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P
rime Minister Narendra Modi has reiterated his government’s commit-
ment to creating a “deregulation commission”, meant to prune existing 
rules and create a new and more investment-friendly ecosystem. The 
removal of onerous regulations was also the thrust of the Economic 

Survey, tabled in Parliament a few weeks ago, and this policy thrust was also sig-
nalled in the Union Budget. What matters now is how deep, comprehensive, 
and sustained the work of deregulation will be. Already, a so-called “Jan Vishwas” 
Bill has been passed and that decriminalises some civil offences. Another one 
has been promised to reportedly remove criminal punishment for about another 
100 minor offences, replacing them with civil penalties. These are important 
steps forward. But they do not so far consist of a shift in approach so much as 
pruning the most excessive and punitive aspects of an oppressive state machinery 
that has been built up over decades. 

The government must direct the new commission to conduct a wide-ranging 
assessment of all existing regulations. They should be evaluated along multiple 
axes. First, whether the purpose for which they were introduced is still relevant. 
Second, whether they have demonstrated efficacy in achieving that purpose. 
And third, the costs they have imposed upon citizens, entrepreneurs, and 
investors. The costs must then be balanced against the benefits if the regulation 
is to persist. Ideally, such an exercise would be transparently conducted before 
regulations are brought in. But it rarely has been, whether by the government or 
by independent regulators. This is hardly good practice and contrasts sharply 
with all other liberal democracies, even highly regulated European ones. The 
absence of conducting public risk-and-reward assessments of policy changes 
and rule-making does not reflect an overall policy framework so much as a broad 
attitude that assigns greater power to bureaucracy. It is this approach that a 
deregulation commission must break away from. To that end, the staffing of 
any commission will be a vital choice. It must not be composed simply of retired 
officials who share the very approach that deregulation must correct. 

Whatever the cost of any single regulation might appear to be, its true cost 
is undoubtedly higher when it is part of an entire thicket of laws and prohibitions 
that reflects this statist approach. The whole is greater than the sum of the parts; 
it is the byzantine and internally contradictory state of India’s regulatory apparatus 
that more than anything else acts to dampen investors’ enthusiasm and reduce 
their appetite for deploying fresh capital in regulated sectors. It is no surprise 
that manufacturing, for example, sees far less excitement than online retail or 
the app economy — even if the former is a government priority, the latter has a 
far less intrusive regulatory apparatus. To revive public investment, the govern-
ment must convince investors that a new deal is being offered to them, and that 
amounts to a concrete break from the past. It will be important that all states 
also cooperate in this mission of making India an investor-friendly destination. 
In the decade and more that this administration has been in power in New Delhi, 
it has sought time and again — with the best of motives — to demonstrate that it 
prioritises a business-friendly policy environment. Deregulation, if carried out 
right, will go some way to fulfilling those commitments.

A new paradigm
IT companies will need to adjust business models

T
he 3QFY25 (October-December 2024) results and associated management 
guidance from the information-technology (IT) sector indicate that the 
industry may be on the cusp of a tectonic shift in business models. This 
impression was reinforced by industry leaders at the recent Nasscom 

Technology and Leadership Forum. While the third-quarter results were decent 
and guidance was cautiously upbeat, the impact of the adoption of artificial intel-
ligence (AI) is clearly being felt and this will necessitate a change in business 
models for the classic Indian IT services firm. Management commentaries reflect 
an improving macro environment with green shoots in discretionary spending, 
while the deal pipeline is strong. As generative AI adoption increases, output is 
no longer directly correlated to headcount and business clients are looking at 
moving to the hyperscaler model, with an increase of “insourcing”. HCL Tech 
Chief Executive Officer and Managing Director C Vijayakumar says clients are 
now looking to double revenue while deploying half the headcount. 

While the Indian IT industry says AI will create more jobs than it extinguishes, 
there could be short-term pain and entirely new business models will be required 
in the long term. As of now, Nasscom estimates around 400,000 IT industry workers 
are AI-skilled, though less than 100,000 are highly skilled. The AI-competent num-
ber could climb to around 1.7 million in the medium term and about 2.7 million in 
the long term. But in the short term, headcounts could freeze or fall. According to 
Gartner, IT spending is expected to grow robustly at 10 per cent in 2025. Spending 
on AI-optimised servers is projected to double in 2025, reaching $202 billion, with 
IT services companies and hyperscalers accounting for 70 per cent or more of this 
spending. Hyperscalers are pivoting to the AI model market, and projections 
include operating $1 trillion worth of AI-optimised servers by 2028. 

