
A Case Study of 
SugAr, AlCo-BEV, And TouriSm

An Integrated  
Value Chain Approach to
Ease of doing Business  
in india

AuThorS:  
Nirupama Soundararajan, Shagun Khurana, Anupam Hazarika & Gunja Kapoor



Pahle india Foundation (PiF) is an FCRA certified, not for 

profit policy think tank, established in June 2013 as a Sec-

tion 8 company. PIF’s motto is “Facilitating Policy Change.” 

The motto guides all our activities. At PIF, we undertake 

research and disseminate its findings to contribute to the 

necessary paradigm shift in development thinking and 

practices in India. PIF is committed to enriching the public 

discourse and also to influence policy formulation that will 

help India successfully complete its triple transition in eco-

nomic, political and social fields.

Our aim is to emerge as a credible, trustworthy and neu-

tral bridge between economic agents like firms, farmers 

and professionals on the one hand and policy makers on 

the other and to contribute to bringing the three principle 

stakeholders viz Government, industry and academia on 

the same page and pulling in the same direction - a key 

condition for ensuring India’s success in global markets. 

PIF currently has an analytically strong team of dedicated 

researchers who are self motivated. PIF’s highly qualified 

team specialises in analyzing India’s political economy and 

its engagement across verticals that are relatively under-

worked areas that will permit PIF to create a niche for itself 

in the research and think tank space in the country.



www.pahleindia.org

An Integrated Value Chain Approach to  
Ease of Doing Business in India

A Case Study of Sugar, Alco-Bev, and Tourism

September 2019

Authors:
Nirupama Soundararajan

Shagun Khurana
Anupam Hazarika

Gunja Kapoor



For further information about this report, please contact: 

Nirupama Soundararajan
Senior Fellow & Head of Research
nirupama.soundararajan@pahleindia.org



An Integrated Value Chain Approach to Ease of doing Business in india │5 

The July 2019 Budget has set India a target of becoming a USD 5 trillion economy by 2025, and 
investments are crucial for economic growth. A positive business environment can encourage 
investments and is critical for businesses to thrive. India’s improvement in the Ease of Doing Business 
(EoDB) rankings, as computed by the World Bank, signals such a positive environment for potential 
investors. 

However, ease of doing business in Delhi and Mumbai are not representative of a country as large 
and diverse as India, and hence the Department for Promotion of Industry and Internal Trade came 

up with a Business Reform Action Plan (BRAP) as a way to enhance the role of the respective state governments in easing 
doing business in India.

Interestingly, literature on the impact of improvement in EoDB indicators on the domestic economy, economic growth, and 
investment is scarce, and not particularly encouraging. When Pahle India Foundation examined the impact of the BRAP 
framework on state GDPs, we saw no discernable improvement. Now this could well be because of a lag factor, but we 
surmised that it could also be because the BRAP framework does not, by design, target those sectors that fuel growth for a 
state. This study looks to address the latter. 

This report takes a slightly different approach to EoDB. The objective of this study is to test this hypothesis that an integrated 
value chain approach to EoDB and its implementation in a similar manner, will lead to more quantifiable and better results 
for the states. In order to demonstrate this, this report has undertaken a case study of three interconnected sectors of sugar, 
alcoholic beverages, and tourism. As an integrated value chain, the sugar industry acts as an input industry for the alcoholic 
beverages sector, and the tourism industry is the output sector. Furthermore, sugar is regulated completely by the Centre, 
while alcohol is completely regulated by the states. Tourism on the other hand is regulated by both the Centre and states.

The report makes very detailed observations on the regulatory framework and business environment for all three sectors. 
For sugar, the study notes that the sugar industry will recover faster if greater attention is paid to the by-products of sugar. 
For the alcoholic beverages sector, it was observed that in all states, all approvals pertaining to state excise or otherwise, 
are still offline and have not been digitised, barring very few exceptions. For tourism, it was observed that the hospitality 
sector, which contributes significantly to tourism and to the economy, would benefit from a national policy. 

The study also makes several recommendations at the macro level and at the sectoral level. Our most important 
recommendation is for DPIIT to adopt a sectoral approach by conducting sector-specific studies, to suggest sector-specific 
reforms, in place of their current framework. If indeed states ease doing business for those sectors that are potential growth 
drivers, the proof of the method will lie in the increase in employment and growth numbers, which is what ultimately 
matters. 

For Pahle India Foundation, we hope this will be a start to many more sector based ease of doing business studies. There are 
many insights in this report that we hope you find interesting. We look forward to receiving your feedback. 

Arun Seth

Executive Chairman

Foreword
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India’s rank in the World Bank’s Ease of Doing 
Business (EoDB) study improved from 130 in 
2017 to 100 in 2018. The country’s rank went up 
subsequently to 77 this year. The Department for 
Promotion of Industry and Internal Trade (DPIIT) 
developed a Business Reform Action Plan (BRAP) 
and a system for ranking States’ performances to 
undertake reforms for facilitating EoDB. While this 
reform plan has had some impact, as seen from 
India’s rankings, there are still deep-seated issues 
that need to be dealt with. The limitations of the 
World Bank’s EoDB study is that it only considers 
two cities – Mumbai and Delhi, and does not factor 
in regional or sectoral diversity. Similarly for the 
DPIIT survey of states, user experience and business 
feedback were not taken into consideration. Since 
then DPIIT has updated their framework to include 
business feedback on a few reforms.

Interestingly, literature on the impact of 
improvement in EoDB indicators on the domestic 
economy are not readily available. In fact, studies 
state that there is an insignificant, even if positive, 
impact of EoDB parameters on either economic 
growth or on investment per se. The only positively 
measurable parameter has been the number of 
businesses that have opened. While an increase in 
rankings in the World Bank EoDB framework does 
reinforce the country’s commitment to reforms and 
remaining open, it has rarely translated into any 
significant increase FDI inflow. 

The same may not be necessarily true when 
examining the impact of the BRAP framework on 
state GDPs. In India, improvements in BRAP has had 
no discernible impact on the gross state domestic 
product (GSDP). In fact, the top performing states 

in terms of GSDP have been doing so even before 
the BRAP framework. Ideally, the incentive for 
improving any regulatory framework should 
be increase in inflow of investments, domestic 
or foreign, and an increase in employment 
opportunities, and eventually an increase in GSDP. 
This impact is not so visible. The reforms that are 
being executed as detailed by the BRAP framework 
may not necessarily have the desired impact on 
certain sectors that are most important for the state, 
to increase its GSDP.

For this reason, the authors have adopted a slightly 
different approach to EoDB. The authors have 
decided to evaluate the ease of doing business for 
individual sectors. This would mean that states 
can choose to concentrate on those sectors that 
contribute the most to their revenue and ease doing 
business for those sectors. This way the chances are 
that the impact of regulatory ease will be felt faster 
and in a more measurable manner.

The objective of this study is to test this hypothesis, 
that an integrated value chain approach to EoDB 
and its implementation in a similar manner, will 
lead to more quantifiable and better results for 
the states. This would also allow states to choose 
sectors that contribute most to the gross state 
domestic product (GSDP) For this purpose, the 
authors have identified three interconnected 
sectors – sugar, alcoholic beverages, and tourism. 
In order to test this hypothesis, extensive one-
on-one interviews were conducted with multiple 
stakeholders across the value chain for all three 
sectors, including businesses houses in each sector, 
farmer groups, alcohol distributors, alcohol retailers, 
restaurant owners and managers, hotel owners and 

Executive Summary
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managers, and respective policymakers at the centre 
and state levels, including excise commissioners.

These three sectors were chosen for two reasons. 
First, the three sectors are extremely co-dependent. 
As an integrated value chain, the sugar industry 
acts as an input industry for the alcoholic beverages 
sector, and the tourism industry is the output 
sector. Problems in any of these three will have 
ramifications on the other two, given their co-
dependent relationship. Second, the three sectors 
also present an interesting case of regulations. 
Sugar is regulated completely by the centre, while 
alcohol is completely regulated by the states. 
Tourism on the other hand is regulated by both 
the centre and states. The first chapter covers the 
background, rationale and methodology of the 
study.

Sugar, is the first link in the integrated value 
chain this study examines. It is the second-largest 
agro-based industry in India. More importantly, 
both sugar and sugarcane are listed as essential 
commodities under the Essential Commodities 
Act, 1955. India’s sugarcane cultivation is quite 
widespread. In fact, it is the preferred crop for 
approximately 35 million farmers in the country. It 
is, however, marked by differences in production 
volumes and quality of sugar and molasses. 
Despite a few dips over the past decade, sugarcane 
cultivation across the country has been relatively 
stable overall. India is both the largest producer 
of sugarcane as well as the largest consumer of 
sugar. The nation is second only to Brazil in sugar 
production. India relies solely on sugarcane for 
sugar production rather than on beet.

As a standalone industry, it has long ceased to 
generate profits for manufacturers. It is important 
for the market for other by-products to be developed 
accordingly. This can be achieved with carefully 
considered policies, and is outlined in the second and 
third chapters. Some of our key findings are:

• Uttar Pradesh and Maharashtra have the 
largest areas under sugarcane cultivation, and 
corresponding high yields. Their sugarcane 
production accounts for two-thirds of India’s 
overall production, ranging from 352,142,000 
tonnes in 2013-14 to 355,098,000 tonnes in 
2017-18.

• Sugarcane farmers and sugar processors 
are interdependent and subject to certain 
restrictions in activities, based on the nature 
of their crop and product. Therefore, both 
farmers and millers face significant issues in 
sugarcane production and sugar processing.

• Farmers can choose to register with a 
particular miller within their reservation 
areas, as the miller takes on the responsibility 
of harvesting and transporting the crop.

• However, if the farmer’s field is within the 
designated catchment area, as specified by the 
Rangarajan Committee (2012) the crop has to 
be accepted and paid for by the miller and, 
regardless of the miller’s ability to process the 
volume or make the payment.

• One of the primary problems faced by the 
sugar industry is with regard to the pricing 
of sugarcane. The price for sugarcane, 
known as Fair and Remunerative Price (FRP) 
is fixed based on the recovery rate and 
other parameters, by the Commission for 
Agricultural Costs and Prices (CACP).

• However, state governments have got into the 
habit of announcing their own price known 
as State Advised Price (SAP). Often SAPs 
are declared bearing in mind the distress of 
the sugarcane cultivator in the state. SAPs 
are always set higher than the FRP, which 
according to the Price Policy of Sugarcane 
creates distortions in the industry. 

• The Rangarajan Committee has recommended 
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a revenue sharing model between the farmers 
and millers.

• The sugar industry engages around 35 million 
farmers and provides employment to around 
350,000 people through mills and distribution 
networks. 

• Since regulations in the sugar industry 
extend across the value chain, right from 
area allocation, purchase price of sugarcane, 
quantity of sugarcane purchased, quantity of 
sugar released, and the selling price of sugar, 
industry players have little or no flexibility to 
take business decisions.

• The profitability of sugar millers has a 
direct impact on the sugarcane farmer. The 
profitability of the miller will depend broadly 
on four parameters – the domestic retail 
consumption market, the domestic commercial 
consumption market, the export market, and 
the by-products market.

• If commercial prices for sugar were market 
driven, rather than controlled, there is a greater 
chance of the miller being able to subsidise the 
retail price.

• Molasses is the most economically viable by-prod-
uct of sugar manufacturing, with pan-India 
production at 12 million tonnes. There is a division 
of regulatory responsibility between Centre and 
States when it comes to by-products of sugar 
manufacturing, based on the end-use of each.

• India’s sugar industry produces around 5 
million tonnes of press mud and 40 million 
metric cube of spent wash, making it poised to 
contribute to the organic fertiliser industry. 

• India’s 550 sugar mills have an estimated 
combined power production capacity of 5,000 
MW from bagasse, according to the Ministry of 
New and Renewable Energy (MNRE).

• The sugar industry is under immense stress 
and realising the economic potential of its 
by-products is the best way of restoring some 
financial health to the sector.

The alcoholic beverages industry, the second link 
in the integrated value chain, has been growing at 
more than 12 per cent CAGR for the decade starting 
2001, making India one of the fastest growing 
markets in the world. With an estimated annual 
consumption of 5.94 billion litres in 2018, India 
is already the ninth largest market for alcoholic 
beverages in the world. The global status report on 
alcohol and health released by the World Health 
Organisation (WHO) in 2018 shows that, from 2005 
to 2016, the per capita consumption of alcoholic 
beverages in India has increased from 2.4 litres 
to 5.7 litres respectively. India is expected to be 
the third largest consumer economy for alcoholic 
beverages, as the consumption is expected to triple 
to USD 4 trillion by 2025. Factors like changing 
demographics, improvement in standards of living, 
higher disposable incomes, change in spending 
patterns, and a growing culture of social drinking 
are likely to drive this growth.

The economic importance of the alcoholic beverages 
sector, inferred by the contribution to tax revenues, 
is immense. Since the introduction of GST, excise is 
one of the major taxes that states levy and collect 
by themselves. Tax revenue from excise forms a 
significant part of the states’ revenue receipts. 
The budget estimates for the total excise revenue 
generated by the alcoholic-beverages industry alone 
in 2018-19 is to the tune of INR 1.4 lakh crores, 
which is a 15 per cent increase from the previous 
year’s revised estimates. 

Due to the nature of the product and the revenue 
involved, alcohol for human consumption is a 
controlled commodity and is subject to regulation 
by state governments. All entities involved in the 
manufacture, distribution, and sale of alcoholic 
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Executive Summary 

beverages are subject to different approvals and 
licences for business operations, in their respective 
states. Despite the emphasis on improving ease of 
doing business in India, the industry continues to 
face a myriad of restrictive policies and complex, 
excessive regulation. 

Doing business comprises of three stages of a 
business — starting a business, running a business 
and closing a business. For the alcoholic-beverages 
industry, like the other two sectors selected, the 
most difficult of these stages is running a business, 
for all the stakeholders including the manufacturers, 
distributors and retailers. This study analyses the 
different models of doing business in the alco-bev 
industry with reference to ten states, namely — 
Maharashtra, Karnataka, Delhi, Haryana, Telangana, 
Uttar Pradesh, Assam, Orissa, Chhattisgarh and 
Jharkhand. In chapters four and five, we address 
these issues in depth. Some of our key findings are:

• All the stakeholders in the industry are required 
to obtain an annually renewable licence from 
respective state governments to operate their 
establishment. In most states, the process of 
licence renewal continues to be offline.

• Manufacturers are required to register their 
brands in markets (states) where they want to 
sell the products, and renew them for all states 
on an annual basis. This is an offline process 
in all states, and it is only in Karnataka and 
Maharashtra that brand registration is now a 
one-time requirement.

• All states have different standard operating 
procedures (SOPs) for label registration, most of 
which are offline. The time taken for registering 
one label through the offline process is around 
1-2 months. Moreover, labels of all brands need 
to be renewed every year, in all the states where 
the producers intend to sell their products, even 
if there is no change in the previous year’s label. 

• It is required for all manufacturers to register 
the brands they want to sell in a particular 
state, annually. Thus, if a manufacturer wants 
to sell one product in 10 different states in 
India, the manufacturer is required to register 
that brand with all 10 state governments.

• Labels are different for all the states in India with 
each state specifying different rules and require-
ments for products sold in their state. Different 
labels for each of the brands, for different sizes of 
bottles, across all states have to be registered. In 
most states this is an annual exercise. 

• There is a lack of coordination between State 
Excise, Food Safety and Standards Authority 
of India (FSSAI) and, Legal Metrology (Packed 
Commodities) Rules (LMR) about what goes on 
a label. If any changes are introduced in the 
middle of the Excise year, it becomes a hassle 
to register the new label and re-label or replace 
already labelled stocks.

• The process of placing Excise Adhesive Labels 
(EALs) on the bottles is manual in most 
states which makes this an inefficient and 
risky process. EALs are made of paper and 
are manually put on the bottle. If torn in the 
process, the manufacturer has to bear the full 
price of that bottle.

• Price is determined by government intervention 
of a certain magnitude, which varies across 
states. It is common for states to deny 
manufacturers price increases even to offset 
manufacturing cost inflation and levy changes. 
Price approvals and increases are swathed in 
opacity and discretionary powers, with little to 
no transparency, no clear process laid down in 
law and no guiding principles.

