Summary

1.  After a 73 day freeze, the Empowered Group of Ministers (EGoM) on Special Economic Zones (SEZs) restart the process of approving and notifying the SEZs. The rehabilitation policy is yet to be announced, but the EGoM has capped the size of SEZs and limited the number of SEZs to be established. Requests from SEZ developers for exemptions for SEZs over the size limit are not being entertained, but restrictions could be eased as the rehabilitation policy emerges.  The issue is likely to remain politically controversial, and further changes to the policy are likely.

Detail

2.  On 6 April the EGoM on SEZs lifted the 73 day moratorium on SEZ approvals and notifications.  It approved 171 SEZ proposals, and notified a further 53 SEZs which have completed all the initial work including land acquisition. The 171 others should be notified as and when they complete all formalities. These include big investors like Nike that was reportedly on the verge of shifting its Tamil Nadu investment plans out of India owing to the freeze, and Brandix Apparels, who were ready to start operations more than two months ago in its Vizag textile SEZ.

3.  However, the EGoM also came up with tighter rules and also prescribed a ceiling on the size of SEZs - an upper limit of 5000 hectares.  It is open to State Governments to prescribe an even lower limit.  Earlier norms had a minimum size (1000 hectares) but no size cap. The Commerce Ministry also decided that only applications received before the 5th April would be considered. Ministry sources indicated that this effectively limits the number of SEZs to around 400. 

4.  Other decisions taken by the EGoM include:

· The minimum processing area limit to be fixed uniformly at 50% for multi product SEZs as well as sector specific SEZs. (Earlier, the minimum processing area requirement for multi-product SEZs was 35%, with a provision for relaxation upto 25% by the Board of Approvals; and 50% for sector-specific SEZs) 

· In respect of pending applications for SEZs, these may be processed for in principle, formal approval, notifications subject to the condition that the State Governments would not undertake any compulsory acquisition of land for such SEZs 

· Notification in respect of the 53 cases of formal approvals, documents for which have been submitted by the developers may be issued by the Department of Commerce after due verification, including issues concerning any dispute relating to land. 

· In respect of other formal approvals, notifications may be issued as and when the proposals are received and verification procedures are completed.

· Ministry of Rural Development is requested to reformulate a comprehensive land acquisition act to address all relevant issues.

· A comprehensive Resettlement and Rehabilitation Policy will be worked out ensuring livelihood from the project to at least one person from each displaced family.

5.  These decisions would also be applicable to those SEZs that were notified before the freeze. This could mean trouble for multi-product SEZs like Reliance and the real estate developer groups DLF and Omaxe that had been granted land in excess of 5000 hectares.

6.  The EGoM did not come up with the much anticipated Rehabilitation and Resettlement policy that Prime Minister Singh announced after the land acquisition problems in Nandigram, West Bengal. It indicated that the developers interested in developing SEZs should acquire land on their own or use their own land. The government would be keeping its hands off the issue. However, the policy did stipulate that companies in SEZs should employ at least one person per displaced family. 
7.  The Left parties that had vociferously opposed the SEZ policy had called for capping the land size to a maximum of 2000 hectares for SEZ development.  They claimed that earmarking the upper limit to 5000 hectares would encourage the land mafia, as private developers would depend on such elements to acquire land. The Left called the changes in policy "totally inadequate" and falling far short of what was required.  They are expected to raise this issue in Parliament as and when the amendment of SEZ Act and Rules is taken up.

8.  Reliance Industries, the company most affected by the size limitation on SEZs, indicated that this measure is likely to hurt its expansion plan in Maharashtra and Haryana and asked for a one-time waiver. The Commerce Minister Mr. Kamal Nath turned down the request, but commented that the government may consider easing this cap once the rehabilitation policy as announced by the Prime Minister is in place.

9.  The other often debated issue – labor laws in the SEZs, was left untouched by the EGoM. The Union Minister for Labor and Employment Mr. Oscar Fernandes indicated that the existing labour laws would continue to be in force in the SEZs until fresh laws are formulated. This is likely to be discussed in detail at the National Labour Conference, to be held in Delhi in May.

10.  Industry chambers unanimously welcomed the government decision to lift the freeze on SEZ and said that this would clear the uncertainty and ambiguity surrounding the SEZ policy. 

Comment

11.  SEZ policy is still evolving.  The EGoM decisions have calmed the tension caused by the events in West Bengal, and the changes are seen as a reflecting recognition of the agrarian rage over SEZs. However, controversies surrounding SEZ policy are unlikely to die down completely. Opponents of the policy are likely to become more emboldened and could force the Union Government to dilute the policy further. Though SEZs were seen as a tool for achieving global competitiveness by Indian they have however become a hot potato for all political parties and ongoing state and general elections (barely two years from now) make it very difficult for any government – national or state – to be seen as strongly pro-SEZ. After the Nandigram event, even the Commerce Ministry, the prime driver of the SEZ policy, has taken a more nuanced line on Sezs, conscious of the public mood.
12.  Capping the size of the SEZs may help the government quell social unrest caused by compulsory land acquisition. But one consequence of limiting their size could be to force the state governments to spend more money to create the required infrastructure as the size cut would make it harder for SEZ promoters to develop all the needed infrastructure: schools, hospitals etc. Large investments may be also be edged out because of the size cap.

13.  The EGoM wants the state governments to keep out of land acquisition, but this is likely to be difficult.  Land is a state subject in India and it is for the state governments to take a call of the issue. On the face of it, given the land acquisition problems in West Bengal, the argument for putting the onus onto private developers looks appealing. But given fragmented land holdings across India, for even a 2000 hectare large acquisition, government agencies are likely to have to step in.
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