Hyperscalers are guiding towards a pickup in generative AI integration, 
which will lead to workload shifting from on-premise to cloud, data services, 
infrastructure services, and cybersecurity. Insourcing will become a more attrac-
tive option for clients. Distinctions between IT services, data centres, and hyper-
scalers are blurring because the business models and skill sets of all three sectors 
converge. AI will generate significant productivity benefits in services and also 
provide new opportunities but there is a near-term risk of AI adoption leading 
to downsides in revenue growth, operating margins, and valuations. Areas like 
software development, testing, and horizontal business process outsourcing 
(BPO) are becoming increasingly AI-driven and many clients are initiating data 
infrastructure modernisation and legacy code updating. The increase in AI capa-
bilities and a reduction in costs will boost AI adoption, driving new opportunities 
for Indian IT service providers. 

Most IT services companies view revenue-deflation risks as manageable 
since they can cut costs through internal AI adoption and eventually new revenue 
streams will arise from the adoption of generative AI. The use of AI at scale to 
eventually transform business operations will be a large future opportunity. But 
in the short term, generative AI adoption could lead to a 2-3 per cent negative 
impact on revenue growth over a period of two-three years until AI adoption 
creates enough new use cases for demand to turn positive. Areas like application 
development and business process outsourcing could see a higher revenue-
deflation impact. Mid-tier Indian IT firms have a higher exposure to application 
development than Tier-I companies. However, every Indian IT firm will have to 
review the decades-old business models.
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T
he reform agenda in taxation — both for income 
taxes and indirect taxes — has advocated for a 
broad-based regime with low tax rates. Through 

this reform process, the income tax structure in India 
witnessed a significant reduction in the number of 
slabs, stabilising at three by the late 1990s. Another 
critical element of this agenda was to reduce the extent 
of incentives built into the regime. The introduction 
of sunset clauses for some major 
incentive regimes was a step in this 
direction. More recently, the govern-
ment has attempted another push in 
this direction by offering a lower rate 
regime with no exemptions and 
incentives, available to both corpora-
tions and individuals. 

In order to bring in an element of 
transparency and to support discus-
sions on the merits of various exemp-
tions, the Government of India has 
been publishing a revenue foregone 
statement since the 2006-07 Budget. These documents 
provide some interesting insights into the evolution 
of incentive regimes and taxpayer decision-making.  

At the aggregate, the ratio of revenue foregone to 
total revenue collected has declined for corporate tax, 
especially in the last three years for which data is avail-
able. Between 2016-17 and 2020-21, the ratio remained 

stable, and, thereafter, there is a decline. This is also 
the period when the alternative tax regime kicked in, 
under which businesses could opt for a lower rate 
regime with no exemptions. These trends suggest that 
considerable progress has been made in reigning in 
exemptions and concessions within the tax regime — 
a commendable achievement.  

In terms of the choice of regime among corporate 
taxpayers, information is currently 
available only till 2022-23 and suggests 
that 41 per cent of the total income 
reported is under the old regime, 
modestly lower than 43 per cent 
reported in 2021-22. If the commit-
ment to transition to a no-exemption 
regime is sacrosanct, there is still 
some way to go.  

Personal income tax (PIT) is a little 
more complex. During the entire peri-
od, the ratio for PIT is higher than that 
for corporate income tax (CIT). Given 

that PIT revenue collections have exceeded revenue 
from CIT in recent years, higher ratios suggest that 
the role of incentives remains significant. In terms of 
trends, the ratio increases sharply in 2019-20 before 
declining. Since 2019-20 was the year of the Covid-19 
pandemic and the lockdown, revenue collection 
growth was moderated, and incentives were provided 

to support citizens. The ratio, however, remains above 
20 per cent even in 2023-24.  

The composition of revenue foregone for indi-
viduals throws up some interesting trends. First, 
section 80C remains the largest contributor to rev-
enue foregone, though the share of these savings 
incentives has declined from 82 per cent in 2013-14 
to 52 per cent in 2022-23. Apart from contributions 
to pension schemes and medical insurance, another 
important component is the rebates under section 
87A. These are rebates given to taxpayers in the 
lower tax brackets to reduce effective liability. These 
concessions can be viewed as an alternative to raising 
the exemption threshold. Excluding these from the 
revenue foregone, the ratio drops considerably, yet 
remains above 15 per cent. It should, however, be 
kept in mind that the lower rates of tax built into 
the new regime under section 115BAC are not fac-
tored into the reporting of revenue foregone. 

