PLIs may deliver modest ®-

capex push across sectors

Credit Suisse says schemes banking on just assembly ops for meeting revenue targets
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he capital investment made by com-

I panies eligible for production-linked

incentives (PLI) will have a modest

impact on the annual incremental increase

in capex across sectors, of about 8-10 per cent
on average, a study by Credit Suisse says.

The study points out the annual incre-
mental increase in capex by PLI players in
speciality steel will be the highest, at 17 per
cent, followed by textiles (14 per cent), auto
(10 per cent), pharma (4 per cent) and all the
other schemes at an average (4 per cent,
excluding new sectors such as advanced cell
battery manufacturing where a local base for
manufacturing is being built).

Major investments under PLI will come
from sectors like auto and speciality steels
($5.1 billion each) followed by textiles ($2.3
billion) and pharma ($1.9 billion). In most
other sectors, the capital investment is very
modest, at less than $1 billion. These include
mobile devices, IT hardware, telecom, food

processing and white goods, among others.

The incentives offered to firms under the
PLIschemes come with a condition: they have
to make a minimum threshold of incremental
capital investment each year and generate
minimum stipulated incremental revenues
during the scheme's currency.

Credit Suisse has raised some key con-
cerns. One such is that the participation of
global players in big strategic sectors is mis-
sing, except in areas like advanced batteries.

Secondly, there are too many players in
each sector. The scheme should have focused
on a few champions instead. For instance, as
many as 51 companies in the food processing
sector are eligible for PLI, while the number
in textiles is 61. Other sectors with many
players include pharma (55), white goods (45),
bulk drugs (49) and telecom (31).

However the government is already
reworking some of the schemes to attract
more global players. In IT, for instance, it plans
toreplicate the mobile device model by incen-
tivising global firms to shift some of their lap-
top- and PC-making capacity to India. There

is also a plan to have a second PLI for
battery making.

The Credit Suisse also says that the PLI
scheme is pinning its hopes more on
assembly-based operations than most other
sectors, for reaching peak revenue targets.
Companies in this segment are required to
make the lowest incremental investment
across schemes. This category includes the
flagship mobile device, IT products
and telecom.

The peak annual revenue expected from
these three PLIs under the scheme is $38.7
billion, or 48 per cent of the total peak reve-
nues by the 14 PLI schemes. Yet the capital
investment share of the three is only 8 per
cent.

In contrast, new manufacturing PLIs such
as batteries, solar PVs, KSM and bulk drugs
and medical devices —sectors in which the
country is dependent on imports —will gen-
erate only 14.6 per cent of total revenues
expected from PLIs. Yet their capex contrib-
ution for eligibility under the scheme is a sub-
stantial 35 per cent.
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Note: The figures in brackets represent total capex to be
invested to be eligible for scheme Source: Credit Suisse estimates