• The statutory levies and charges apply after the 
Ex-Distillery Price (EDP) is fixed and increase 
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every year. The increases in levies and charges 
do not get passed on to the consumer, and 
reduce the margin of the manufacturer.

Tourism, the final link in the integrated value 
chain, serves as an output sector not only for 
alcoholic beverages, but also for sugar. Ease of 
doing business reforms introduced in one sector 
tend to have spill over effects for both the forward 
and backward linked sectors. Tourism industry is 
forward-linked to both alcoholic beverages and 
sugar, as it serves as an important front-end for 
products of both. While alcoholic beverages are one 
among many inputs for the hospitality sector, sugar 
is a primary input for the food services sector. The 
case studies in chapter 8 of this report showcase 
the relationship between the alcoholic beverages 
industry and tourism, by examining the experiences 
of Gujarat and Karnataka. 

The Indian tourism industry is the seventh largest 
industry in the world and contributes USD 234 billion 
(INR 16,380 billion) or 9.4 per cent to the country’s 
GDP. According to World Travel and Tourism Council 
(WTTC) report of 2018, this is expected to further 
grow to USD 424 billion (INR 29,680 billion) by 2027. 
In 2018, travel and tourism supported 42,672,700 
jobs overall and the contribution was 8.2 per cent 
of total employment in 2018. In that year, India 
ranked second globally in terms of the contribution 
of tourism sector in total employment. The tourism 
industry is a sunrise sector for India, more so in terms 
of employment generation.

While tourism does not fall under any list in 
Schedule VII, the major budgetary allocations are 
from the Centre, whereas the States have a greater 
role in facilitating EoDB. Uncertainties regarding 
division of responsibilities between Centre and 
States will persist, until tourism is placed under 
either of the three lists per Schedule VII of the 
Constitution. In the tourism industry, the hospitality 

and food services sectors largely cater to the 
leisure and MICE tourism segments. Some of our 
other findings with regard to issues faced by the 
hospitality and food services sectors of the tourism 
industry, as detailed in chapters six and seven, are:

• Both leisure and MICE tourism suffer when 
prohibition is applied. Not only do states lose 
revenue from excise, but also revenue from GST 
on food and non-alcoholic beverages.

• States have been working on easing business 
in tourism, but while convenience has been 
brought in, there has been little impact 
of reforms in terms of improving revenue 
generation.

• The two major concerns of the hospitality and 
food services industries are - prohibitive costs 
of starting a business and delays in obtaining 
licences and permits.

• Regulatory requirements are incoherent, for 
even the most common licences across the 
sector vary across states, cities and even 
localities within cities. It is almost impossible 
to apply for multiple licences or permits 
simultaneously, which is a big constraint for the 
hospitality and food services industries.

• The single window clearance system has been 
ineffective as there is still no parallel processing 
of applications, and it has not minimised need 
for in person follow up.

• Through this study, we propose eight 
macro recommendations (Table 9.1), eight 
recommendations for the sugar industry (Table 
9.2), thirty two issue based recommendations 
for the alco-bev sector (Table 9.3), and nine 
recommendations for tourism (mainly hospitality) 
sector (Table 9.4). Some of these are:

• In place of this generic method, DPIIT should 
adopt a sectoral approach by conducting 
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sector-specific studies, to suggest sector-specific 
reforms. This will allow the states to pick the 
sectors that are most important to them, and 
take measures to reform those on priority.

• There is a need to review the Excise Acts in 
order to remove redundancies and update the 
Acts according to the business requirements of 
the day.

• A separate pricing mechanism for retail 
consumption and commercial consumption, for 
sugar, must be created. While the government 
can continue to control sugar prices for the 
retail sector, the price for commercial use must 
be market determined.

• Sugar needs a comprehensive trade policy. As 
part of the policy, the methodology for demand 
estimation must be improved upon to minimise 
pricing distortions.

• Movement of by-products of sugar must be 
decontrolled. Karnataka has made ethanol 
control free, however molasses movement is 
still regulated.

• All state governments, for alco-bev, should put 
in place an online portal (like Delhi) for applying 
and renewing all licences by submitting all 
documents and fees through the portal. This 
will help bring in efficiency, transparency and 
encourage a level playing field.

• State governments, like Karnataka and 
Maharashtra, must make registration of brands 
a one-time procedure; the need for renewal 
should be done away with. 

• There should be automatic renewal of 
registered labels in case no changes are 
required in the label, like in Karnataka and 
Maharashtra.

• One body instead of the present three – Excise, 
FSSAI and LMR - should mandate the labelling 
requirements for alcoholic beverages. FSSAI 
is the central authority that can play this role. 
Any changes in the label must be mandatorily 
introduced before the registration process for 
the next Excise year begins.

• While the introduction of EALs is a step forward 
in modernising practices, it should be made 
into mechanised process. If the intent is to 
track and trace, alternative methods must be 
considered and allowed.  Delhi, for example, 
uses a barcode to facilitate track and trace.

• Price determination by state governments 
continues to be a major roadblock in doing 
business in this sector. There are no clear 
processes laid down in law and no guiding 
principles that can be followed. Ideally, there 
should be free pricing for the manufacturers. If 
not for all brands, the states can introduce free 
pricing for premium brands.

• Tourism is not mentioned in either Central, 
State, or Concurrent List, under Schedule VII in 
the Constitution. Suitable amendments must 
be brought to list Tourism under the Concurrent 
List.

• The hospitality sector must be assigned a nodal 
ministry/department. This will make the policy 
environment for the sector more uniform.

• The hospitality sector requires a medium and 
long term vision plan and policy document. 
This is particularly important if India wants to 
capitalise on the tourism sector to become a 
USD 5 trillion economy. 

Executive Summary 
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KEy PoinTS

•	 A major limitation of the World Bank’s study is that it is limited to two cities 
(mumbai and delhi) and fails to account for regional diversity across different 
states and sectors.

•	 until recently, the dPiiT’s state rankings did not take user experience into 
consideration. 

•	 in india, reforms executed as detailed by the BrAP have not had any 
discernible impact on gSdP.

•	 The objective of this study is to test this hypothesis that an integrated value 
chain approach to EodB and its implementation in a similar manner, will lead 
to	more	quantifiable	and	better	results	for	the	states.

•	 For any sector to feel the impact of regulatory easing, changes will have to be 
made	all	along	the	value	chain,	from	the	point	of	input	to	point	of	final	sale.

•	 ideally, states should concentrate on those sectors that contribute the most to 
revenue and work on ease of doing business for those sectors.

•	 The	authors	have	identified	three	interconnected	sectors	–	sugar,	alcoholic	
beverages, and tourism. 
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1.1 The role of Private Sector
The role of the private sector is a key driver 
of economic growth and development. The 
abundant potential of this sector to generate 
employment makes it increasingly significant 
for the overall growth of the nation. However, 
like most developing nations, Indian businesses 
face several challenges. A predictable regulatory 
environment and effective business regulations are 
critical for market development and for businesses 
to thrive. Moreover, the government plays a key 
role in establishing these well-functioning markets 
through regulation. Effective business regulations 
can encourage start-ups and minimise the chance 
for market distortions or failures. The demographic 
dividend coupled with the incumbent government’s 
focus on making India a nation driven by 
competitive business climate, places India in a very 
promising position.

The private sector and the government are 
cornerstones of an economy that cannot exist 
in isolation. While awarding complete control 
to private sector would result in an inequitable 
social matrix, excessive regulations bear the risk 
of adversely impacting ease of business. There is 
a need to strike a fine balance by crafting smart 
regulations that would create a conducive business 
environment, and at the same time, providing 
adequate protection to consumers and other 
societal participants. As a first step, there have 
been significant developments focussed towards 
ensuring a favourable business climate for domestic 

and foreign investors. Increasing foreign direct 
investment (FDI) limits through automatic route 
for most sectors makes India an attractive host 
economy. 

The second step has been to concentrate on India’s 
ranking in the World Bank Ease of Doing Business 
(EoDB) rankings. In 2018, India placed at 100 out 
of 190 countries, moving up 30 places from the 
2017 ranking of 130. This was one of the largest 
jumps in rankings that India had made. The Indian 
Bankruptcy and Insolvency Code, 2016, has been 
a landmark reform towards fortifying the credit 
market in India. The passing of the Goods and 
Services Tax (GST) Act, aimed to simplify tax code, 
was another positive initiative towards easing 
business activities. In 2019, India jumped a few 
more places again, and is now ranked 77. India has 
embarked on an ambitious path of reforms, all of 
which were intended towards eventually improving 
the socio economic fabric of the nation. These 
reforms apply for the two largest business cities in 
India – Mumbai and New Delhi, which the World 
Bank surveys for the study.

1.2 EodB Framework in india
Since the scope of the World Bank’s study for India 
is limited to these two cities, a major limitation 
of this approach is that it fails to account for the 
regional diversity in the business climate across 
different states or for that matter how it affects 
each sector. With India being a federally structured 
nation, states play a vital role in promoting investor 

1. Alternative Approach to Ease of 
Doing Business
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confidence. The ease or difficulty of doing business 
in a state is a result of the regulatory framework put 
in place by the state government and the success 
of implementation, amongst other factors. With 
this in mind, since 2014, erstwhile Department 
of Industrial Policy and Promotion (DIPP), now 
Department for Promotion of Industry and Internal 
Trade (DPIIT), in collaboration with the World Bank, 
released a comprehensive list of reform measures 
known as the Business Reform Action Plan (BRAP) 
every year for implementation by all the states 
and union territories (UTs). This exercise has been 
undertaken to enhance the role of the respective 
state governments in ease of doing business in 
India, which would lead to a more accurate picture 
of the same to investors, both domestic and foreign. 

The BRAP 2017 included 372 recommendations for 
reforms on regulatory processes, policies, practices 
and procedures spread across twelve reform areas. 
These are labour regulation enablers, contract 
enforcement, property registration, inspection 
reform enablers, establishing a single window 
system, land availability and allotment, construction 
permit and environmental registration enablers, 
easing the obtaining of utility permits, paying taxes, 
access to information and transparency enablers 
and sector-specific reforms spanning the lifecycle 
of a typical business. To assess the implementation 
of these reforms by states, DPIIT carries out 
a comprehensive exercise using input-based 
methodology. This involves obtaining responses 
from states and UTs on the implementation status of 
the reform measures suggested in the BRAP. Based 
on this assessment, DPIIT does a comparative study 
of states and calculates the rankings based on the 
implementation score of each state (Table 1.1).

In fact, until recently, the rankings did not take into 
consideration user experience. Business feedback is 
critical to ensuring that the reforms that have been 
implemented on the ground are actually useful for 
industry to start or do business. Therefore, DPIIT has 
recently started carrying out a comprehensive busi-
ness-to-government (B2G) feedback exercisei. States 
and UTs take feedback from businesses on the quality 
of implementation of the reforms (Table 1.2).

One of the stated limitations in this process of 
collating feedback is that it was only possible to 
do so for around 78 of the total of 372 reforms. 
These are also dependent on the number of reforms 
received from each state. While this is an excellent 
way to validate reform implementation, it does not 
necessarily address a larger issue of whether these 
reforms, even if implemented well, have had a 
positive impact on the state’s economy.

1.3 rationale for a Sectoral 
Approach to EodB
The desired impact of EoDB is primarily to spur 
private investment, both foreign as well as 
domestic. Even though the EoDB indicators do not 
make any kind of obvious differentiation between 
brownfield and greenfield investments, the focus of 

___________________________________________

i DPIIT’s methodology of EoDB ranking of states

Alternative Approach to Ease of Doing Business

“Sugar is regulated completely 

by the centre and alcohol is 

completely regulated by the states. 

Tourism is regulated by both the 

centre and states.”



An Integrated Value Chain Approach to Ease of doing Business in india │29 

Table 1.1: dPiiT ranking of indian States as per Ease of  
doing Business 

State 2017-18 2015-16 2014-15 State 2017-18 2015-16 2014-15

Andhra Pradesh 1 1 2 Goa 19 21 19

Telangana 2 1 13 Punjab 20 12 16

Haryana 3 6 14 Kerala 21 20 18

Jharkhand 4 7 3 Jammu & Kashmir 22 31 29

Gujarat 5 3 1 Delhi 23 19 15

Chhattisgarh 6 4 4 Daman & Diu 24 23 NA

Madhya Pradesh 7 5 5 Tripura 25 22 26

Karnataka 8 13 9
Dadra & Nagar 

Haveli
26 25 NA

Rajasthan 9 8 6 Puducherry 27 26 20

West Bengal 10 15 11 Nagaland 28 26 31

Uttarakhand 11 9 23 Chandigarh 29 31 24

Uttar Pradesh 12 14 10 Mizoram 30 29 28

Maharashtra 13 10 8
Andaman &  

Nicobar Islands
31 31 25

Odisha 14 11 7 Manipur 32 28 NA

Tamil Nadu 15 18 12 Sikkim 33 30 27

Himachal 
Pradesh

16 17 17 Arunachal Pradesh 34 31 32

Assam 17 24 22 Lakshadweep 34 31 NA

Bihar 18 16 21 Meghalaya 34 31 30

Source: Business Action Reform Plan, DPIIT
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Table 1.2: dPiiT ranking of indian States Based on reform Evidence and  
on Feedback

overall ranking reform implementation Based ranking Feedback Based ranking

State Rank State Rank State Score

Andhra Pradesh 1 Telangana 1 Andhra Pradesh 33.7346

Telangana 2 Jharkhand 1 Telangana 32.6859

Haryana 3 Andhra Pradesh 3 Gujarat 32.5993

Jharkhand 4 Gujarat 3 Haryana 32.3310

Gujarat 5 Haryana 3 Jharkhand 31.8040

Chhattisgarh 6 Madhya Pradesh 6 Madhya Pradesh 31.0470

Madhya Pradesh 7 Chhattisgarh 6 Chhattisgarh 30.5898

Karnataka 8 Rajasthan 6 Karnataka 30.2891

Rajasthan 9 West Bengal 6 Punjab 26.8531

West Bengal 10 Karnataka 10 Uttar Pradesh 26.2469

Uttarakhand 11 Uttarakhand 11 Rajasthan 25.1316

Uttar Pradesh 12 Odisha 12 Uttarakhand 23.8132

Maharashtra 13 Maharashtra 13 West Bengal 20.5224

Odisha 14 Uttar Pradesh 14 Maharashtra 19.2415

Tamil Nadu 15 Tamil Nadu 15 Tamil Nadu 17.1227

Himachal Pradesh 16 Himachal Pradesh 16 Odisha 15.2868

Assam 17 Assam 17 Himachal Pradesh 13.6941

Bihar 18 Bihar 18 Assam 6.7104

Goa 19 Goa 19 Bihar 6.5530

Punjab 20 Punjab 20 Goa 5.5067

Kerala 21 Kerala 21 Delhi 2.4943

Jammu & Kashmir 22 Jammu & Kashmir 22 Jammu & Kashmir 1.5000

Delhi 23 Delhi 23 Kerala 0.7667

Daman & Diu 24 Daman & Diu 24 Daman & Diu 0.0000

Tripura 25 Tripura 25 Tripura 0.0000

Dadra & Nagar Haveli 26 Dadra & Nagar Haveli 26 Dadra & Nagar Haveli 0.0000

Puducherry 27 Puducherry 27 Puducherry 0.0000

Nagaland 28 Chandigarh 28 Nagaland 0.0000

Chandigarh 29 Nagaland 29 Chandigarh 0.0000

Mizoram 30 Mizoram 30 Mizoram 0.0000

Andaman & Nicobar Islands 31 Andaman & Nicobar Islands 31 Andaman & Nicobar Islands 0.0000

Manipur 32 Manipur 32 Manipur 0.0000

Sikkim 33 Sikkim 32 Sikkim 0.0000

Arunachal Pradesh 34 Arunachal Pradesh 34 Arunachal Pradesh 0.0000

Lakshadweep 34 Lakshadweep 34 Lakshadweep 0.0000

Meghalaya 34 Meghalaya 34 Meghalaya 0.0000

Source: Business Action Reform Plan, DPIIT

Alternative Approach to Ease of Doing Business
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these indicators has largely been on attracting new 
investment and new businesses. Very often, the 
ease of actually “doing” business is not accorded 
the same importance as ease of “starting” a 
business. Even less importance is given to ease of 
closing businesses. 