Should we view incentives in personal income tax 
in the same light as those for corporate tax? Should 
reforms focus on reducing the incentives available or 
the incentives availed of? There are two ways to imag-
ine such a transition. One, to reduce and phase out 
these incentives over time. This option would expand 
the tax base and keep existing taxpayers within the 
tax net. The other option is to make the alternative 
regime more attractive by increasing the implied tax 
benefit. This would reduce the number of taxpayers 
in the regime and at the same time reduce the tax lia-
bility for most taxpayers.  

The Union Budget 2025-26 chose the latter 
approach. It introduced a significant change in the 
income tax regime for individuals with changes in 
the rate slabs as well as a sharp increase in the effec-
tive exemption threshold from ~7 lakh to ~12 lakh. 
Individuals with incomes less than ~12 lakh can now 
choose the new tax regime and not be liable for any 
taxes. Further, even for taxpayers with income above 
the ~12 lakh threshold, the regime offers lower tax 
rates in comparison to the old regime. For a broad 
range of taxpayers who are not availing of large 
deductions under the old regime through housing 
and savings provisions, the new regime might prove 
more attractive.  

The question that remains, however, is how these 
changes can be used to construct a more robust 
income-tax regime in the country. The need to bring 
in more people in the tax regime remains an impor-
tant concern for ensuring long-term stability in rev-
enue collections. Can we phase out the “old regime” 
at some point in time? If the income tax regime is 
not broad-based, the pressure to “support the middle 
class” will remain. 

The author is director, National Institute of Public Finance 
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T
he central message of the latest Economic 
Survey is clear: “Get out of the way.” It advocates 
enhancing economic freedom as a catalyst for 

growth. To achieve this, the Survey proposes “system-
atic deregulation by systematically reviewing regula-
tions for their cost-effectiveness” in terms of monetary, 
opportunity, and state capacity costs, as well as unin-
tended consequences. This has been a recurring theme 
for about a decade, but has gained heightened atten-
tion in recent years as the adverse impact of excessive 
regulation on economic growth became evident. The 
call for deregulation today is at least as resounding as 
the push for decontrol that shaped India’s economic 
reforms in the early 1990s. 

In her 2023-24 Budget speech, the finance minister 
urged financial sector regulators to conduct a com-
prehensive review of existing regulations to “simplify, 
ease, and reduce the cost of compliance.” In the interest 
of optimum regulation in the finan-
cial sector, she suggested public con-
sultation in the process of regulation-
making and issuing subsidiary 
directions. Building on this, the 2025-
26 Budget proposes the establishment 
of a High-Level Committee for 
Regulatory Reforms to review all non-
financial sector regulations. 
Additionally, it introduces a mecha-
nism to assess the impact of existing 
financial regulations and subsidiary 
instructions. The Competition 
(Amendment) Act of 2023 reinforced this agenda by 
mandating periodic reviews of regulations by the com-
petition regulator. It mandated the regulator to consult 
the public when making regulations and prescribed 
the manner of such consultation. 

It is thus clear that deregulation is not less gover-
nance, it is better governance. It does not mean the 
withdrawal of regulations; rather, it signifies eliminat-
ing unwarranted regulations while preventing the 
introduction of unnecessary ones, ushering in an era 
of responsible regulation. Two key elements of respon-
sible regulation, as evident from these policy initiatives 
are: (a) the scope of regulations covers primary legis-
lation and subordinate legislation such as rules, regu-
lations, subsidiary directions, circulars, and pretty 
much everything that prescribes any binding legal 
norms, made by the Union government, state govern-
ments and regulators, and (b) the process of making 
and reviewing such regulations integrates public con-
sultation and economic analysis.  

Financial regulators in India have been ahead of 

the curve in adopting transparent and consultative 
regulation-making processes. The Securities and 
Exchange Board of India (Sebi) pioneered public con-
sultations as early as 2002, well before the 2014 gov-
ernment policy requiring public consultation for all 
draft legislation and subordinate legislation, and the 
2016 Supreme Court recommendation urging 
Parliament to institutionalise stakeholder consulta-
tion for making laws and regulations. Even without 
a statutory mandate, regulators such as the 
Insolvency and Bankruptcy Board of India, 
International Financial Services Centres Authority, 
and Pension Fund Regulatory and Development 
Authority have proactively formalised frameworks 
to govern their regulation-making process. The latest 
to follow suit is Sebi, which, on February 13, notified 
the Sebi (Procedure for Making, Amending, and 
Reviewing of Regulations) Regulations, 2025. 

Sebi was India’s first major regu-
latory experiment, with many regu-
latory issues first emerging in its 
domain. The resolution of these 
issues has often set a precedent for 
other regulators. Sebi has long been 
regarded as the gold standard in 
market regulation. However, its 
recent regulations fall short of its 
standing and the broader “get out of 
the way” push for deregulation. 

