
B U S I N E S S
SATURDAY, AUGUST 15, 2015

NEW DELHI: This photo taken on August 13, 2015 shows Indian Home Minister and Bharatiya Janta Party
Leader Rajnath Singh (second right), along with other National Democratic Alliance (NDA) members of parlia-
ment, participating in a protest march to Parliament House. — AFP

NEW DELHI: Indian Prime Minister
Narendra Modi’s ambitious reform agenda
has stalled with crucial bills stuck in India’s
parliament, which ended its latest session
this week in bitter uproar. After sweeping to
power 15 months ago in a landslide election
victory, Modi’s right-wing government
promised a string of business-friendly
reforms to attract foreign investment and
revive the economy. But the opposition has
blocked flagship tax and land reforms with
rowdy protests in parliament, while a much-
touted plan to overhaul archaic labor laws
has yet to be unveiled.

A year after Modi’s first Independence
Day speech, hailed as a political tour de
force, analysts say he risks failing to deliver
on his promises. They will be closely watch-
ing his second on Saturday for signs that his
right-wing government is still committed to
pushing through reforms. “PM Modi prom-
ised he would quickly change the economy
and get GDP growth back on track,” said
Satish Misra, a senior fellow at the Observer
Research Foundation think tank in New
Delhi. “People now have a lot of doubt
about that. He promised more than he
could deliver,” he told AFP.

Landmark tax reforms 
The prime minister this week accused

the main opposition Congress party of hold-
ing back the economy for its weeks-long
protest in parliament to demand ruling
Bharatiya Janata Party (BJP) leaders resign
over graft allegations. The government is
desperate to pass a bill paving the way for a
landmark national sales tax to replace a
myriad of complex state and national levies
and boost the economy.

But it failed to secure enough backing

and now faces a huge struggle to meet a
deadline of next April, the start of the finan-
cial year. Companies say simplifying India’s
unwieldy tax system would make it easier to
do business in a country clogged with red
tape, boosting production and growth.

Finance Minister Arun Jaitley accused
Congress of ignoring the national interest
over the goods and services tax, before par-
liamentary debate descended into personal
insults. Analyst Misra blamed Modi and his
senior ministers for failing to adequately
negotiate with the opposition to resolve the
impasse in parliament — where the BJP
lacks a majority in the upper house.

“The (opposition) tactics we are seeing in
the parliament are not new. We have seen
them for the past 20 years,” he said. “It’s the
government’s responsibility to unblock
these logjams but nothing is moving.” The
government has backtracked on another
stuck bill meant to make it easier to buy
land for infrastructure and other develop-
ment projects, following mass protests led
by Congress.

Companies complain that frustrating
negotiations over purchase of land has held
up billions of dollars worth of projects,
sometimes for years. Congress says the
amendments, including scrapping a need
for consent of 80 percent of landowners for
some projects, would hurt millions of poor
farmers. Congress, humiliated at last year’s
general election, has been re-energized by
the issue ahead of a critical election in Bihar
state later this year. 

Investment pouring in 
Moody’s and Fitch unit BMI Research

have warned such problems in imple-
menting big-ticket reforms were aggravat-

ing investor concerns. Central bank gover-
nor Raghuram Rajan also called for clarity
on the stalled bills, telling Bloomberg TV
that legislative action “would send a
strong message to the outside that India is
still on the move”.

Analysts urged Modi to use Saturday’s
speech, delivered from Delhi’s historic Red
Fort, to detail how and when he plans to
deliver on a plethora of reforms announced
since taking office. “Give us a detailed report
card on the overabundance of schemes that
have been announced since May 2014,”
commentator Gurcharan Das wrote in the
Times of India this week.

The government defends its perform-
ance, saying foreign direct investment rose
to $31 billion last financial year, with firms
such as Taiwan’s Foxconn, the maker of
iPhones, this month pledging $5 billion to
build factories. “We are working on a num-
ber of other reform measures and hopefully
we will be able to push those along faster,”
junior finance minister Jayant Sinha told
India Today TV. The economy grew 7.5 per-
cent for the first three months of this year,
outperforming China’s. But experts warn
reforms are needed to at least maintain that
pace to create jobs for India’s millions of
young people.

