
 1 | P a g e  
  

 Best Newcomer  of the Year – Asia 

                                   Regulatory alert 
Proposed changes to Foreign Direct Investment (FDI) Policy 
20 June 2016 

Background: The Government of India recently announced the Consolidated FDI Policy for the year 2016, effective from  June 07, 2016.  Within less than a fortnight, several far-reaching relaxations have been proposed vide a Press Release issued by the Prime Minister’s office earlier today.  The proposed changes to the FDI policy are summarized below: 
Sr. No Sector Existing Policy Proposed Policy 
1.  Defense Government approval beyond 49% on case to case basis, wherever it is likely to result in access to modern and ‘state-of-art’ technology in the country. 

 Government approval beyond 49% remains however, condition of access to ‘state-of-art’ technology in the country done away with.  
 FDI limit for defense sector has also been made applicable to Manufacturing of Small Arms and Ammunitions covered under Arms Act, 1959.  
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Sr. No Sector Existing Policy Proposed Policy 
2.  Broadcasting Earlier automatic up to 49% and Government approval route beyond 49%. 

 Relaxation to 100% under automatic route – Teleports, Direct to Home, Cable Networks, Mobile TV, Headend-in-the Sky Broadcasting Service and Cable Networks.  
 However, change in the ownership pattern or transfer of stake by existing investor to new foreign investor (where fresh license/permission from sectoral Ministry is not sought), will require approval from Foreign Investment Promotion Board (FIPB). 

3.  Single Brand Retail Trading Government may relax sourcing norms for entities undertaking single brand retail trading of products having ‘state-of-art’ and ‘cutting-edge’ technology and where local sourcing is not possible. 

Local sourcing norms proposed to be relaxed for a period up to three years and a relaxed sourcing regime for another five years for entities undertaking Single Brand Retail Trading of products having ‘state-of-art’ and ‘cutting edge’ technology.  The local sourcing requirement was not applicable for FDI up to 51%.  
4.  Brownfield Pharmaceutical 100% with prior government approval.  Relaxed to 74% under automatic route (government approval route beyond 74%). 
5.  Brownfield Airport projects 

74% under automatic route. (beyond 74% under government route). 100% FDI under automatic route. 

6.  Food manufactured/ produced in India 

No particular policy hence covered by general policy on trading (Cash and Carry Wholesale, Multi Brand Retail, Single Brand Retail, etc.). 

100% FDI under government approval route for trading, including through  e-commerce, in respect of food products manufactured or produced in India. 
7.  Civil Aviation Sector While, under Automatic route, only 49% FDI permitted. 100% for NRIs.  100% FDI now permitted in Scheduled Air Transport Service/Domestic Scheduled Passenger Airline and regional Air Transport Service. 49% under automatic route and beyond 49% under government route.  

 Erstwhile limits on foreign airlines continue. 
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Sr. No Sector Existing Policy Proposed Policy 
8.  Private Security Agencies Only 49% FDI permitted with prior government approval. FDI now permitted up to 74%. 49% under automatic route and beyond 49% and up to 74% under government approval route. 
9.  Animal Husbandry FDI allowed 100% under Automatic Route under controlled conditions. Requirement of ‘controlled conditions’ for FDI in Animal Husbandry (including breeding of dogs), Pisciculture, Aquaculture and Apiculture proposed to be done away with. 
10.  Establishment of branch office (BO), liaison office (LO) or project office (PO) 

Existing master directions issued by Reserve Bank of India (RBI), requires prior RBI approval for setting up LO/BO/PO in Defense, Telecom, Private Security or Information and Broadcasting. Master direction does not indicate a requirement to obtain approval from FIPB or relevant ministries. 

Requirement for approval of Reserve Bank of India or separate security clearance proposed to be done away with in cases where FIPB approval or license/permission by the concerned Ministry/Regulator has already been granted in sectors such as Defense, Telecom, Private Security or Information and Broadcasting. 

The aforementioned changes are based on the government's Press Release issued earlier in the day. The implications of the proposals including their impact on existing conditions would need to be analysed in greater detail once the Press Note to amend or supplement the Consolidated FDI policy is issued by the Central Government.  Conclusion: “Minimum Government, Maximum Governance” is what India was promised when the current Government rode 
to power in 2014.  The proposal of opening up of most sectors by placing them under the automatic route, 
(excluding a small negative list of sectors which would require prior approval) seems to be in line with that 
promise.  These proposed changes coupled with the big bang announcements made in November, 2015 will 
make India one of the most open economies in the world for FDI.  These measures will inter alia also pave the 
way for furthering the current Government’s cause of ‘Make in India’ program and creating employment and job 
creation in the country.   
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