Ideally, the regulations to govern 
the regulation-making process (gov-

erning regulations), existing or yet to be made, should 
incorporate the following nine elements.  

First, the legislature has delegated its law-making 
powers to regulators to specify legal norms within their 
jurisdictions. Therefore, governing regulations must 
apply not only to formal regulations but also to all 
other binding instruments, such as circulars, that 
impose legal obligations on market participants. 

Second, the legislature has prescribed several safe-
guards to ensure democratic legitimacy for laws made 
by the unelected. A key safeguard is that only the gov-
erning board of the regulator makes regulations. This 
responsibility cannot be delegated to any department 
or officer. The governing board must be in the forefront, 
from the issuance of draft regulations to the approval 
of final regulations, and their reviews.  

Third, public consultation helps prevent unwar-
ranted regulations from entering the rule book. 
Governing regulations should mandate consulting 
the public at large—not just stakeholders—on draft 
regulations. The governing board must approve draft 

regulations, consider public comments, and dis-
close its response to such comments, before 
approving final regulations.   

Fourth, modern regulators use various methods—
online, offline, and face-to-face — to reach out to the 
public. They engage with them in different formats—
advisory committees, working groups, roundtables, 
seminars, workshops, and discussion papers. The 
governing regulations may specify the minimum 
requirements and methods of public engagement 
and require regulators to measure and disclose the 
quality of public consultation through a public con-
sultation index.   

Fifth, consultation is effective when the public is 
presented with an economic analysis of the proposed 
regulation, to enable them to appreciate its full import 
and suggest improvements or alternatives. This 
enhances acceptance of the proposed regulation, 
reducing the likelihood of regulatory reversals.  

Sixth, the governing regulations must not allow 
discretion for exemption. There cannot be exceptions 
where, for example, public consultation is not good, 
and ought to be exempted. However, the regulations 
must recognise exigencies requiring immediate inter-
vention. In such cases, regulations with a defined shelf 
life may be permitted, ensuring due process is followed 
for permanent regulations.   

Seventh, biennial reviews must be mandated to 
eliminate outdated regulations, and keep all regula-
tions, including governing regulations, aligned with 
evolving business and market needs.  

Eighth, public consultation typically allows a short 
window for public comments. A more dynamic 
approach would be to enable the public to propose 
new regulations or suggest amendments at any time. 
Regulators should review such proposals biannually 
and integrate relevant suggestions into regulations, 
following due process.  

Ninth, to enhance regulatory certainty, governing 
regulations should require regulators to provide bind-
ing clarifications upon request. Such clarifications 
must be enforceable and legally binding on the regu-
lator, ensuring predictability for market participants. 

Codifying these principles will ensure that law-
makers hold themselves to the same standards of 
accountability that they demand from regulated enti-
ties, fostering an environment conducive to sustainable 
economic growth. This balance will safeguard against 
over-regulation and underregulation while ensuring 
responsible regulation.  

The authors are regulatory law practitioners 

Responsible regulation: The key to reform

Deregulation commission must conduct wide-ranging assessment

Cutting red tape

T
he subject of this biography, Lt 
General Rostum “Rusty” 
Kaikhrushru Nanavatty, was born 

in 1943. In December 1962, as a newly-
commissioned Second Lieutenant, he was 
posted to Charlie Company, 2nd Battalion, 
8th Gorkha Rifles (2/8GR) in Along, NEFA 
(now Arunachal Pradesh), just weeks after 
the Indo-China War ended. He retired in 
2003, as the General Officer 
Commanding, Northern Command. 

As it chanced, his unit was not involved 
in action during the 1965 War and he was 
attending a course in Fort Benning, USA, 
when the Bangladesh War broke out in 
December 1971. So he missed out on action 
during those two conventional wars. 

However, due to India’s turbulent 

history, General Nanavatty was deep in the 
“grey zone” of unconventional conflict 
and internal security operations 
throughout his career. In the 1960s, he 
served a stint in Nagaland. This was his 
first taste of counter-insurgency. He also 
served in Bengal as a young officer during 
the Naxalite period of the 1960s. 

General Nanavatty’s later career was 
shaped by several key assignments and 
some of the courses he attended. At Fort 
Benning, he learnt how Americans 
studied war. He also spent time as liaison 
officer to the British School of Infantry at 
Warminster. There, he learnt how the 
British had tackled terrorism and Irish 
Republican Army guerrillas in Northern 
Ireland, and he also gleaned a fair amount 
of information about the training and 
tactics of the SAS. He had always been 
fascinated by infantry small unit tactics 
and a stint as Brigade Major to 1 Armoured 
helped him sharpen his understanding of 
mechanised warfare, which he had 
studied in theory.    