Interestingly, literature on the impact of 
improvement in EoDB indicators on the domestic 
economy are not readily available. In fact, studies 
state that there is an insignificant, even if positive, 
impact of EoDB parameters on either economic 
growth or on investment per se (Jayasuriya, 2011). 
The only positively measurable parameter has been 
the number of businesses that have opened. While 
an increase in rankings in the World Bank EoDB 
framework does reinforce the country’s commitment 
to reforms and remaining open, it has rarely 
translated into any significant increase in FDI inflow. 

The same may not be necessarily true when 
examining the impact of the BRAP framework on 
states’ GDP. In India, improvements in BRAP has had 
no discernible impact on the gross state domestic 
product (GSDP). In fact, the top performing states in 
terms of GSDP have been doing so even before the 
BRAP framework (Table 1.3). 

States’ proactive approach to attract investments 
have helped in increasing their position in the 
BRAP rankings. Interestingly, it is the middle rung 
states that often struggle. Ideally, the incentive 
for improving any regulatory framework should 
be increase in inflow of investments, domestic 
or foreign, and an increase in employment 
opportunities, and eventually an increase in GSDP. 
This impact is not so visible and this may be 
because of two reasons. First, for any real impact 
to be felt when regulatory regimes change, it may 
take a couple of years. Second, the reforms that are 
being executed as detailed by the BRAP framework 

may not necessarily have the desired impact on 
certain sectors that are most important for the state, 
to increase its GSDP.

For this reason, the authors have adopted a slightly 
different approach to EoDB. The authors have 
decided to evaluate the ease of doing business for 
individual sectors. This would mean that states 
can choose to concentrate on those sectors that 
contribute the most to their revenue and ease of 
doing business for those sectors. This way the 
chances are that the impact of regulatory ease will 
be felt faster and in a more measurable manner. 

1.4 research objective and 
methodology
While a sectoral approach may well be the next 
phase of the BRAP framework, it would still be sub-
optimal unless the framework adopts a value chain 
approach. Very often a small part of the regulatory 
burden is eased through the BRAP framework, but 
the forward and backward value chain linkages 
remain unchanged, which results in an insignificant 
impact on the whole regulatory process. For any 
sector to really feel the impact of ease of regulatory 
burden, changes will have to be made from the 
beginning of the value chain, which means from 
the point of input to the point of final sale. If an 
integrated value chain approach is adopted for 
EoDB, then the multiplier effect of each reform will 
be greater. 

The objective of this study is to test this hypothesis 
that an integrated value chain approach to EoDB 
and its implementation in a similar manner, will 
lead to more quantifiable and better results for the 
states. For this purpose, the authors have identified 
three interconnected sectors – sugar, alcoholic 
beverages, and tourism. These three sectors were 
chosen for two reasons. 
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Table 1.3: Top 20 States with highest gSdP and their BrAP rankings

S.no States

2013-14 2014-15 2017-18 2018-19

gSdP  
(inr Crores)

gSdP (inr 
Crores)

BrAP  
rank

gSdP  
(inr Crores)

BrAP  
rank

gSdP  
(inr Crores)

1 Maharashtra 12,80,369 14,59,628 8 1,986,721 13 22,57,032

2 Tamil Nadu 7,51,485 8,55,481 12 11,76,500 15 12,70,490

3 Uttar Pradesh 7,24,049 8,22,903 10 11,37,210 12 12,50,213

4 Gujarat 6,15,606 7,24,495 1 10,29,010 5 11,62,287

5 Karnataka 6,06,010 6,95,413 9 10,12,804 8 11,32,392

6 West Bengal 5,20,485 5,91,464 11 7,97,299 10 8,79,167

7 Rajasthan 4,36,465 4,94,004 6 6,83,758 9 7,59,234

8 Andhra Pradesh 6,62,592 8,15,066 2 6,09,934 1 6,99,307

9 Telangana 13 5,77,902 2 6,59,073

10 Madhya Pradesh 3,15,561 3,80,924 5 5,42,750 7 6,47,303

11 Kerala 3,64,048 4,12,313 18 5,61,545 21 6,21,700

12 Delhi 3,43,767 3,91,071 15 5,48,081 23 6,16,825

13 Haryana 2,97,539 3,47,032 14 4,85,184 3 5,47,396

14 Punjab 2,66,628 2,97,734 16 3,90,087 20 4,28,340

15 Bihar 2,47,144 2,82,368 21 3,69,469 18 4,25,887

16 Odisha 2,30,987 2,61,700 7 3,30,873 14 3,77,201

17 Chhattisgarh 1,58,074 1,77,511 4 2,34,212 6 2,62,263

18 Assam 1,43,175 1,56,864 22 2,24,234 17 2,54,341

19 Jharkhand 1,50,918 1,74,724 3 2,06,613 4 2,35,560

20 Uttarakhand 1,15,523 1,31,835 23 1,75,772 11 1,95,606

Source: Compiled by Authors

Note: Numbers for Andhra Pradesh and Telangana stand out on account of splitting of the state. 

Alternative Approach to Ease of Doing Business
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First, the three sectors are extremely co-dependent. 
Sugar is an essential commodity in India. India is 
also one of the largest exporters of sugar to the 
world. Yet, in the year 2018 alone, two bail out 
packages roughly totalling INR 120 billion were 
announced. In fact, the sugar industry is known 
to bank on their sale of molasses for the purpose 
of production of alcoholic beverages and ethanol, 
in order to remain fuctional. In this context, 
the alcoholic beverages industry is important. 
For almost all states in India, the alcoholic 
beverages sector brings in the most revenue after 
GST collection and stamp duties. The alcoholic 
beverages sector and tourism sector have a strong 
nexus. Kerala had to renege on their plan of phased 
banning of alcohol in the state after a drop in 
tourist footfall. As an integrated value chain, the 
sugar industry acts as an input industry for the 
alcoholic beverages sector, and the tourism industry 
is the output sector. Problems in any of these three 
will have ramifications on the other two, given their 
co-dependent relationship (Figure 1.1). 

Second, the three sectors also present an interesting 
case of regulations. Sugar is regulated completely by 
the centre, while alcohol is completely regulated by 
the states. Tourism on the other hand is regulated 
by both the centre and states. In the context of EoDB 
regulations, this presents an interesting situation. 
While state governments can prioritise the reforms 
that they would want to undertake, they would have 
little say in implementing reforms that fall under the 
purview of the centre. For example, the availability, 

movement, and pricing of molasses, regulated by 
the Centre, will have an impact on the ease of doing 
business for the alcoholic beverages sector, regulated 
by the states. 

In order to test this hypothesis, extensive one-
on-one interviews were conducted with multiple 
stakeholders across the value chain for all three 
sectors. These included businesses houses in each 
sector, farmer groups, alcohol distributors, alcohol 
retailers, restaurant owners and managers, hotel 
owners and managers, to name a few. Interviews 
were also held with the respective policymakers 
at the centre and state levels, including excise 
commissioners. Industry associations for each sector 
were also consulted to seek their feedback on 
developments in the sector, the current regulatory 
regime, and their suggestions for improvement. The 
study has also relied extensively on secondary data 
to corroborate and substantiate the issues that were 
raised in the interviews. 

“The sugar industry acts as an 
input industry for the alcoholic 
beverages sector, and the tourism 
industry is the output sector. 
As an integrated value chain, 
problems in any of them will have 
ramifications on the other two.”
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Figure 1.1 Integrated Value Chain of Sugar, Alcoholic-Beverages, and Tourism 
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KEy PoinTS

•	 As a result, india’s sugarcane cultivation is quite widespread with an area of 
cultivation of 47 lakh hectares in 2017-18.

•	 not only does the sector engage around 35 million farmers, but also provides 
employment to around 350,000 people through mills and distribution 
networks.

•	 With the exception of maharashtra, all other sugar-producing states in india 
have seen slight declines in their recovery rates.

•	 The	price	of	sugarcane	(FRP)	is	fixed	taking	into	account	various	factors.	State	
governments often announce their own price (SAP) which is higher than the 
FrP, resulting in market distortions.

•	 The rangarajan Committee recommended a 70-30 revenue sharing pricing 
arrangement in favour of the farmers and miller. 

•	 Sugar is regulated at every stage from procurement of raw material 
(sugarcane), price of sugarcane acquisition to price of sale of sugar, and even 
monthly quantity of sale.

•	 industry concerns include lack of alignment between purchase price of 
sugarcane and selling price of sugar, high cost of inventory, and limited 
recovery.

•	 By controlling the price of commercial sale of sugar, the government has, in a 
way,	closed	all	avenues	to	profitability	for	the	miller.	

•	 restrictions on release of sugar need to be removed, to allow mills to sell 
sugar to meet market demands or dispose of stock through distress sale in 
order to access quick cash.

•	 The sugar sector is mainly surviving on account of the money it makes through 
its by-products.
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2. Sugar and Sugarcane 
 
2.1 Sugarcane Cultivation in India 
 
Sugarcane has had pride of place as one of India‘s main cash crops. As a result, 
India‘s sugarcane cultivation is quite widespread. In fact, it is the preferred crop for 
approximately 35 million farmers in the country. It is, however, marked by 
differences in production volumes and quality of sugar and molasses. Despite a few 
dips over the past decade, sugarcane cultivation across the country has been 
relatively stable overall. India is both the largest producer of sugarcane as well as the 
largest consumer of sugar. The nation is second only to Brazil in sugar production. 
India relies solely on sugarcane for sugar production rather than on beet.  
 
The area under sugarcane cultivation reached a high of 50,67,000 hectares in 2014-15, 
which dropped to a decade low of 44,36,000 hectares just two years later. The 
number bounced back to a respectable 47,74,000 hectares in 2017-18 (Figure 2.1). 
Uttar Pradesh and Maharashtra have the largest areas under sugarcane cultivation, 
and corresponding high yields. Their sugarcane production accounts for two-thirds 
of India‘s overall production, ranging from 352,142,000 tonnes in 2013-14 to 
355,098,000 tonnes in 2017-18. 
 
Figure 2.1 Cane Acreage (‘000 Hectare) 

 
Source: Sugar India Year Book, 2018-19 
 
2.1.1 State-wise Production of Sugarcane 
 
Given the fluctuations in sugarcane acreage over the past few years, sugarcane 
yields have suffered. Maharashtra, a leading producer of sugarcane, saw the largest 
decline of about 32.6 per cent in sugarcane yield in 2016-17.  The sugarcane acreage 
for 2016-17 in Maharashtra was 6,33,000 hectares. However, despite a rebound in 
acreage in 2017-18, the yield was only 80.5 tonnes per hectare. This is 2 percentage 
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Figure 2.1: Cane Acreage (‘000 hectare)

Source: Sugar India Year Book, 2018-19

2.1 Sugarcane Cultivation in india
Sugarcane has had pride of place as one of India’s 
main cash crops. As a result, India’s sugarcane 
cultivation is quite widespread. In fact, it is 
the preferred crop for approximately 35 million 
farmers in the country. It is, however, marked by 
differences in production volumes and quality of 
sugar and molasses. Despite a few dips over the 
past decade, sugarcane cultivation across the 
country has been relatively stable overall. India 
is both the largest producer of sugarcane as well 
as the largest consumer of sugar. The nation is 
second only to Brazil in sugar production. India 
relies solely on sugarcane for sugar production 
rather than on beet. 

The area under sugarcane cultivation reached a 
high of 50,67,000 hectares in 2014-15, which 
dropped to a decade low of 44,36,000 hectares 
just two years later. The number bounced back 

to a respectable 47,74,000 hectares in 2017-18 
(Figure 2.1). Uttar Pradesh and Maharashtra have 
the largest areas under sugarcane cultivation, 
and corresponding high yields. Their sugarcane 
production accounts for two-thirds of India’s overall 
production, ranging from 352,142,000 tonnes in 
2013-14 to 355,098,000 tonnes in 2017-18.

2.1.1 State-wise Production of Sugarcane

Given the fluctuations in sugarcane acreage over 
the past few years, sugarcane yields have suffered. 
Maharashtra, a leading producer of sugarcane, 
saw the largest decline of about 32.6 per cent in 
sugarcane yield in 2016-17.  The sugarcane acreage 
for 2016-17 in Maharashtra was 6,33,000 hectares. 
However, despite a rebound in acreage in 2017-18, 
the yield was only 80.5 tonnes per hectare. This is 
2 percentage points lower than the 2016-17 yield 
of 82.6 tonnes per hectare. The increase in acreage 
contributed to an overall rise in production. The 

2. Sugar and Sugarcane
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States 2013-14 2014-15 2015-16 2016-17 2017-18

Andhra Pradesh 12009 9987 9353 7830 7948

Assam 1075 1099 1038 1207 1115

Bihar 12882 14034 12649 13036 16511

Chhattisgarh 22 49 68 848 1247

Gujarat 12550 14330 11120 11950 12234

Haryana 7499 7169 6692 8223 8729

Jharkhand 463 470 709 513 523

Karnataka 37905 43776 37834 27378 29902

Kerala 221 149 138 114 122

Madhya Pradesh 3173 4567 5281 4730 5430

Maharashtra 76901 84699 73680 52262 72637

Orissa 937 723 577 344 341

Punjab 6675 7039 6607 7152 7533

Rajasthan 363 409 531 489 404

Tamil Nadu 32454 28093 25494 18988 16562

Telangana 3376 3343 2405 2061 2217

Uttar Pradesh 134689 133061 145385 140169 162338

Uttarakhand 5940 6165 5886 6477 7142

West Bengal 1945 2106 2075 1550 1294

Others 1063 1062 926 749 869

All India 352142 362330 348448 306070 355098

Source: Sugar India Year Book, 2018-19

state’s sugarcane production peaked at 84,699,000 
tonnes in 2014-15 and was lowest at 52,262,000 
tonnes in 2016-17. 

On the other hand, Uttar Pradesh saw relative 
stability in terms of both acreage and yield. The 
lowest area under sugarcane cultivation was in 
2014-15 at 21,41,000 hectares. The acreage rose 
to 22,34,000 hectares in 2017-18. Concurrently, 
the yields have remained stable, rising from 64.9 
tonnes per hectare in 2016-17 to 72.7 tonnes per 
hectare in 2017-18. The state’s overall sugarcane 
production has climbed steadily from 134,689,000 

tonnes in 2013-14 to 162,338,000 tonnes in  
2017-18.  

Other states have seen variations in both acreage 
and yield. Karnataka has seen a steady decline 
in acreage from 4,80,000 hectares in 2014-15 to 
3,70,000 hectares in 2017-18. However, its lowest 
yield was 69 tonnes per hectare in 2016-17, which 
rose by 10 percentage points to 80.5 in 2017-18. 
The higher yield offset the lower acreage, keeping 
overall sugarcane production between 27,378,000 
tonnes and 29,902,000 tonnes in 2016-17 and 
2017-18 respectively.

Table 2.1: State-wise Production of Sugarcane in india (in ‘000 tonnes) 

Sugar and Sugarcane
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2.1.2 Cultivation Practices in Sugarcane 

Sugarcane farmers and sugar processors are 
interdependent and subject to certain restrictions 
in activities based on the nature of their crop and 
product. Therefore, both farmers and millers face 
significant issues in sugarcane production and 
sugar processing. The Rangarajan Committee 
prioritises a couple of issues in this regard. One is 
the ‘cane reservation area and minimum distance 
criterion’, where a radius of 15-25 km around 
a mill is designated as catchment area for that 
mill (Rangarajan Committee Report, 2012). This 
requirement exists at the behest of certain state 
governments, given that post-harvest there is a 
very short time window for transporting sugarcane 
before the sucrose content dries up and cannot be 
processed.

Sugarcane is also a water intensive crop and 
is often the chosen crop when farmers have 
guaranteed access to water. Central and State 
governments’ several irrigation schemes also lead 

farmers to often opt for the crop, despite low 
water availability, in the hope that the irrigation 
schemes will facilitate a good yield. At minimum 
revenue rates of INR 30,000 – 50,000 per acre, 
even a decent yield is considered viable, especially 
since farmers have assured buyers in the form of 
sugarcane factories.  

