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The lack of a robust policy, efficient implementation and effective monitoring has seriously jeopardised India's
efforts to industrialise and boost exports through special economic zones
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r Gues t [ The Foreign Trade Policy 2015-2020 aims to increase India's
merchandise exports from $450 billion in 2013-14 to $750 billion in 2020.
C o lumn Eel But the ground realities are different. Negative export growth for more
? than a year has raised concerns among policy makers, clearly reflected

in recent initiatives announced by the ministry of commerce and industry
(MoC4&l). These include the building of mega Coastal Economic Zones

(CEZs), taking up issues relating to Special Economic Zones (SEZs)
like Minimum Alternative and Dividend Distribution taxes (MAT & DDT
extending the sunset clause till 2023 and allowing domestic tariff areas.
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another term like Export Oriented Units (EOUs) and SEZs unless steps

MSME:s in electronic

components and equipment are taken to make them more effective and performance-oriented.

sector need to become more

competitive
Export Oriented Units
India became the first country in Asia to set up an Export Processing
Zone in Kandla in 1965. In 1980, a new scheme, called EOU, was
introduced to boost manufacturing and thereby exports of value-added
products. The scheme was not successful, for a number of reasons -

E complexity of size, lack of entrepreneurial talent, lack of interest among

local stakeholders and lack of promotion of the scheme with limited

manufacturing sector presence. An audit report by the CAG in 2007

found that a large number of EOUs are not fulfilling their obligations;

deferred payments of Central Sales Tax (CST); and excess domestic

tariff area (DTA) sales. Another report by CAG in 2015 also found similar
observations, after auditing nearly 370 EOUs covering the period 2009-10 to 2013-14.

The share of EOU exports in overall exports steadily declined and turned negative in 2011-12 due to withdrawal
of tax benefits under the Income Tax Act from April 1, 2011. Over the years, there was no provision in the
Foreign Trade Policy (FTP) to properly utilise the unique advantages of the 100 per cent EOU Scheme, whereas
SEZs are performing at par, because of similar export benefits available to them along with permission for
domestic sales. Moreover, deemed exports by the EOUs, duty foregone and domestic procurement were not
reflected in the annual performance reports (APRs). Further, clearance of products into the DTA exceeds the
prescribed limits of FoB value of exports, leading to duty loss to the exchequer.

There is a plethora of systemic reasons why EOUs are not performing well - APRs were not submitted on time,
there was lack of relevant data related to DTA sales, duty foregone, and an irregular internal audit system. The
provisions for EOUs ought to be clear to avoid ambiguity between policies and their understanding by
government departments, which result in non-compliance and misrepresentation.

The scheme flourished from 1980 till the mid-2000s, but as the SEZ Act came into force, the performance of
EOUs declined. The scheme should be revised according to the requirements of the changing global
environment and special provisions should be made for its proper functioning and monitoring.

Special Economic Zones

Following the success of China, Exim Policy-2000 laid down a regulatory framework which eventually got
formalised as the SEZ Act in 2006 to promote exports, attract investment, create jobs and impart momentum to
the manufacturing sector. The Act has provisions such as income tax holidays, indirect taxes exemptions and
other benefits to incentivise economic activities in SEZs.

However, a CAG report in 2014 sampled 152 SEZs and found under-performance on targets in exports (ranging
from 46 per cent to 93 per cent), employment (ranging from 65 per cent to 96 per cent) and investment (ranging
from 24 per cent to 75 per cent). In case of exports, the CAG reported that there is a shortfall of almost 75 per

http://www .business-standard.com/article/opinion/geethanjali-natar aj-just-another-zone-116021300836_1.html


http://www.business-standard.com/article/sme/msmes-in-electronic-components-and-equipment-sector-need-to-become-more-competitive-115110901308_1.html
http://www.business-standard.com/search?type=news&q=Export+Oriented+Units
http://www.business-standard.com/search?type=news&q=Central+Sales+Tax
http://www.business-standard.com/search?type=news&q=Annual+Performance+Reports
http://www.business-standard.com/search?type=news&q=Aprs

2/16/2016 Geethanjali Nataraj: Just another 'zone'? | Business Standard Column

cent in actual exports (Rs 100,579 crore) vis-a-vis projected figures (Rs 395,547 crore) in 84 developers/units in
nine states between 2006-07 and 2012-13.

Land appeared to be the most crucial and attractive component of the SEZ Act. Of 45,635.63 hectares notified
for SEZ purposes, operations commenced in only 28,488 ha (62 per cent). Around half of the land allotted
remained idle despite approval in 2006.

The CAG observed that SEZs in India took tax concessions worth Rs 83,104 crore between 2006-07 and 2012-
13. Further, a ministry of finance study estimated the loss from tax holidays granted to SEZs between 2004 and
2010 at Rs 175,487 crore. Though the income tax department also accepted that the MAT affected the cash flow
of SEZ units/developers, it did not find any signs of tax planning to encourage productivity and innovation. So,
there is a loss to the exchequer in terms of tax forgone without commensurate outcomes.

What is required are steps for a effective SEZ policy, such as: measurable performance indicators; integration of
SEZ policy with sectoral and state policies; benchmarking of SEZ life cycles; monitoring non-operational units;
demand and use of land in SEZs; review of tax benefits along with achievements; and proper monitoring for
internal audit and database management.

The way ahead

Therefore, the government's recent initiative to set up CEZs - better suited for international trade - and other
steps to make SEZs more effective is welcome. Reducing MAT to 7.5 per cent or removing it altogether,
extending the sunset clause and allowing DTA sales may attract investment and land use in SEZs, thereby
contributing to exports.

But the bottomline is that the lack of a robust policy, efficient implementation, and effective monitoring has
seriously jeopardised India's efforts to industrialise through SEZs and boost exports. Therefore, taking a cue
from the performance of EOUs and SEZs, CEZs should be properly thought through with a performance-
appraisal system (including evaluation and monitoring) to achieve the desired objectives. Otherwise it will be just
an addition to the nomenclature.

The writer is Senior Fellow, ORF, New Delhi and Policy Lead, Knowledge Partnership Programme, IPE Global
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