General Nanavatty was in charge of 
the Para Commandos task force during 
the Indian Peace Keeping Force (IPKF) 

expedition to Sri Lanka and helped to 
develop India’s Special Forces (SF) 
doctrine. He also commanded 129 
Infantry Brigade during the 1980s, 
which meant he was in charge of 
Siachen when it was a ferocious high-
altitude conflict zone. 

As a Corps commander in Northern 
Kashmir in the mid-1990s, he handled 
the challenges of counter-terrorism yet 
again. Then he was posted back to 
Eastern Command when the troubled 
states of Nagaland, Manipur and Tripura 
became part of his Area of 
Responsibility, as the army calls it.  His 
last posting as GoC, Northern Command 
involved not only overseeing counter-
terrorism operations in J&K, but also 
being point man during a long, tense 
standoff with Pakistan after the attack on 
Parliament in December 2001.    

Soldiering in India has never been a 
peacetime profession as that brief 
description of General Nanavatty’s career 
indicates. More than two decades after his 
retirement, India continues to face 
versions of the same challenges. Kashmir 
is still a conflict zone. Manipur burns. 

Sundry Naga rebels run parallel 
administrations. There is still tension on 
the Line of Control, and on the Line of 
Actual Control (which was not so tense 
during much of General Nanavatty’s 
career). Indian and Pakistani troops still 
face-off on the glacier. 

These tensions have led to a stream of 
new, fast-evolving 
challenges for the 
defence forces (and 
the police and 
paramilitary). These 
are issues of domestic 
politics and 
geopolitics that 
cannot be solved by 
military actions alone. 
The inability of 
successive 
governments to find 
holistic solutions is a failure of policy over 
a period of eight decades. 

But while an analysis of that failure is 
well beyond the scope of this book, men 
like General Nanavatty have had to 
handle these challenges on the ground. 
The army as an organisation has had to 
evolve and change doctrines, training and 
processes to cope. Through its 
examination of General Nanavatty’s 

career, this book presents a longitudinal 
history of the army’s transformation. 

General Nanavatty had a reputation 
within the services for being a straight 
shooter and “soldier’s soldier”. He 
eschewed the spit-and-polish of parade 
grounds and fancy cutlery in the officers’ 
mess and instead spent his time on the 

ground with his 
troops, platoon level 
up. He made 
recommendations 
and wrote annual 
confidential reports 
without fear and 
favour.  

He conceptualised 
some of India’s SF 
doctrine and helped 
create the concept of 
the Ghatak  Platoon 

that is part of every infantry battalion. 
This is not to say he didn’t make mistakes. 
He admitted to the author that he was 
wrong in his opposition to the building of 
the fence on the LoC, for example. And, of 
course, he rubbed plenty of people the 
wrong way with his no-nonsense attitude. 

The general took copious notes in all 
his postings, and sought concrete 
solutions to the issues the army faced. The 

author says he found those notes 
invaluable and indeed, some of the 
examples given in the appendices (for 
example, the notes during the IPKF 
campaign) are truly impressive in depth 
and detail. The last chapter, which carries 
the general’s thoughts on soldiering, also 
offers an insight to his thought processes. 

The book mentions General Nanavatty 
created and pigeonholed elaborate plans 
for waging conventional war during 
Operation Parakram, as well as a template 
for combating cross-border terrorism with 
more limited punitive actions. Although 
these were not implemented, it would 
have been fascinating if they were 
expounded in more detail. 

The book is meticulously researched 
and the narrative is carefully constructed. 
The author interviewed multitudes of 
people who served with General 
Nanavatty, ranging from junior 
commissioned officers to Army chiefs. He 
also spoke extensively to the family, and 
adds details about the lives of army “brats” 
and fauji wives. 

This biography will give readers a well-
rounded picture of the life and mindset of 
an exemplary soldier and of the way 
soldiering has evolved in the face of the 
security challenges India faces.

An officer and a soldier’s soldier

BOOK REVIEW 
DEVANGSHU DATTA

The govt aims to make the new regime more attractive, but this 
raises questions about long-term revenue stability

SHOOTING STRAIGHT:  
A military 
biography of Lt Gen 
Rostum K Nanavatty 
Author: Arjun 
Subramaniam 

Publisher: 
HarperCollins  

Pages: 400 

Price: ~699

Tax revamp: Incentives 
vs broader base
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