There is also the issue of registered and 
unregistered farmers. Farmers can choose to register 
with a particular miller within their reservation 
areas, as the miller takes on the responsibility of 
harvesting and transporting the crop. In the case 
of registered farmers, farmers are required to 
provide their crops to the factory and the miller is 
requird to pay the regulated price for the same. 
However, often, unregistered farmers also turn up 
at a miller’s doorstep. If the farmer’s field is within 
the designated catchment area, the crop has to 
be accepted by the miller as a rule, registered or 
unregistered. Therefore, the miller is forced to pay 
for the crop and take it in, regardless of the miller’s 
ability to process the volume or make the payment.
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Figure 2.2 Yield of Cane (Hect/MT) 

 
Source: Sugar India Year Book, 2018-19 
 
2.1.3 Recovery Rate of Sugar 
 
Given the restricted time frame in which sugarcane must be transported for 
processing post-harvest, the recovery rates of sugar from cane can be affected from 
the moment of harvest. Once in transit, the sugarcane is subject to pilferage. Finally, 
given whether the produce is the first, second or third cut of a crop, the quality of 
sugar recovered will be affected. As a result, recovery rates of sugar are a good 
measure of the health of the crop, transportation, and mill networks.  
 
Maharashtra, Karnataka and Gujarat have the first, second and third highest 
recovery rates of sugar from cane (Table 2.2). With the exception of Maharashtra 
however, all other sugar-producing states in India have seen slight declines in their 
recovery rates. It is worth mentioning that over the past two decades, no state in the 
country has been able to improve its recovery rate. The highest recovery rates have 
also at best continued to hover around the 11.25 - 11.55 per cent mark. 
 
Table 2.2 State-wise Recovery of Sugar/ Cane (Per cent) 

States 2013-14 2014-15 2015-16 2016-17 2017-18 
Andhra Pradesh 9.98 9.38 9.35 9.37 9.60 
Bihar 8.47 9.16 9.77 9.21 9.58 
Chhattisgarh 8.82 8.26 9.38 10.35 8.80 
Goa 9.45 8.80 9.90 8.38  
Gujarat 11.10 10.35 10.39 10.58 10.60 
Haryana 9.44 9.94 10.53 10.35 10.45 
Karnataka 11.09 11.03 10.74 10.25 10.64 
Madhya Pradesh 10.65 9.73 9.84 9.76 9.80 
Maharashtra 11.57 11.28 11.33 11.34 11.24 
Punjab 9.43 9.43 10.06 9.78 9.50 
Rajasthan 7.46 7.69 5.62 8.55 9.05 
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Figure 2.2: yield of Cane (hect/mT)

Source: Sugar India Year Book, 2018-19
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2.1.3 Recovery Rate of Sugar

Given the restricted time frame in which sugarcane 
must be transported for processing post-harvest, 
the recovery rates of sugar from cane can be 
affected from the moment of harvest. Once in 
transit, the sugarcane is subject to pilferage. Finally, 
given whether the produce is the first, second or 
third cut of a crop, the quality of sugar recovered 
will be affected. As a result, recovery rates of sugar 
are a good measure of the health of the crop, 
transportation, and mill networks. 

Maharashtra, Karnataka and Gujarat have the 
first, second and third highest recovery rates of 
sugar from cane (Table 2.2). With the exception of 
Maharashtra however, all other sugar-producing 

states in India have seen slight declines in their 
recovery rates. It is worth mentioning that over 
the past two decades, no state in the country has 
been able to improve its recovery rate. The highest 
recovery rates have also at best continued to hover 
around the 11.25 - 11.55 per cent mark.

2.2 Pricing of Sugarcane

2.2.1 Pricing Methodology

One of the primary problems faced by the sugar 
industry is with regard to the pricing of sugarcane. 
In theory, the central government sets the Fair and 
Remunerative Price (FRP) through the Commission 
for Agricultural Costs and Prices (CACP). The price 
for sugarcane is fixed based on the recovery rate. 

States 2013-14 2014-15 2015-16 2016-17 2017-18

Andhra Pradesh 9.98 9.38 9.35 9.37 9.60

Bihar 8.47 9.16 9.77 9.21 9.58

Chhattisgarh 8.82 8.26 9.38 10.35 8.80

Goa 9.45 8.80 9.90 8.38

Gujarat 11.10 10.35 10.39 10.58 10.60

Haryana 9.44 9.94 10.53 10.35 10.45

Karnataka 11.09 11.03 10.74 10.25 10.64

Madhya Pradesh 10.65 9.73 9.84 9.76 9.80

Maharashtra 11.57 11.28 11.33 11.34 11.24

Punjab 9.43 9.43 10.06 9.78 9.50

Rajasthan 7.46 7.69 5.62 8.55 9.05

Tamil Nadu & Puducherry 8.32 8.67 8.74 9.05 8.71

Telangana 10.51 10.85 10.38 10.84

Uttar Pradesh 9.25 9.54 10.61 10.61 10.86

Uttarakhand 8.91 9.20 9.62 9.85 9.40

Orissa & West Bengal 8.82 9.47 9.27 9.40 9.40

All India 10.23 10.37 10.62 10.48 9.30

Source: Sugar India Year Book, 2018-19

Table 2.2: State-wise recovery of Sugar/ Cane (Per cent) 

Sugar and Sugarcane
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As per the 2018-19 Price Policy for Sugarcane report 
(Department of Food & Public Distribution), the 
FRP for the 2018-19 sugarcane season is set at INR 
275 per quintal for a recovery rate of 10 per cent. 
The report further states that for every 0.1 per cent 
increase in the recovery, the FRP will increase by 
INR 2.75 per quintal. For 2017-18, the FRP was INR 
255 per quintal for a recovery rate of 9.5 per cent, 
and an increase of INR 2.68 per quintal for a 0.1 per 
cent increase in recovery. 

The FRP of sugarcane is fixed taking into account 
various factors, such as, cost of production, return 
on cultivating alternative crops, retail price of sugar, 
recovery rates, and comfortable margins for the 
farmers. Interestingly, the price of sugarcane also 
depends on the realisation from by-products, such as, 
molasses, bagasse, and press mud. For instance, the 
comprehensive cost (which includes imputed rent on 
owned land and interest on value of capital owned,  
imputed value of family labour, cost of transportation, 
and insurance premium) is calculated to be INR 244 
per quintal at a 10 per cent recovery for 2018-19. 
The cost for 2017-18 was INR 227 per quintal at 9.5 
per cent recovery. This means a margin of INR 28 per 
quintal for 2017-18 and INR 31 per quintal for 2018-
19 for the farmer.

2.2.2 Price Distortions

When the CACP sets the FRP for sugarcane, it does 
so after consultations with state governments 
and sugar industry associations. However, state 
governments have got into the habit of announcing 
their own price known as State Advised Price 
(SAP). Often SAPs are declared bearing in mind the 
distress of the sugarcane cultivator in the state. 
SAPs are always set higher than that of the FRP. 
While the intent may be pure in that the SAP will 
ensure that the cultivator is paid a higher price than 
the FRP, which is only the minimum price that the 

miller is expected to pay. However, the SAP has 
resulted in doing more damage than good for the 
industry and for the farmer. 

For example, in Tamil Nadu, the SAP for 2016-17 
was set by the state government at INR 275 per 
quintal even though the FRP was INR 230 per 
quintal (Table 2.3). For Punjab the SAP was INR 
290 per quintal while FRP was INR 223 per quintal. 
These differences in prices put immense pressure 
on the miller, which results in losses for the miller 
and an increase in cane price arrears. The CACP’s 
2018-19 Price Policy Report is quite critical of the 
SAP. They state, 

“This creates a distortion in the industry because 
SAP in neither linked to sugar recovery not it takes 
in to account domestic and global prices and their 
relevant parameters. As a result, when sugar prices 
are low, mill owners are unable to pay to farmers 
resulting in delated payment, huge cane arrears and 
trust deficit between farmers and millers (sic).” 

  Source: (Page xv, Price Policy for Sugarcane,  
2018-19)

They further make the recommendation that the 
system be scrapped and for FRP to be implemented 
across all states and that if a state government is 
persistent in announcing a SAP, then the difference 
amount should be borne by the state government 
and paid directly into the bank accounts of the 
farmers. 

2.2.3 Alternative Pricing Mechanism

The Rangarajan Committee (2012) has suggested 
a more pragmatic approach to rationalise the price 
of sugarcane. The Committee has recommended 
a revenue sharing model between the farmers 
and millers. Based on a recovery rate of 10.31 
per cent and the ratio of costs incurred by farmers 
and millers, the Committee recommended a 70-30 
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Sugar Season
Ex-mill Sugar 
Prices (rs/qtl)

Cane price paid 
to farmers (SAP)

(rs/qtl)
FrP

State 
recovery 
rate (%)

Total Sugar Value from 
1 qtl. of cane (rs/qtl) 

At 9.5% recovery rate

Cane price payable to 
farmers under rSF at 
9.5% recovery rate

(1) (2) (3) (4) (5) (6)=(2)*9.5% (7)=(6)*0.75

Tamil nadu

2010-11 2647 190 139 9.10 251 189

2011-12 2891 210 145 9.35 275 206

2012-13 3046 235 170 8.88 289 217

2013-14 2874 265 210 8.96 273 205

2014-15 2454 265 220 8.10 233 175

2015-16 3183 285 230 8.70 302 227

2016-17 3582 275 230 9.07 340 255

Punjab

2010-11 2658 195 139 8.80 252 189

2011-12 3950 225 145 9.12 375 281

2012-13 3138 240 170 9.09 298 224

2013-14 3037 280 210 9.28 288 216

2014-15 2575 285 220 9.37 245 183

2015-16 3195 285 242 10.01 320 240

2016-17 3669 290 223 9.2 349 261

haryana

2010-11 2819 139 9.02 268 201

2011-12 3076 145 9.07 292 219

2012-13 3233 271 175 9.76 316 237

2013-14 3078 290 210 9.40 292 219

2014-15 2581 305 229 9.89 255 191

2015-16 3208 305 230 9.39 305 229

2016-17 3603 249 10.30 371 278

uK

2010-11 2761 139 9.34 262 197

2011-12 3005 145 9.10 285 214

2012-13 3179 285 170 9.19 302 227

2013-14 3052 285 210 9.02 290 217

2014-15 2527 280 220 9.15 240 180

2015-16 3142 280 230 9.52 299 224

2016-17 3567 230 9.86 352 264

Bihar

2010-11 2840 139 9.30 270 202

2011-12 3080 145 9.10 293 219

2012-13 3268 255 170 8.91 310 233

2013-14 3035 255 210 9.11 288 216

2014-15 2606 260 220 9.10 248 186

2015-16 3273 260 235 9.69 317 238

2016-17 3691 230 9.20 351 263

Source: CACP Calculations using Directorate of Sugar (DFPD) data

Table 2.3: Cane Prices Payable to Farmers as a Percentage of Value of Sugar

Sugar and Sugarcane
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revenue sharing arrangement in favour of the 
farmers. The Committee further recommends that 
this arrangement of revenue sharing will not just 
apply to sugar but also to the revenue generated 
from the sale of sugar by-products. Under this 
arrangement there will be two prices, the FRP 
and the Revenue Share Price (RSP). The miller is 
expected to pay the higher of the two prices to the 
farmer. Under this mechanism, the FRP, or minimum 
price for cane, will be paid upfront, while the 
balance will be paid subsequently. This way, the 
farmers will reap the advantages of a profitable 
miller, and the miller will not have to pay anything 
more than the FRP if they are not profitable, thereby 
protecting the sugar producers too. This way, 
escalating cane arrears can also be controlled. 

2.3 The Sugar industry at a glance

2.3.1 Economic Significance of Sugar

The sugar industry in India occupies a significant 
space in terms of contribution to the nation’s econ-
omy. Not only does the sector engage around 35 
million farmers, but also provides employment to 
around 350,000 people through mills and distribu-
tion networks. This industry involves a total capital 
investment of INR 1,250 crore. The economic signifi-
cance of the industry is underscored by the fact that 
it is the second-largest agro-based industry in India. 
More importantly, both sugar and sugarcane are 
listed as essential commodities under the Essential 
Commodities Act, 1955. Due to the sugar industry’s 
strong upstream linkages with rural India and down-
stream linkages with urban markets, it is often faced 
with both unique challenges and opportunities.

Sugarcane in addition to its conventional role 
of being the primary input material for sugar is 
increasingly being viewed by the energy sector 
(through ethanol and cogeneration) as a reliable 
source of renewable energy. These opportunities 

provide a footboard for India to claim its place 
globally in both food and energy markets, while 
securing its own food and energy requirements. Not 
only will India be able to meet its increasing energy 
requirements across urban and rural India, but also 
export surplus energy through long-term regional 
collaborations and trade agreements.

The energy sector will provide India with both 
scope and leverage to emerge as a dominant power 
producer in the region, and support the ethanol 
blending programme of E10. However, this would 
warrant regulatory shifts across multiple sectors. 
The role of the sugar industry in the growth of 
alcohol industry in India is another area that merits 
discussion. Any change in the production patterns 
or regulatory ecosystem of the sugar industry will 
have an immediate spill over effect on the alcohol 
industry. Since input costs related to sugarcane 
account for almost 70 per cent of the ex-mill 
sugar price, any related price volatility impacts 
both profitability and input costs for the alcohol 
sector. The sugar industry in India has traditionally 
been regulated, even over regulated, primarily 
on account of the role of farmers and due to the 
associated risk of hoarding. 

Regulations in the sugar industry extend across 
the value chain, right from area allocation, 
purchase price of sugarcane, quantity of sugarcane 
purchased, quantity of sugar released, and 
the selling price of sugar. As a result, industry 
players have little or no flexibility to take business 
decisions. Some of the concerns suggested by 
the industry include lack of alignment between 
purchase price of sugarcane and selling price of 
sugar, high cost of inventory, and limited recovery 
of sugarcane. These regulations have certainly 
restricted the sector from tapping into opportunities 
including unlocking economic potential, and 
improved financial position through market driven 
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price structure, and sale of power generated at in-
house cogeneration plants.

There are only six surplus sugar states in India–
Haryana, Uttar Pradesh, Uttarakhand, Maharashtra, 

Tamil Nadu, and Karnataka–out of a total of 29 
states. Massive movement of the commodity has to 
take place through the length and breadth of the 
country to meet India’s demand.
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Box 2.1 Industry Snapshot 
 As of January 31, 2016 total installed crushing capacity in India stood at 33 million tonnes from 

716 mills (private, public, and cooperatives); total output in the year was 20.3 million tonnes. 
 Although the sugar industry was deregulated in 2013, the Central Government continues to 

hold the maximum dominance amongst all stakeholders. Fluctuations in crop production and 
pressure from multiple lobbies including those of farmer, fertiliser, millers continue to drive 
policy making in the sector. 

 Political groups that claim to be pro-farmers are often found at loggerheads with millers, a lot 
of whom are themselves politically inclined. 

 Industry players say that the existing system is biased towards farmers. According to industry, 
farmers are at an undue advantage since they are not exposed to market or price risks. Even 
when the market price of sugar falls due to excessive supply, farmers continue to be 
compensated with revised price, which is known to move upwards. 
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Figure 2.3: Sugar Production (‘000 mT)

Source: Sugar India Year Book, 2018-19

Box 2.1: industry Snapshot
• As of January 31, 2016 total installed crushing capacity in India stood at 33 million tonnes from 716 

mills (private, public, and cooperatives); total output in the year was 20.3 million tonnes.

• Although the sugar industry was deregulated in 2013, the Central Government continues to hold 
the maximum dominance amongst all stakeholders. Fluctuations in crop production and pressure 
from multiple lobbies including those of farmers, fertiliser manufacturers, and millers continue to 
drive policy making in the sector.

• Political groups that claim to be pro-farmers are often found at loggerheads with millers, a lot of 
whom are themselves politically inclined.

• Industry players say that the existing system is biased towards farmers. According to industry, 
farmers are at an undue advantage since they are not exposed to market or price risks. Even when 
the market price of sugar falls due to excessive supply, farmers continue to be compensated with 
revised price, which is known to move upwards.

• Sugarcane in India at INR 3 per kg is far more expensive compared to Thailand and Brazil at  
INR 2 per kg.

Sugar and Sugarcane
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Source: Compiled by Authors

2.3.2 The Sugar Value Chain

The sugar value chain begins with the sugarcane 
farmer and technically ends with the end consumer. 
However, for the purpose of pricing and production, 
there are four stakeholders. These are, the farmer, 
the miller, the state electricity discoms, and the 
alcoholic beverages sector (Figure 2.4). Of these 
four, the farmer is that stakeholder who incurs 
the highest cost of producing sugar, and is at the 
greatest risk. Any policy initiative in the sugar 
industry is ultimately aimed at ensuring that the 
farmer is not left worse off. 

