7 -1.0 39 55 6.5 10.0

Imports (US$bn) 80.0 1189 1571 190.7 2576 3085 3006 381.1 4995 5022 466.2 480.2 5042 549.6

%YoY 24.1 48.6 321 21.4 35.1 19.8 2.6 26.7 311 0.5 7.2 3.0 5.0 9.0

Trade deficit (US$bn) -13.7 337 519 618 915 -1195 -1182 -130.6 -189.8 -1957 -147.6 -1441 -146.2 -155.8
Invisibles (US$hn) 27.8 31.2 42.0 52.2 75.7 91.6 80.0 846 1116 1075 1152 1108 1163 1214

Current Account Deficit (US$bn) 14.1 25 9.9 96 -157 -279 -382 459 -782 -882 -324 -332 -300 -344
% to GDP 23 0.3 -1.2 -1.0 -1.3 2.3 2.8 2.7 -4.2 -4.7 -1.7 -1.6 -1.3 -1.3

Capital Account (US$hn) 16.7 28.0 255 452 106.6 74 51.6 62.0 67.8 89.3 488 80.5 84.5 82.5

% GDP 2.7 3.9 31 438 8.6 0.6 38 36 36 48 2.6 39 36 3.0
Forex Assets (incl gold) (US$bn) 110.3 1409 1516 1992 309.2 2523 2770 3035 2944 2926 303.7 3509 4055 453.6
Months of imports 16.5 14.2 11.6 12.5 14.4 9.8 11.1 9.6 7.1 7.0 7.8 8.8 9.7 9.9
External Debt (US$hn) 1127 1340 1391 1724 2244 2245 2609 3179 360.8 4094 4422 450.1 4651 480.1
Short Term Debt (US$bn) 4.4 17.7 19.5 28.1 45.7 433 52.3 65.0 78.2 96.7 89.2 87.9 92.9 97.9
Exchange Rate
USS$/INR - annual avg 459 45.0 44.3 452 40.2 46.0 474 45.6 48.1 54.0 60.4 62.0 62.0 62.0

% depreciation 5.2 2.0 -1.6 20 -111 14.4 3.0 -3.8 55 12.3 11.9 2.6 0.0 0.0

* At current prices.
Source: CSO, RBI, Ministry of Finance, Citi Research estimates
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consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
Citi Research generally disseminates its research to the Firm's global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal
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