Sonal Verma, chief economist at
Nomura, said investors were reassured by
some initiatives already introduced, includ-
ing coal auctions to replace a corruption-hit
system of allocating mining licenses. And
some states were going it alone on reforms
instead of waiting for the national govern-
ment to act, she said. “But the reality is that
India is the world’s biggest democracy and
expectations around reforms have to be
realistic,” she said. — AFP

India’s economic reform 
agenda hits roadblocks

Crucial bills stuck in divided parliament 

China’s currency reform 
takes next step forward

SHANGHAI: China’s currency devaluation is a step in the long
march to a more open regime for the yuan, analysts say, but
authorities will need to further loosen their controls to promote
long-term growth. The central bank on Tuesday unveiled a near
two percent devaluation of the yuan, saying the move was part of
broader economic reforms aimed at moving towards a more flexi-
ble exchange rate.

The suddenness and scale of the devaluation in a normally sta-
ble unit rocked global financial markets, as investors took it as a
sign the world’s second-largest economy is performing worse than
revealed, and sparked worries China had fired the first shot in a
currency war. It also compounded jitters over China’s financial
health after a debt-fuelled stock market bubble burst in June, fol-
lowing a 150 percent surge in the previous 12 months. 

China’s central bank soothed markets by setting the daily refer-
ence rate of the yuan-also known as the renminbi (RMB) — against
the US dollar marginally higher on Friday, ending an almost five
percent fall over three days.  Analysts cheered the move towards a
more market-based Chinese currency, but said other reforms had
become more urgent as the Asian giant seeks a more sustainable
growth model in the face of a slowing economy.  “Reducing over-
valuation of the RMB is a welcome change that eliminates one
source of unnecessary self-inflicted pain,” the Asian Development
Bank’s chief economist Shang-Jin Wei said yesterday. ANZ Banking
Group’s chief economist for Greater China, Liu Ligang, hailed the
move as “very important” but said more reforms, such as freer capi-
tal flows, liberalizing interest rates and more allowing financial
products to hedge against risk, were still needed. If the bank had
acted sooner, the impact on the economy would be “more obvi-
ous”, he told AFP.

‘Killing two birds’ 
The People’s Bank of China (PBoC) used to decide its daily yuan

refence rate by polling market-makers, but will now consider the
previous day’s close, foreign exchange supply and demand and
the rates of major currencies. The yuan is restricted to trading up or
down two percent from the daily rate, although the State Council,
the cabinet, has signalled it does intend to broaden the trading
band.  China is currently bidding to join the International Monetary
Fund’s basket of reserve currencies, but the Washington-based
lender has said more reforms are needed for membership. Beijing
is “killing two birds with one stone: it can release depreciation pres-
sure to help the economy grow and meet the IMF’s requirement of
letting the yuan be more market-oriented”, Zhang Ning, a Hong
Kong-based economist for UBS, told AFP.

The yuan devaluation has also been seen as a means for
authorities to help the slowing economy by boosting exports-a
key driver of China’s extraordinary rise in the past three decades.
For the Henry Parts company in the eastern city of Ningbo, the
devaluation means more orders from foreign customers for its
machinery components. “The devaluation will increase our rev-
enue and we can get the orders we couldn’t get before,” manager
He Zhanyong told AFP. China’s economy expanded 7.4 percent
last year, its weakest since 1990, and has slowed to 7.0 percent in
each of the first two quarters. The government wants growth of
around 7.0 percent for all of 2015.

Currency war 
Still, there are worries the move could set off a “currency war”

as regional neighbors and other emerging market countries face
pressure to devalue to stay competitive. “To some extent, the PBoC
has served as an anchor in the region and the move now allows
other currencies to weaken further,” Societe Generale Group said
in a research report. Asia-Pacific currencies this week suffered their
biggest two-day selloff since 1998, during the Asian financial crisis,
while Russia’s ruble slid to a six-month low.

A disorderly devaluation could hamper Beijing’s push for
greater global stature for the yuan and the government’s pursuit
of a bigger say in world finance, typified by its role setting up two
new multilateral banks for Asia and the BRICS nations, which also
include Brazil, Russia, India and South Africa.

Argentina has nearly $34 billion in foreign exchange reserves but
about a quarter are denominated in yuan and their value declined
after the Chinese devaluation, Bloomberg News reported. Chinese
central bank officials have denied a currency war was the intention,
but have been cagier about the timetable for further reforms to the
yuan. Asked if China was on track to open its capital account to
investment flows this year, as previously pledged, one official said
the process would be orderly. “China’s schedule for capital account
convertibility is steadily advancing,” PBoC Deputy Governor Yi Gang
told a news conference on Thursday.  “We will proceed in an orderly
way according to our own schedule to realize it.” — AFP 