Clearly, the profitability of sugar millers has a direct 
impact on the sugarcane farmer. For this reason, it is 
absolutely essential for the miller to remain solvent. 
The profitability of the miller will depend broadly on 
four parameters – the domestic retail consumption 

market, the domestic commercial consumption 
market, the export market, and the by-products 
market. The latter is dealt with in greater detail in 
the subsequent chapter.

2.3.3 Retail vs. Commercial Market

Of the total domestic consumption, only around 20 
per cent is for the retail segment. The majority of 
the domestic consumption is commercial, mainly 
the fast moving consumer goods (FMCG) food 
sector, such as processed foods, juices, and biscuits. 
Even so, the wholesale price of sugar, irrespective 
of whether it is being sold for retail consumption or 
commercial consumption, is controlled.

In an effort to ensure that retail prices of sugar 
remain affordable, it is understandable that the 
government controls the price of sugar. However, 
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by also controlling the price of commercial sale 
of sugar, the government has, in a way, closed all 
avenues to profitability for the miller. If commercial 
prices were market driven, there is a greater chance 
of the miller being able to subsidise the retail price. 
This way the miller also has a chance to increase 
revenue and profitability without directly affecting 
the retail consumer. This way the farmer will also 
benefit, more so if the revenue sharing model 
recommended by the Rangarajan Committee is 
adopted. There is a clear case for policy intervention 
here. 

2.3.4 Domestic vs. Export Market

International sugar markets are known to have 
inherent distortions. On the one hand, the produc-
tion of refined and raw sugar are characterised by 
domestic constraints such as guaranteed minimum 
payments to producers, production and market-
ing controls (quotas), state-regulated retail prices, 
tariffs, import quotas and export subsidies. On 
the other hand, international trade is governed by 
preferential trade agreements. This places preferen-
tial trade agreements for sugar on a pedestal with 
respect to developing countries, compared to other 
trade engagements.

It must be noted that sugarcane offers multiple 
usages, over and above sugar i.e., feed, fibre 
and energy (biofuels and ethanol) along with 
opportunities to export energy. As a result, 
international markets view this product chain as a 
potential for further business activities. In the past, 
strong linkages between oil and sugar prices have 
been observed primarily due to ethanol being a by-
product of sugar. This may no longer be the case, as 
with technological advancements, it is now possible 
to produce ethanol directly from sugarcane without 
producing sugar. 

India enjoys a strategic location advantage on 
account of its proximity to nations that are net 
sugar importers. One of the ways to hedge cyclical 
shock and maintain stability in the sugar industry 
during adverse conditions is by extending the reach 
of Indian sugar manufacturers to international 
markets. With high freight advantage and high 
potential for import of sugar, Sri Lanka and 
Bangladesh provide attractive export opportunities 
for the Indian sugar industry. It must be noted that 
several countries that export sugar have begun 
to set up local refineries. This results in increased 
demand for raw sugar, as against white sugar. 
Currently, India has limited capabilities to produce 
desirable quality of raw sugar. 

The industry has sought an enforceable mandate 
with the Government to increase export targets. 
This is to ensure that 80 lakh tonnes of sugar are 
exported, thereby providing some relief to the 
cash strapped industry. It is compulsory for mills 
to export a cumulative of 2 to 3 million tonnes 
of sugar every year. However, as global sugar 
prices have also moved southwards, there is little 
incentive for local producers to venture overseas. 
With Pakistan extending export subsidies and 
making around 2 million tonnes of sugar eligible 
for export, India faces high regional competition 
too. If it is possible to make exports attractive 
by imposition of local taxes, since sugar prices 
are regulated and it is an essential commodity, 
continues to be a topic of debate. 

Recently, Indian sugar exports have secured a new 
market in Iran. Due to the sanctions placed by the 
United States of America (USA) on Iran, the latter is 
unable to access its usual import markets for sugar. 
Furthermore, Iran is believed to have accumulated 
Indian rupees because of an agreement in which 
India would pay for oil in Indian rupees. Iran now 
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plans to import raw sugar from India to meet its 
domestic demand. 

2.4 regulatory Framework for Sugar

2.4.1 Pre 2013

Sugar and sugarcane both fall under the Essential 
Commodities Act, 1955. Under this act, the 
government can, in the interest of the general 
public, control the production, supply, distribution, 
and pricing of certain commodities, including 
sugar. There have been multiple amendments to 
the original act to include provisions on payment 
mechanisms, price setting mechanisms, and checks 
and balances to control hoarding. In its core, the 
act conferred powers on the central government to 
control the business of what they deem as essential 
commodities. The Sugar (Control) Order of 1966 
specifically defines the kind and extent of control 
that the central government can exercise on sugar.

2.4.2 The Rangarajan Committee 

A report titled “Report on the Regulation of Sugar 
Sector in India: The Way Forward” examined the 
concerns of the sugar industry and provided cogent 
recommendations to address the same and made 
several observations on cane reservation and 
bonding, minimum distance criteria, and on pricing 
of cane, to name a few.  

Sugarcane is a perishable item. As a result, it is not 
economically viable to transport it to long distances. 
Moreover, being an agri-commodity, there is very 
little product differentiation. Thus, to ensure that 
farmers have an assured buyer, and millers have 
reasonable predictability with respect to offtake of 
their products and supply of raw material, every 
miller is obliged to purchase sugarcane from the 
cane reservation area; farmers have to sell their 
produce to that mill only. However, this reduces 

the bargaining power of farmers as the farmer is 
forced to engage with the mill, irrespective of long 
arrear periods. Mills are also forced to purchase 
from farmers, irrespective of the quality of produce 
or volumes. The committee recommended that over 
a period of time, states should converge towards 
long-term contracts with farmers. This will provide 
both farmers and millers broader access to their 
respective output and input markets.

The Sugarcane Control order mandated that the 
minimum radial distance between two sugar 
mills has to be 15km. This would ensure there 
is enough sugarcane available for all millers in a 
particular area. However, this order has had an 
adverse impact on the farmers. Due to a lack of 
mills, farmers have little choice but to engage with 
mills in their proximity, once again denting their 
bargaining power. The Committee recommended 
that this order should be reviewed to ensure 
better price discovery and mills do not take undue 
advantage of lack of competition. 

The Committee observed that certain regulatory 
provisions were causing a slowdown in the sector, 
and made many recommendations. First, states 
should refrain from declaring SAP. Sugarcane prices 
should be derived scientifically to ensure that the 
crop is economically viable and sustainable for 
farmers. Second, revenue generated from sugar 
production and its by-products should be shared by 
the farmers and mills in the 70:30 ratio. 

Sugar mills are mandated to sell around 10 per cent 
of their produce to the Central Government at a 
lower price, to ensure the government has access to 
low cost produce for distribution to public, known 
as “levy sugar obligation.” Essentially, the mills 
bear the burden of this social cost incurred by the 
government. This impairs the financial position of 
sugar mills, and thus impacts payments to farmers. 
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The Committee recommended that states should 
stop passing on their social welfare costs to sugar 
mills. States should procure sugar at market price 
and bear the cost of their social responsibility.

The central government also prescribes the volume 
of sugar that mills can release in the markets on a 
quarterly basis, commonly referred to as regulated 
release of non-levy sugar. This regulation restricted 
volume of sale of sugar, thereby increasing the cost 
of holding for mills and preventing the mills from 
leveraging on high demand during non-production 
seasons. Moreover, sugar mills are not permitted 
to sell sugar to meet market demands or dispose 
of their stock through distress sale, in order to 
access quick cash. The Committee recommended 
that restrictions on release of sugar be removed, to 
ensure mills are able to take business decisions for 
their financial well being. These recommendations, 
if implemented, will eventually translate into timely 
payment of arrears to farmers as well.

2.4.3 Recent Developments

Many recommendations of the Rangarajan 
Committee have been accepted and implemented. 
Some states have moved away from an FRP versus 
SAP model to the recommended revenue sharing 
model. Levy sugar supply by millers were dispensed 
with because the sale of sugar at deeply discounted 
prices only added more stress to an already stressed 
industry. Regulation of sale in open market was 
also relaxed. However all controls on sugarcane 
continue to exist, and not all states have desisted 
from issuing SAP.

In June 2018, the government acknowledged the 
rising liquidity problems in the sugar industry and 
its impact on mounting cane price arrears. Farmer 
and miller distress was deepening. One reason 
for this was on account of huge fluctuations in 

demand estimation and production of sugar. Excess 
production in the market resulted in depressed 
sugar prices. While the Sugar Development Fund 
(SDF) has been used in the past to stabilise sugar 
prices, the fund has been abolished since the 
advent of GST.

In an effort to help the sugar industry stay afloat, 
the government undertook several measures, 
including approving bail out packages of INR 
7,000 crore and INR 5,500 crore in 2018. The 
government also withdrew customs duty on export 
of sugar and doubled import duties to prevent any 
imports. The government also offered financial 
assistance to millers to offset the price of cane 
and pay off arrears. These dues were paid directly 
into the accounts of the farmers. Even as recently 
as February 2019, the government approved soft 
loans to the tune of INR 7,900-10,540 crore to 
be given to the millers. The government has also 
stated that they would offer an interest subvention 
of 7-10 per cent. In this case too, the assistance is 
to be transferred directly into farmer accounts by 
the bank. 

While all these have been welcome moves, another 
initiative that the government has taken has been to 
re-introduce controls on the price of sugar, at which 

Sugar and Sugarcane

“The Rangarajan Committee 
prioritises two issues that farmers 
and millers face. One is ‘cane 
reservation area and minimum 
distance criterion’ and the other 
is the issue of registered and 
unregistered farmers.”
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millers sell, and on the sale of sugar in the open 
market, through the Sugar (Control) Order, 2018. 
Bearing in mind that the surplus production had 
dampened prices of sugar, through the order, the 
government has stipulated that the miller cannot 
sell sugar for less than INR 29 per kilogram. They 
further went on to mandate the holding of a said 
quantity of sugar in warehouses at the end of every 
month. These new controls have had a detrimental 
impact on the millers and on sugar prices. Even 
though export of sugar was made easier, India has 
not been able to garner any significant market  
share, since Indian sugar prices are the least 
competitive amongst other sugar producing 
countries’ prices. It has also resulted in a large 
inventory of sugar building up, with few avenues of 
distribution or sale.  

2.5 Challenges for the Sector

2.5.1 Poor Trust between Farmers and Millers

The economic prosperity of a farmer essentially 
depends on the sugarcane price, productivity, and 
cost of cultivation. To mitigate tractable risks, such 
as, assured offtake of sugarcane or timely payment 
of dues, it is essential to cultivate a healthy farmer-
miller relationship.

The economic prosperity of a mill depends on 
availability of high-quality sugarcane, price of sugar, 
and gains from by-products. Since the first two 
depend on the timely availability of sugarcane, the 
importance of the farmer-miller relationship once 
again comes to the forefront. 

The complicated pricing mechanism followed by 
states currently or in the past, have resulted in 
farmer dues increasing. The miller alone cannot be 
held responsible for this. However, this has resulted 
in a lack of trust between the farmer and the miller 
resulting in an ecosystem of wariness and caution.

2.5.2 Poor Demand and Production 
Estimation

The sugar industry has often paid heavily on 
account of the inability of the industry or the 
government to accurately forecast sugarcane output 
and yields. In 2017-18, the Indian Sugar Mills 
Association (ISMA) had forecasted production to 
be to the tune of 26.1 MT. These estimates were 
revised to 29.5 MT, indicating an excess production 
of 4.5 MT. This was over and above the previous 
season’s closing inventory of 4 MT. The reason 
for this revision was bcause both Karnataka and 
Maharashtra revised their respective production 
estimates. Excess production causes wholesale 
prices to drop. However, sugarcane prices continued 
to increase, squeezing the millers from both 
directions, adversely impacting their profitability. 

Production estimates for 2018-19 suggest India 
may end up producing an excess of around 9 MT 
of sugar. This would further subdue prices, which 
would result in the accumulated sugarcane arrears 
rising further. If India were to export all the excess 
sugar, it would also cause downward movement 
in global prices. Poor estimation of demand and 
production has almost always put the sugar 
industry between a rock and a hard place.  

2.5.3 Too Many Controls

The sugar industry is one of the only industries to 
be controlled at both ends, production and sale. 
In fact, sugar is regulated at every stage, from the 
procurement of raw material (sugarcane), the price 
of acquisition of sugarcane, from whom to buy, the 
price of sale of sugar, and even the quantity of sale 
on a monthly basis. Even as India has moved away 
from excessive controls in all sectors, sugar remains 
not just a highly regulated sector but an excessively 
controlled one. To make matters more difficult, 
there is dual pressure from central controls and 
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state controls on pricing. The extent of controls has 
only resulted in driving down the profitability of the 
sugar industry. 

2.6	Towards	a	Profitable	Sugar	
industry
A profitable sugar industry is important. A healthy 
sugar industry would mean better off farmers. It 
also means that the other sectors in the economy 

benefit. For the sugar industry to become profitable 
again, reforms will have to begin at the farm. 
All the controls have to be re-examined. The 
recommendations of the Rangarajan Committee 
must be implemented across India, beginning 
with the revenue sharing pricing model. For now, 
the sugar sector is mainly surviving on account of 
stimulus packages from the government and the 
money it makes through its by-products.

Sugar and Sugarcane

Box 2.2: The Sugar development Fund
The Sugar Development Fund was set up in 1982 through an act of parliament. The purpose of the fund 
was for:

• Rehabilitating and/or modernising sugar factories or processing units
• Extending credit for development of sugarcane within the cane area obligation of an existing or 

upcoming factory
• Research and development
• Sugarcane development
• Maintaining any buffer stock
• Assisting in export related activities
• Extending credit to convert ethanol plants to zero liquid discharge (ZLD) plants

Loans are provided out of this fund to sugar mills at a concessional interest rate of 2 per cent below 
existing bank lending rates. The Sugar Cess Act, also enacted in 1982, was to act as a feeder into the 
Sugar Development Fund. 

“There shall be levied and collected as a cess, for the purposes of the Sugar Development Fund 
Act, 1982, a duty of excise on all sugar produced by any sugar factory in India, at such rate 
not exceeding 2 [twenty-five rupees] per quintal of sugar, as the Central Government may, by 
notification in the Official Gazette, specify from time to time:” Sugar Cess Act, 182, Clause 3(1)

The rate of the cess with effect from February 2016 was INR 124 per quintal. The proceeds of the cess, 
adjusted for cost of collection, was channeled into the Fund. However, the sugar cess was scrapped 
with the advent of GST. The central government tried to compensate for the same by allocating  
INR 496 crores to the development fund in the budget for 2017-18. On account of mounting farmer 
arrears, there is now fresh discussion on the merits and modalities of reintroducing a sugar cess.  



Surviving Through  
By-products



KEy PoinTS

•	 Sugar	as	a	standalone	industry	has	not	been	able	to	generate	large	profits,	
therefore there is renewed interest in by-products like press mud, bagasse and 
molasses.

•	 molasses is the most economically viable by-product of sugar manufacturing, 
with pan-india production at 12 million tonnes.

•	 Molasses	used	for	ethanol	production	is	regulated	by	the	Centre	as	they	find	
use in the fuel industry, except in Karnataka.

•	 india’s sugar industry produces around 5 million tonnes of press mud and 
40 million metric cube of spent wash, making it poised to contribute to the 
organic fertiliser industry.

•	 According to the ministry of new and renewable Energy, india’s 550 sugar 
mills have a combined production capacity of nearly 5,000 mW. 

•	 A majority of india’s ethanol comes from molasses; sugar mills omCs have 
invested almost inr 6,000 crores upgrade mills for ethanol production.

•	 Even at 10 per cent blending requirement, india is currently unable to produce 
the demanded 330 crore litres of ethanol.

•	 Sugar industry is under immense stress and is dependent on sale of molasses 
and the periodic bail-out package to remain functional.

•	 The auxiliary industry for sugar has huge potential to supplement the earnings 
of sugar. 
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3.1 By-products of Sugar
The world average price of sugar has stagnated in 
the last few years and estimates suggest that the 
scenario is going to remain unchanged, owing to 
large sugarcane surpluses every year. Sugar, as a 
standalone industry, has not been able to generate 
large profits for the manufacturers. Therefore, since 
the 1970s, there has been a renewed interest in 
the by-products of sugar production to improve 
the profitability of sugar manufacturers across 
the world. Press mud, bagasse and molasses are 
the three major by-products that find use in the 
production of several end products.

3.1.1 Press Mud

Press mud is characterised as a soft, spongy, 
amorphous, and dark brown to brownish material. 
It is a waste material for sugarcane industries, 
difficult to store, and something that pollutes the 
surroundings if released untreated. Press mud 
contains significant amounts of iron, manganese, 
calcium, magnesium, silicon, and phosphorus, 
thereby increasing the availability of macro and 
micro nutrients in the soil. It supplies a good 
amount of organic manure; therefore, it is crucial 
to treat press mud to enhance its suitability as a 
source of nutrients.

3. Surviving Through By-products
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Figure 3.1: World Average Prices of Sugar (2014 to 2025)
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3.1.2 Bagasse

Bagasse is a dry, fibrous, pulpy residue, which is 
produced during the extraction of juice from cane. 
It can be used to produce pulp for manufacturing 
paper, and in making particle board and fibre 
board. However, the most important use of 
bagasse is cogeneration of electricity. Through the 
Electricity Bill 2003, the government allowed sugar 
cooperatives to use bagasse for power generation 
to run their plants and sell the excess electricity 
to State Electricity Boards after meeting their 
requirements. This is considered as undoubtedly 
the easiest and best utilisation of bagasse for most 
cane-producing countries. For instance, 19.3 per 
cent of the total energy generated in Brazil during 
the year 2012 was using bagasse.

3.1.3 Molasses

3.1.3.1 market for molasses

Molasses is the third by-product obtained during the 
preparation of sugar after repeated crystallisations, 
and contains large fractions of fermentable sugars 
that are recovered by the action of yeast, producing 
alcohol. The unfermented lower order sugars and 
other organic fractions left behind are called spent 

wash. The resultant product after fermentation of 
molasses is alcohol-based, which can be used for 
manufacturing alcoholic beverages, for industrial 
use in chemical industry, and as ethanol, a biofuel. 
Molasses is the most economically viable by-
product of sugar manufacturing.

In 2017-18, the pan-India total production of 
molasses was to the tune of 12 million tonnes. 
The largest contributors were the major sugar-
manufacturing states, namely Uttar Pradesh, 
Maharashtra, Karnataka and Gujarat. Sugar mills 
most commonly operate as an integrated plant, 
which includes a distillery for converting molasses 
into absolute alcohol (ethanol), rectified spirit, and 
extra neutral alcohol (ENA). Due to the significant 
economic value of molasses and its prevalent use in 
the alcohol industry, it is a highly regulated product. 
State governments usually place restrictions on 
the production, price, and movement of molasses 
(particularly across states). Distillery spent wash, 
a by-product of distillation of molasses, is a 
highly polluting effluent and if released on land 
in an uncontrolled manner, may be hazardous to 
vegetation and can affect ground water quality (due 
to dissolved leachate and colour). 

2012-13 2013-14 2014-15 2015-16 2016-17 2017-18

Gujarat 494 482 524 542 408 498

Karnataka 1501 1686 2056 1779 1001 1596

Maharashtra 2926 2730 3855 3197 1585 3663

Uttar Pradesh 4172 3494 3674 3039 3888 4167

All India 11744 10882 12482 10873 9026 12091

Source: Sugar India 2018, Anekant Prakashan

Table 3.1: molasses Production in india (thousand tonnes)

Surviving Through By-products
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3.1.3.2 regulation of movement of molasses

Sugarcane is an important crop for the farmers and 
therefore, production of sugar from sugarcane is a 
responsibility of the Centre. All the aspects of sugar 
production such as pricing, procurement, wages, 
and welfare of farmers are the central government’s 
prerogative. However, depending on the different 
by-products derived from sugar production and their 
end-use, there is division of regulation between the 
Centre and the states. 

Molasses is regulated by both Centre and states. 
Molasses used for making ethanol, finds use in 

the fuel industry and is therefore, regulated by the 
Centre. However, in practice, barring Karnataka, 
state governments continue to monitor movement 
of ethanol.

But when the molasses is used for making extra 
neutral alcohol, which is a raw material for 
the pharmaceutical industry and the alcoholic 
beverages industry, it is being used for making 
“alcohol for human consumption.” As per Schedule 
VII of the Indian Constitution, “alcohol for human 
consumption” is a state subject. Thus, production 
and movement of ENA and the final product, 
(alcoholic beverages) is monitored by the statesi.

___________________________________________________________

i Ironically, however, there is now debate amongst states if the Goods and Services Tax (GST) may be applicable to ENA. Technically, ENA 
is not fit for human consumption. It would have to be blended, for ENA to take a more potable form. As per the GST laws, alcohol for 
human consumption is outside of GST.  From a value chain perspective, molasses coms under the GST regime. So far, ENA does not, 
and alcoholic-beverages certainly do not. 
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3.2 market for By-products

3.2.1 Organic Fertiliser Industry

Plant based organic fertilisers can be made from 
a variety of raw materials like compost tea, 
cottonseed meal, legume cover crops, seaweed, 
soybean meal, corn gluten, and molasses. The sugar 
industry and distilleries are poised to contribute to 
the organic fertiliser industry in the form of press 
mud and spent wash. For every tonne of sugarcane 
crushed, 30kg of press mud, is created. This is 
the same as 30kg of bio fertilizer. Another study 
(Sarangi et al, 2008), estimates that for every 100 
tonnes of sugarcane crushed, the industry generates 
approximately, 2.5 tonnes of press mud. The study 
also goes on to state that the sugar industry in India 
generates approximately 5 million tonnes of press 
mud and 40 million metric cube of spent wash. 

It seems only natural that the organic fertiliser is 
diverted back to the agriculture lands as a means 
to enrich the soil and facilitate better yields for 
crops. While press mud seems to have been used 
effectively, the true value of spent wash has not 
yet been realised. The utilisation of spent wash 
in agriculture is inadequate in India, despite it 
being a low cost alternative for farmers. Countries 
such as Brazil and Australia have developed 
technologies to pump treated spent wash directly 
into the soil. There is enough research to suggest 
that spent wash makes for an excellent alternative 
for farmers. Estimates suggest that farmers could 
save INR 1,335 crores per annum that they spend 
on nitrogenous fertilisers if only 200 of the existing 
distilleries recycled their wastes to the agricultural 
fieldsii.

3.2.2 Power Industry

The Government of India has always focused on 
biomass as a means to generate clean carbon 
neutral energy. According to the Ministry of New 
and Renewable Energy (MNRE), 32 per cent 
of India’s total primary energy is met through 
biomass. As of 31st March 2016, the total installed 
capacity connected to the grid through biomass 
was around 4,830 MW1. Of this, a major share 
comes from bagasse based cogeneration plants. 
The government has been for a while now creating 
policies to promote power generation from 
biomass. This has greatly aided the growth of 
electricity generation from this sector. The biggest 
beneficiaries of this has been the cogeneration 
power plants setup by sugar manufacturers in India. 

As per the MNRE, 550 sugar mills in India have 
a combined production capacity of nearly 5,000 
MW (Table 3.2). The electricity produced through 
cogeneration plants was an important source of 
subsidiary income for the sugar mills in India. For 
every tonne of cane crushed, 300kg of bagasse 
is produced, which in turn has the capacity to 
generate 130 kwH of which 100kwH could be 
exportable surplus. Exportable power was a major 
source of revenue for the power sugar mills, until 
recently, when things took a drastic change for the 
worse. 

The falling financial situation of the state 
distribution companies reduced their ability to buy 
electricity from cogeneration plants. This meant that 
sugar mills that had a combined production capacity 
of nearly 5,000 MW were only producing 1,953 
MW of electricity per annum. This in turn affected 

___________________________________________________________

ii Utilisation of distillery spent wash in agriculture
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sugar manufacturers across the country. The reason 
for this change has been the reluctance of state 
distribution companies to sign power purchase 
agreements, or honour already signed agreements, 
with cogeneration plants. This hugely reduced the 
subsidiary income of the sugar industry.

The other major problem that cogeneration plants 
face is the lack of open access. The Electricity Act, 
2003 allows for major electricity users to sign 
direct power purchase agreements with electricity 
producers. However, due to the high industrial tariff 
for electricity, the state distribution companies are 
reluctant to lose high electricity consumers to direct 
contracts. This has led to the levy of exorbitant 
tariffs on the use of transmission lines for the 
private sector. Hopefully with the implementation 
and success of Pradhan Mantri Ujwal Discom 
Assurance Yojana (PM UDAY), that is aimed at 

improving the financial wherewithal of state 
electricity distribution companies, there may be a 
positive impact on sugar mills too.

Even as sugar mills wait for PM UDAY to have an 
impact, they did have the option of selling surplus 
power directly to large electricity consumers as 
per the provisions of the Electricity Act, or on the 
exchange. Any sale on the electricity spot exchange 
also incurs a cross subsidy charge which makes the 
import price expensive. Removing the cross subsidy 
will lead to better price discovery on the exchange 
and better price realisation for the sugar millers. 

3.2.3 Ethanol

The alcohol industry is divided into different 
segments based on its final use. Alcohol is used in 
the fuel industry as biofuel (ethanol). The distilleries 

Table 3.2: Potential for Bagasse Based Cogeneration in major Sugar  
Producing States

S. no. State Potential

  (in MW)

1. Maharashtra 1250

2. Uttar Pradesh 1250

3. Tamil Nadu 450

4. Karnataka 450

5. Andhra Pradesh 300

6. Bihar 300

7. Gujarat 350

8. Punjab 300

9. Haryana & others 350

 Total 5000

Source: Ministry of New and Renewable Energy
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produce different forms of alcohol from molasses 
depending on its final use. Absolute alcohol 
(ethanol or ethyl alcohol) which is 100 per cent 
alcohol is blended with fuel as it is considered non-
toxic and reduces air pollution. Oil manufacturing 
companies (OMCs) are the major buyers of absolute 
alcohol.

India’s National Policy on Biofuels, 2018 was 
approved by Cabinet in May 2019. For the year 
2017-18, India had blended 150.5 crore litres of 
ethanol with petrol. The import substitution cost 
was estimated to be INR 5,070 crores and the 
environmental impact in terms of reduced carbon 
emissions was estimated at 29.94 lakh tonnes2. 
Based on the economic and environmental impact, 
it is not surprising that the ethanol blending 
target has been set at 20 per cent by 2030. 
India’s ethanol production stood at 301,000 
MT in 2016 according to data provided by the 
US Energy Information Administration3. Ethanol 
blending stood at 4.22 per cent in 2017-18, which 
is estimated to rise to 7.2 per cent in 2018-194. 
This is further supported by the fact that contracts 
for 237 crore litres of ethanol were signed in the 
December to November season for 2018-19. This 
covers almost 70 per cent of the requirement of 
330 crore litres required to achieve 10 per cent 
ethanol blending with petrol5. According to a 
Research and Markets report, India’s ethanol 
market is projected to grow from USD 2.50 billion 
in 2018 to USD 7.38 billion in 20246. 

A majority of India’s ethanol comes from molasses, 
with the quantity derived from B-heavy molasses 
increasing over the past year. Given the condition 
of the domestic sugar economy and the increase in 
demand for ethanol, there has been a shift towards 
diversifying the sugar value chain. Sugar mills and 
oil manufacturing companies (OMCs) alike have 

therefore stepped up investment, with almost INR 
6,000 crores being invested to upgrade mills for 
ethanol production and INR 2,500 crores being set 
aside by OMCs for greenfield investments in ethanol 
production7.  

India has the capacity to increase our ethanol 
production from sugarcane. There is technology 
available to convert cane juice directly into ethanol, 
without having to produce molasses. However, 
installing such technologies will require an 
investment outlay of atleast INR 5 crore by each 
distillery or miller. Ethanol production certainly 
has the potential to solve the current problems 
faced by sugar mills and farmers. Profits arising 
from ethanol will help to settle income arrears to 
farmers. However, the impediment to this future, 
lies elsewhere. 

Even at 10 per cent blending requirement, India 
is currently unable to produce the demanded 330 
crore litres of ethanol. Oil and gas companies will 
need to increase their blending capacities, distillers 
will have to improve theirs. Under the current 
system, a distiller will have the option of either 
producing ethanol or ENA. While monetarily the 

Surviving Through By-products

“Research suggests that spent 
wash is an excellent alternative for 
farmers, and they could save INR 
1,335 crores annually otherwise 
spent on nitrogenous fertilisers 
if even 200 existing distilleries 
recycled their waste and sent it to 
agricultural fields.”
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two will provide similar yield, the uptake of ENA is 
faster than that of ethanol. 

In order to provide proper impetus to the ethanol 
market, it is not just enough to create the 
demand. The government will also have to find 
ways of stepping up supply, by first undertaking 
a detailed assessment of existing capacity. While 
fiscal stimuli to sugar millers is certainly welcome 
and important for their survival, a better idea 
may be to support them in upgrading their 
technology to enable them to produce ethanol 
directly from cane. 

3.2.4 Alcohol Industry

Alcohol is used in the chemical and pharmaceuticals 
industries as a raw material, and for direct human 
consumption as alcoholic beverages. Ethanol is 
diluted with water to reduce its strength to 95 per 
cent to make Rectified Spirit (RS), which is used 
in making various products like chemicals, paints 
and varnishes, and packaging material, to name 
a few. The form of alcohol that is deemed fit for 
human consumption is ENA, which is food grade 
alcohol. It has 96 per cent alcoholic strength and 
finds use in the pharmaceutical industry and as 
a major raw material for manufacturing various 
types of alcoholic beverages. Nearly 90 per cent of 
molasses produced by the sugar industry is used for 
manufacturing ENA. Only recently has there been a 
slight shift towards ethanol.

ENA is used in cosmetics, perfumes, 
pharmaceuticals as well as for the production 
of alcoholic beverages. India is the ninth largest 
market for alcoholic beverages in the world. The 

basic raw material for hard liquor is ENA, which is 
either molasses-based or grain-based. Molasses-
based ENA is cheaper than grain-based as the 
latter is better in quality and flavour; the higher 
end alcoholic beverages use grain-based ENA. The 
market for grain-based ENA has witnessed rapid 
growth over the last decade.

The regulation of movement, production, pricing, 
and sale of alcohol meant for human consumption 
is a state subjectiii  in India. Nevertheless, the state 
governments heavily regulate the production, sale 
and movement of all kinds of alcohol. They usually 
tend to fix quotas for production, different end uses 
of molasses and restrict their movement, particularly 
across states (Rangarajan Committee report, 2012). 
The state excise departments are responsible for 
complete supervision of the alcoholic beverages 
industry in India including manufacturing, distribu-
tion, sale and consumption.

___________________________________________________________

iii Schedule VII of the Indian Constitution

“Reluctance of state distribution 
companies to sign power 
purchase agreements, or honour 
signed agreements owing to 
their mounting debt has hugely 
reduced subsidiary income from 
power generation for the sugar 
industry.”
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1 https://biomasspower.gov.in/About-us-3-Biomass%20Energy%20scenario-4.php
2 National Policy on Bio-Fuel, 24th June 2019, Press Information Bureau, Release ID-1575404
3 ‘Why ethanol blending in petrol might not work for India’, Abhishek Jha, Live Mint, 4th September 2018. https://www.livemint.com/

Industry/RfNU5ZFXDRTrfUkl9lNMaL/Why-ethanol-blending-in-petrol-might-not-work-for-India.html
4 ‘Ethanol blending with petrol may reach 7.2% in 2018-19 season from 4.2% last year’ Press Trust of India, Economic Times, 3rd April 

2019. https://energy.economictimes.indiatimes.com/news/oil-and-gas/ethanol-blending-with-petrol-may-reach-7-2-in-2018-19-sea-
son-from-4-2-last-year/68705213

5 ‘Average ethanol blending from December to March rises by 8%’ The Hindu BusinessLine, 3rd April 2019. https://www.thehindubusi-
nessline.com/economy/average-ethanol-blending-from-december-to-march-increases-by-8/article26723024.ece

6 ‘India $7.38 billion ethanol market, Forecast and Opportunities, 2024’ Globe News Wire, 30th April 2019. https://www.globenews-
wire.com/news-release/2019/04/30/1812225/0/en/India-7-38-Billion-Ethanol-Market-Forecast-Opportunities-2024.html

7 ‘Rs. 8,500 crore investment lined up for ethanol; two-thirds by sugar mills’, Virendra Singh Rawat, Business Standard, 7th February 
2019. https://www.business-standard.com/article/economy-policy/rs-8-500-crore-investment-lines-up-for-ethanol-two-third-by-sugar-
mills-119020600305_1.html  

3.3 impact of Auxiliary industries on 
Sugar industry
The sugar industry is under immense stress and 
is dependent on its sale of molasses and on the 
periodic bail out packages to remain functional. 
The auxiliary industry for sugar has huge potential 
to supplement the earnings from sugar. However, 
there are two aspects for consideration. First, the 
market for other products must be developed. Apart 
from alcoholic beverages, the market for ethanol 
is just beginning to grow, the market for organic 
fertiliser is depressed, and co-generation plants, 
which were once very profitable, have now added 

to the existing woes of the industry. Second, while 
it seems fair to allow sugarcane farmers a share of 
revenue of by-products, one must consider if this 
is standard practice across all other agricultural 
products. Even while the Rangarajan Committee 
does recommend a revenue sharing pricing model 
for cane, one could also argue in favour of only 
issuing the FRP. Millers can always offer more 
money than the FRP. Atleast until the health of the 
sugar industry is restored, it would be prudent for 
the millers to absorb any profits they make to rectify 
their current financial position. Alcoholic beverages 
are helping them do this already, and hopefully in 
time ethanol will do the same.

Surviving Through By-products
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KEy PoinTS

•	 The activities involved in production and distribution of alcoholic beverages 
generate employment (1.5 million direct and indirect, 2012-13) and tax 
revenue (of inr 1.4 lakh crores, 2018-19).

•	 The alco-bev value chain is, production of EnA, bottling of EnA, bottling of 
final	product,	labelling	and	packaging,	storage	in	excise	bonded	warehouses,	
and move to market duty paid.

•	 VAT is collected at different stages of the supply chain. in Telangana and 
Andhra Pradesh, it is levied at point of sale to retailer, while in maharashtra it 
is collected at point of sale from distillery to wholesaler.

•	 Tax revenue from excise, including excise duties, licences and fees, forms a 
significant	part	of	states’	revenue	receipts.

•	 revenue from excise over the last six years has shown an increasing trend, 
with CAgr ranging from 6 to 14 per cent, across 10 states.

•	 Frequent and ad hoc increases in excise duties creates uncertainty in cost 
of	production	for	manufacturers	and	distillers,	making	it	difficult	to	plan	
business.

•	 There	is	scope	to	simplify	processes	for	industry	by	addressing	the	significant	
overlap in formulation and enforcement of rules and standards by State Excise, 
FSSAi, lmr, and BiS.

•	 Cost of compliance is very high in the sector, and streamlining enforcement as 
well as ensuring smoother processes will help ease the cost of doing business 
for alco-bev.  
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As a standalone industry, the alcoholic-beverages 
(alco-bev) industry has a well-established place in 
the global economy. Based on available industry 
data, though dated, the estimated global volume 
of sales of alcoholic beverages was 157.8 billion 
litres in 20051. The industry comprises of a wide 
spectrum of companies, both by type and by size 
of operations, which makes it difficult to ascertain 
the actual number of industry players. Production 
of alcoholic beverages also involves a plethora 
of small domestic manufacturers catering to local 
traditions and tastes. This is only the recorded 
production and consumption; there is a huge 
volume of unrecorded alcohol production and 
consumption around the world. Particularly in low 
and middle-income countries, it may account for 
up to 50 per cent of total alcohol consumption 
(Euromonitor International, 2005). 

The alco-bev sector has important backward and 
forward linkages. The backward linkages include 
the use of agricultural raw materials, capital 
equipment, transportation, and energy, while 
the forward linkages relate to access to markets, 
that is, distribution via retailers, wholesalers, 
and hotels, restaurants and cafes. The economic 
activities involved in the production and distribution 
of alcoholic beverages generate considerable 
employment. A Technical Brief by WHO pegs 
direct employment at around 85,000 and indirect 
employment at close to 1.5 million, in 2012-132. 
Similarly the sector is also an important source of 
tax revenue for governments3. 

Alcoholic beverages contain ethanol or ethyl 
alcohol, which is made by fermentation of natural 
sources of sugar like fruits, grains, vegetables, plant 
matter and dairy products, with a catalyst that is 
usually yeast. As it ferments, the carbohydrates 
(starch and sugar) in the main source turn into 
carbon dioxide and ethyl alcohol. The final products 
can be broadly classified into distilled spirits, wine 
and beer. Further classifications vary across cultures 
and geographies, and are based on method of 
production, raw materials, alcoholic content and 
legality. In India, for all practical purposes, alcoholic 
beverages can be classified into Indian Made 
Foreign Liquor (IMFL), Country Liquor (CL)i, Foreign 
Liquor Bottled in Origin (BIO), Foreign Liquor Bottled 
in India (BII), wine and beer segments.

The alco-bev industry in India has been growing 
at more than 12 per cent compounded annualised 
growth rate (CAGR) for the decade starting 2001, 
making India one of the fastest growing markets 
in the world. The factors that have contributed 
to the growth of this industry in India include, 
improvement in standards of living, higher 
disposable incomes, change in spending patterns 
with increasing number of Indians making foreign 
trips for jobs, holidays or education, higher 
exposure to different lifestyles, and a growing 
culture of social drinking. India is expected to be 
the third largest economy for alcoholic beverages, 
as the consumption is expected to triple to USD 4 
trillion by 2025.

4. The Alcoholic-Beverages Industry

_________________________________________

i This study does not include the Country Liquor segment.
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Alcohol is a highly regulated commodity in India. 
The State Excise administers movement of all kinds 
of potable alcohol, both as raw material and final 
goods. The functioning of the excise departments 
and the business environment they provide for 
stakeholders of the alco-bev industry vary greatly 
from state to state. This study analyses the 
different models of doing business in the alco-bev 
industry with reference to ten states, namely –
Maharashtra, Karnataka, Delhi, Haryana, Telangana, 
Uttar Pradesh, Assam, Orissa, Chhattisgarh and 
Jharkhand. The report discusses various aspects 
of the business practices in the complete value 
chain of the alco-bev industry, involving the 
manufacturers, distributors and retailers. The 
objective of undertaking this detailed analysis is to 
draw out specific interventions that are expected to 
ease doing business in this sector. 

4.1 The Product Value Chain
Of IMFL, CL, BIO, BII, and wine and beer segments, 
the first four categories include only distilled spirits, 
such as, gin, rum, vodka, tequila and whiskey. 

Spirits contain a higher alcohol by volume (ABV) 
than wine and beer; the maximum permissible 
limit in India is 42.8 per cent ABV. As of 2017, the 
total market share4 of CL is 48 per cent, 36 per cent 
for IMFL, 13 per cent and 3 per cent for beer and 
imported liquor respectively. 

There is a direct relationship between the 
agriculture sector and alco-bev industry as it 
provides relevant raw materials for the manufacture 
of all varieties of alcoholic drinks. For instance, 
beer is made with grains which are unfit for human 
consumption, such as barley and wheat, and is 
mixed with hops to add flavour. When the grains 
and sugar have been malted and brewed for a 
certain time, additional grains and other ingredients 
are added for colour, flavour and clarity. Wine 
is usually made from grapes, but other fruit or 
vegetables can be used too. As the sugar in the 
fruits or vegetables ferments, the resulting liquid is 
wine. Distilled spirits can be made by fermentation 
of the widest variety of ingredients to produce 
food grade alcohol, commonly referred to as Extra 
Neutral Alcohol (ENA). These include grains for 
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There is a direct relationship between the agriculture sector and alco-bev industry as 
it provides relevant raw materials for the manufacture of all varieties of alcoholic 
drinks. For instance, beer is made with grains which are unfit for human 
consumption, such as barley and wheat, and is mixed with hops to add flavour. 
When the grains and sugar have been malted and brewed for a certain time, 
additional grains and other ingredients are added for colour, flavour and clarity. 
Wine is usually made from grapes, but other fruit or vegetables can be used too. As 
the sugar in the fruits or vegetables ferments, the resulting liquid is wine. Distilled 
spirits can be made by fermentation of the widest variety of ingredients to produce 
food grade alcohol, commonly referred to as Extra Neutral Alcohol (ENA). These 
include grains for whiskey, sugarcane syrup and molasses for rum, and different 
fruit and vegetables for vodka and gin. The exact recipes for the alcoholic drinks 
vary according to the alcoholic content, flavour and texture. The process of 
conversion of raw material into the final product that finds its way to the final 
consumer, involves many procedures (Figure 4.2).  
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whiskey, sugarcane syrup and molasses for rum, 
and different fruit and vegetables for vodka and 
gin. The exact recipes for the alcoholic drinks vary 
according to the alcoholic content, flavour and 
texture. The process of conversion of raw material 
into the final product that finds its way to the final 
consumer, involves many procedures (Figure 4.2).

The process of producing ENA from molasses and 
from grains is different; therefore, there are two 
kinds of distilleries for the respective raw materials. 
Distilleries attached to the sugar mills manufacture 
molasses-based ENA and sell it to the bottling 

and blending units for making the final products. 
Manufacturers using grain-based ENA for their 
products usually have an integrated distillery and 
bottling plant. Irrespective of the source and raw 
material of ENA, the next step in the production chain 
is blending of the ENA with different substancesii and 
water, to bring it to the required flavour and strength 
depending on the final product. This is followed by 
bottling, labelling and packaging, which happens 
on the assembly line. Once the bottles are packed 
in cartons, they are stored in bonded warehouses, 
meaning, excise duty is yet to be paid on the 

_________________________________________

ii The choice of substances required for blending with ENA depends on the desired final product. For instance, whiskey requires ENA 
blend with malts/flavours, brandy is ENA plus grape spirit/flavours, rum is ENA and sugarcane juice/rum spirit/flavours, and gin is ENA 
plus flavours. Vodka is just ENA diluted with water.

Source: Compiled by Author
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manufactured products. State excise mandates that 
the final products are allowed to leave the bonded 
warehouses (usually located within the factory 
premises) for the market only upon paying excise 
duties in full. The production process is similar for 
beer and wine as well, except that breweries and 
vineries respectively have integrated manufacturing 
units with the entire process happening in the same 
premises. 

The next leg is distribution of the final products, 
which happens through distributors in all the 
states. The distribution channels are different across 
states in India, but broadly of three types. The first 
type of channel involves only private distributors/
wholesalers like in Maharashtra and Haryana. 
The second, where the distributor is a state 
government-run corporation like in Karnataka. The 
third, where private distributors and government 
corporations coexist, like in Delhi. The distributors 
are responsible for routing the final products from 
manufacturers to domestic retailers and for exports. 
Domestic retailers are of two types – off-premise 
(retail shops) and on-premise (hotels, restaurants 
and pubs). Canteen Stores Department (CSD), a 
central government enterprise, is a distributor of 
alcoholic beverages as well. It caters specifically to 
the Armed Forces, which includes officers, defence 
personnel, their families, and ex-servicemen. This is 
the general supply chain of alco-bev products, from 
the manufacturers to the consumers.

Alcohol for human consumption is a controlled 
commodity and is subject to regulation by the 
state governments. All entities that are involved in 
the manufacture, distribution, and sale of alco-
holic beverages are subject to different approvals 
and licences for their business operations, in the 
respective states where they operate. In addition, 
consumers may also be required to take consump-
tion permits like in the case of Maharashtra, where 
consumption of alcoholic beverages is allowed for 
those who possess such permits and are above the 
legal drinking age. These aspects will be discussed 
in detail in the subsequent chapters.

4.2 Economic Contribution of Alco-
bev industry

4.2.1 Tax Regime

Under the jurisdiction of the Central Excise 
Act, 1944, all the goods manufactured in India 
are subject to Excise Duty, an indirect tax on 
production. With the introduction of Goods and 
Services Tax (GST) in July 2017, the Excise Duty 
has been subsumed under it, and all goods and 
services (except a few) are taxed as per the four 
general slabs of 5, 12, 18 and 28 per cent. The 
few goods and services that have been kept out 
of GST like petroleum products, alcohol for human 
consumption, real estate and electricity, continue to 
be taxed according to the previous tax regime.

The production of alcohol for human consumption 
(being a state subject) is taxed as per the state 
excise acts and attracts Excise Duty and Additional 
Excise Duty (AED). The goods are taxed at the 
point of consumption. For instance, if production 
takes place in Maharashtra and sale in Karnataka, 
the Excise Duty of Karnataka will be payable. In 
this sense, collection of Excise Duty on sale of 
alcohol for human consumption follows the same 

The Alcoholic-Beverages Industry

“State governments maximise 
revenue from excise and tend to 
cross-subsidise welfare activities 
through this revenue.”
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principle of GST; the tax is collected at the point of 
consumption.

In addition, the state governments levy sales tax 
on alcoholic beverages in the form of Value Added 
Tax (VAT). VAT is collected at different stages of 
the chain across states. In Telangana and Andhra 
Pradesh, VAT is levied at the point of sale to the 
retailer, whereas Maharashtra Excise collects it 
(on MRP) at the point of sale from distillery to 
wholesaler.

The rates at which Excise Duty, AED and VAT 
are charged, their criteria and the different slabs 
depending on alcoholic strength, vary from state to 
state. Some states like Haryana release their excise 
policies at the beginning of each excise year, and 
others like Karnataka make excise announcements 
(alterations in the existing policies) during the state 
budget or through ad-hoc notifications. Even after 
the introduction of GST, excise and other taxes from 
alcoholic beverages remain a major source of tax 
revenue for states, that they collect themselves. Tax 
revenue from excise (which includes excise duties, 
different licences and fees) forms a significant 
part of the states’ revenue receipts. The budget 
estimates for the total excise revenue generated by 
the alcoholic-beverages industry alone in 2018-19 
is to the tune of INR 1.4 lakh crores5 , which is a 15 
per cent increase from last year’s revised estimates.

4.2.2 Contribution to State Revenues

State Excise departments have two major objectives 
while formulating their excise policies – to curb 
production, sale, and consumption of illicit liquor, 
and to maximise their revenues. Production and 
trade of alcohol can happen both within and outside 
government regulation. Illicit liquor comprises of 
all kinds of alcoholic beverage products that are 
produced and/or traded in an unregulated manner. 

This renders the consumption of such products as 
unrecorded. Data from a report by the International 
Centre for Alcohol Policies (2006) suggests that 
unrecorded consumption of alcohol in India is as 
high as 50 per cent of the total consumption. Alcohol 
produced and sold illegally outside of government 
regulation is untaxed, circumvents restrictions around 
quality standards and availability, and depending 
on the procedures and ingredients used to make it, 
can even be potentially toxic. In India, as anywhere 
else in the world, alcohol is heavily taxed, due to the 
nature of the product. Owing to the high societal cost 
of alcohol consumption, especially in low-income 
nations, the overall tax on alcoholic beverages is kept 
high. The revenue generated by excise for the last 
six years demonstrates a noticeable increasing trend 
(Table 4.1).  

The state governments are committed to 
maximise revenue from excise and tend to cross-
subsidise welfare activities through this revenue. 
The two hikes in excise duty in Karnataka during 
the same year demonstrate this. The Supreme 
Court order regarding location of shops on 
highways across the country during July, August 
and September of 2017 affected more than 3,000 
excise licences in Karnataka alone and these 
were not renewed in the subsequent months. 
To make up for the loss in revenue, the state 
budget presented in February 2018 increased 
the AED on IMFL by 8 per cent for all their 18 
price slabs. Subsequently, in the second state 
budget presented in July 2018, the excise duty 
was raised by four per cent in all slabs again, to 
mobilise resources for financing the farm loan 
waiver6. Frequent and ad hoc increases in duty 
makes it difficult for manufacturers and distillers 
to plan their business, owing to uncertainty 
in cost of production. Continuity in policies is 
central to ease of doing business. 
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States CAgr 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

Karnataka 6% 12828.3 13801.2 15332.9 16483.8 17948.5 18250

8% 11% 8% 9% 2%

Maharashtra 7% 10101.1 11397.1 12469.6 12287.9 12500 15343.1

13% 9% -1% 2% 23%

Uttar Pradesh 12% 11643.8 13482.3 14083.9 14273.4 15700 23000

NA 16% 4% 1% 10% 46%

Delhi 9% 3151.63 3422.39 4259.93 4251.4 4700 5200

9% 24% 0% 11% 11%

Haryana 8% 3697.34 3470.45 4371.08 4613.12 5500 6000

-6% 26% 6% 19% 9%

Telangana 30% NA 2807.68 3809.06 5580.71 8999.99 10600

36% 47% 61% 18%

Orissa 14% 2284.91 2709.73 3388.9 3877.87 NA NA

19% 25% 14%

Assam 13% 610.25 664.99 807.95 963.81 1060.19 1300

9% 21% 19% 10% 23%

Chhattisgarh 9% 2549.14 2892.45 3338.39 3443.5 3687.86 4355

13% 15% 3% 7% 18%

Jharkhand 8% 627.93 961.67 912.46 961.67 1600 1000

53% -5% 5% 66% -38%

Source: State Excise websites and State Budget documents 
Note: Revenue from Excise does not include revenue from sales tax/VAT; it is an additional revenue for the states where it is levied.

Table 4.1: revenue for State Excise 

Box 4.1: Funding disaster relief measures

Revenue from excise also serves as a fall back option for the state governments in times of need, such 
as for rehabilitation work after natural calamities. Among other sources for raising revenue, the states 
have, in the past, relied on increasing excise duties to overcome the financial resource crunch in such 
situations. A recent example is from the state of Kerala, which faced its worst floods in nearly a century, 
in August 2018. The estimated loss was INR 8,000 crores and as additional resource mobilisation to the 
Chief Minister’s Disaster Relief Management Fund, the excise duty on alcoholic beverages was increased 
from 0.5 to 3.5 per cent for 100 days.

The Alcoholic-Beverages Industry
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4.3 regulators

4.3.1 State Excise

The Excise department falls under the purview of 
the Department of Revenue of state governments 
and is headed by the Minister for Finance/Excise, 
followed by the Principal Secretary (Excise/Finance 
Department) who is second in command, and Secre-
tary (Excise). The Excise Commissioner for the state 
comes next in the hierarchy, under whom there are 
Additional Commissioners, Joint Commissioners, 
Deputy Commissioners and Assistant Commission-
ers. The state excise machinery plays an important 
role in the day-to-day functioning of business for 
all the stakeholders in the alco-bev industry. The 
division of power, portfolio of decisions, and the 
extent of involvement of excise officials in the deci-
sion-making process varies from state to state. This 
is discussed in detail in the next chapter.

4.3.2 The Food Safety and Standards 
Authority of India

According to the Food Safety and Standards 
Act (2006), alcoholic beverages are classified as 
processed food. The Food Safety and Standards 
Authority of India (FSSAI) is an autonomous 
body under the Ministry of Health and Family 
Welfare, Government of India (GoI). It has drafted 
a set of regulations known as the Food Safety 
and Standards (Alcoholic Beverages Standards) 
Regulations, 2018, aimed at specifying the 
standards for all types of alcoholic beverages – 
distilled spirits, wines and beer. It also lays down 
the specific requirements for labelling of alcoholic 
beverages, in addition to the labelling requirements 
of Food Safety and Standards (Packaging and 
Labelling) Regulations, 2011.

The specific labelling requirements include 
declaration of alcohol content, labelling of standard 

drink, barring the display of any nutritional 
information, barring health claim, restriction on 
words ‘non-intoxicating’ or words implying similar 
meaning on labels of beverages containing more 
than 0.5 per cent alcohol by volume, labelling 
of wine, allergen warning, statutory warning, 
and many more. These standards and labelling 
requirements are applicable for both domestically 
produced and imported products and their 
enforcement began from 1st of April, 2019.

4.3.3 The Legal Metrology Act (2009)

The Legal Metrology Act (2009) was formulated 
under the Ministry of Consumer Affairs, Food and 
Public Distribution, GoI, to establish and enforce 
standards of weights and measures, regulate 
trade and commerce in weights, measures and 
other goods that are sold or distributed by 
weight. Under this Act, the ministry came up 
with The Legal Metrology (Packed Commodities) 
Rules (LMR), 2011. These rules regulate pre-
packaged commodities in India and inter-alia 
mandate certain labelling requirements prior 
to sale of such commodities. Like other pre-
packaged products, all alcoholic beverages 
produced or sold (whether domestically produced 
or imported) in India are required to conform to 
these regulations.

“An alcoholic beverages 
manufacturing unit in Maharashtra 
is required to obtain over 10,900 
licences ( including frequency) 
annually from different agencies for 
doing business.”
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4.3.4 Bureau of Indian Standards

The Bureau of Indian Standards (BIS) is the 
national standards body of India functioning under 
the Ministry of Consumer Affairs, Food and Public 
Distribution, GoI. It performs a variety of roles 
including standardisation, conformity assessment, 
product certification, hallmarking, and provides 
laboratory services. With respect to the alco-bev 
industry, BIS prescribes the methods of testing 
of alcoholic drinks that includes determination 
of ethanol content, tests of purity, and acidity, to 
name a few. These standards were last revised in 
20057.

There is a significant overlap in the formulation and/
or enforcement of rules and standards for alcoholic 
beverages among the three bodies – State Excise, 
FSSAI, Legal Metrology, and BIS. There is consider-
able scope to simplify the processes for ease of doing 
business in the industry. For instance, an alcoholic 
beverages-manufacturing unit in Maharashtra is 
required to obtain over 10,900 licences in a year (ac-
counting for the frequency of permits) from different 
agencies, for doing business. This directly implies 
that the cost of compliance is very high in this sector. 
There is a need for bringing in good enforcement 
practices that ensure smoother processes that are in 
line with the principles of ease of doing business.  

___________________________________________________________

1 The Structure of the Beverage Alcohol Industry, International Center for Alcohol Policies, 2006 
2 “Assessment of Burden and Socio Economic Cost Attributable to Alcohol Use in India,” WHO, pg 6
3 The Structure of the Beverage Alcohol Industry, International Center for Alcohol Policies, 2006
4 Alcohol industry share in India, Statista
5 State Budget (2018-19) documents
6 https://www.business-standard.com/article/economy-policy/karnataka-raises-tax-on-liquor-petrol-diesel-to-mop-up-resourc-

es-118070501139_1.html
7 BIS Standards for Fortified Wine, Beer, and Alcoholic Drinks.  https://www.standardsbis.in/Gemini/search/Browse.action?d-16544-p=1&-

saleModeName=SOFT_COPY&d-16544-n=1&d-16544-o=2&subDivisionId=175&d-16544-s=standard.noOfAmendments

The Alcoholic-Beverages Industry
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KEy PoinTS

•	 india allows 100 per cent Fdi through automatic route in distillation and 
brewing of potable alcohol.

•	 Business practices of manufacturers and regulatory frameworks on alcohol 
across states since alcohol is a state subject.

•	 Most	processes	across	all	states	are	still	offline.

•	 There is immense scope for standardising and streamlining brand and label 
registration processes for alcoholic beverages across all states. 

•	 Prices are determined by state governments through regulatory mechanism, 
which vary across states

•	 of the total national liquor sale volume, 19 per cent is through the free market 
system, 13 per cent through auction market system and 70 per cent through 
government-controlled wholesale and retail.

•	 different tax regimes, price determination models, regulations, and levels of 
openness has resulted in india having 36 different markets for alcohol instead 
a	unified	one.	

•	 Turnaround time for getting all licences prior to licence to serve alcohol is 
huge, which leads to opportunity costs for PBCl restaurant owners.

•	 To prevent used bottles from being used for bootlegging, companies usually 
buy back used bottles. This is largely in case of high volume brands or high 
volume markets.

•	 State Excise must put in place recycling and re-use norms for bottles to curb 
manufacture, sale and consumption of spurious alcohol.

•	 PBCl outlets have witnessed the highest CAgr of 25.4 per cent, and have 
gone from 5,300 outlets in 2013 to 6,700 outlets in 2016

•	 Bihar banned alcohol in 2016 and saw tourist numbers plunge from 63.43 lakh 
in 2015 to 44.58 lakh in 2016, and revenue dip from inr 3,141 crores to inr 
29 crores.

•	 gujarat has been successful in bringing forth policies to contain the adverse 
effect of liquor prohibition on allied sectors like tourism and hospitality.

•	 The positive correlation between the alcoholic-beverages industry and tourism 
is evident, from an immediate growth in tourists by 10 per (2017), when 
Kerala lifted the alcohol ban.
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The global status report on alcohol and health 
released by the WHO in 2018 shows that, from 
2005 to 2016, the per capita consumption of 
alcoholic beverages in India has increased from 2.4 
litres to 5.7 litres respectively. The level of per capita 
consumption is still lower than global levels, but 
it is expected to increase much faster owing to the  
change in demographics India is experiencing. India 
is one of the fastest growing consumer markets 
in the world. An independent market research 
report1 estimated annual consumption of alcoholic 
beverages in India to be 5.94 billion litres in 2018, 
and expected to reach 16.8 billion litres by the end 
of 2022. Presently, almost 70 per cent of the total 
demand is met by domestically produced brands.

Despite the growing significance of the alco-bev 
sector since 1990s, for its potential to generate 
revenues for the states, and the recent importance 
given to improving ease of doing business in India, 
the industry is rarely awarded the same importance 
that other manufacturing sectors receive. Instead 
it continues to face a myriad of restrictive policies 
and complex, excessive regulation. Doing business 
comprises of three stages of a business – starting a 
business, running a business and closing a business. 
In the alco-bev industry, the most difficult of these 
stages is running a business, and this holds true for 
all the stakeholders including the manufacturers, 
distributors and retailers. This section throws light 
on the business processes along the entire value 
chain of the alco-bev industry. The discussion 
adheres to a generic approach, but is corroborated 

by specific instances of business practices followed 
in the ten states considered for the study

5.1 Production
Prior to the reforms of 1991, the domestically 
owned companies dominated manufacturing 
of alcoholic beverages. Post liberalisation, the 
government allowed entry of private foreign 
players into this segment, which led to increased 
competition. The manufacturers began focusing on 
improving their packaging and brand visibility, and 
using better ingredients to make better products 
in order to build brand loyalty. Presently, India 
allows 100 per cent FDI through the automatic 
route in distillation and brewing of potable alcohol. 
However, as a state subject, the business practices 
of manufacturers of alcoholic beverages, and the 
regulatory frameworks within which they operate 
across the ten states considered for this study vary.

5.1.1 Sourcing

Molasses-based products and grain-based products 
have different models of production and operation. 
Molasses-based ENA may be produced at the 
sugar mill where there is an integrated distillery, or 
molasses generated after sugar production may be 
transported to a distillery elsewhere for producing 
ENA. The alcohol manufacturers procure molasses-
based ENA from these distilleries as a raw material 
for making their products, at the bottling plants. 
The other kind of ENA used for making alcoholic 
beverages is made from fermentation of grains that 

5. Doing Business in Alcoholic 
Beverages Industry
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are unfit for direct consumption. The distilleries 
may be standalone (without the bottling facility) 
or integrated (with a bottling unit). Grains are 
procured from the open market directly. Grain-based 
distilleries typically operate in the major grain-
producing states, like Punjab, Andhra Pradesh and 
Telangana.

The movement of ENA, which is 96 per cent ethyl 
alcohol, is the most heavily regulated raw material. 
The process of procurement involves taking a 
series of permissions and approvals from the 
excise department. Moreover, there is an excise 
establishment at every manufacturing unit and an 
Excise Officeri (EO) is in charge of giving permissions 
and supervising all the business activities.

For a manufacturing unit, permissions required 
for sourcing of ENA start with a requisition to the 
EO for procuring ENA, supported by the Consent 
Letter from the ENA vendor. The EO then refers 
the application to the Superintendent of Excise, or 
the Excise Commissioner as the case may beii  for 
final approval. Statesiii  where the distributor is a 
government-run entity, movement of all kinds of 
alcohol (finished goods) is routed through it. The 
manufacturer is required to obtain permits for every 
installment. For example, if for a manufacturer in 
Karnataka the total requirement of ENA is 20 lakh 
BLiv, and he wants to divide it into 20 installments 

of 1 lakh BL each, he needs to take 20 permits from 
Karnataka State Beverages Corporation Limited 
(KSBCL). The permits are valid for a specific period, 
a function of the distance between the vendor’s site 
and the manufacturing unit.

In order to begin the shipment of ENA, the unit 
requests the corporation/EO (as the case may be) 
for escorts (step 1) and pay the escort fees (step 
2). In most states, each tanker has one escort (in 
Maharashtra and Telangana, one consignment has 
one escort). The next step is paying the vendor for 
the ENA in full (step 3). In Maharashtra, Telangana 
and Uttar Pradesh, the unit directly pays the 
vendor whereas in Karnataka, the payment is 
routed through KSBCL. The payment in the latter 
case includes cost of goods (ENA), escort fees, and 
commission charged by KSBCL (@25-30p per BL). 
Then the permit is issued (step 4 (multiple licences 
depending on installments)).

The unit head is required to send all the relevant 
documents to the vendor (step 5) which include 
Excise Commissioner’s (or another authority as the 
case may be) approval, permits, tanker registration 
and driver details, escort details, and payment 
challan. Subsequently, the Excise Officer, under 
whose jurisdiction the vendor’s distillery comes, 
generates a transport permit after verifying these 
documents (step 6). The transport permit contains 

___________________________________________________________

i Excise Officer stationed at manufacturing units is called by different names in different states; for instance, Excise Inspector or Distillery 
Officer.

ii In Karnataka, Telangana and Uttar Pradesh, the final authority lies with the Excise Commissioner if ENA is being imported from another 
state, whereas if ENA is sourced from within the state, Deputy Commissioners in the first two states are authorised to approve. In 
Maharashtra, however, the Superintendent of Excise has the power to approve in case of imports, and for local sourcing the EO can 
sign the request.

iii In Karnataka, movement of alcohol both as raw material and as finished goods is routed through the Karnataka State Beverages Cor-
poration Limited.

iv 1 Bulk Litre (BL) = 1 Litre; measurement unit for alcohol

Doing Business in Alcoholic-Beverages Industry
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tanker and driver details, quantity supplied, 
validity of the permit, strength of ENA, and so on. 
ENA is loaded into the tankers once the sourcing 
chemist approves the quality of ENA (step 7); this 
happens mandatorily in presence of the escort 
who then seals the tanker with the excise seal and 
the procurement unit’s seal (step 8). It takes eight 
preliminary steps of payment and approvals for 
the destination unit to ask for raw material and the 
vendor to dispatch it from their premises.  

When the tanker reaches the destination unit, the 
unit head writes an application to the EO requesting 
to allow unloading of ENA from the tanker (step 9). 
Depending on the availability of the EO, the unit 
gets the approval. The EO has the full authority to 
grant this approval. In presence of the escort and 
excise constable, dip levels are checked for quantity 
in each compartment of the tanker (step 10) and 
the local chemist at the unit checks for quality (step 
11). The weight of the tanker is measured (step 
12). Only after this, the EO allows unloading of 
the tanker, into the ENA storage tanks (step 13). 
Weighment of the tanker is also done again after 
unloading (step 14). The difference of both the 
weights are matched with the quantity of ENA 
procured. There are five steps of approvals and 
procedures involved from the time a tanker arrives 
at the doorstep of the destination unit till the time 
the contents are offloaded into the storage tanks at 
the unit. There are regulatory restrictions on time of 
day and shifts for both loading and unloading.  

ENA records are updated with the Excise 
Department placed at the unit site (step 15). The 
tankers are released after re-checking (step 16). 
Escort is also released by the Excise Department 

(step 17). The unit issues an Excise Verification 
Certificate (EVC) for the vendor declaring that the 
quantity of ENA has been received at the unit on 
this particular day, duly signed by the unit head 
(step 18) and counter-signed by the EO (step 19). 
The EVC has to reach the ENA supplying unit from 
the destination unit within a limit of 60 days (step 
20), and only after this, the loop is completed. 
If for any reason, the raw material has not been 
dispatched or delivered before the expiry of the 
licence of step 4, then the entire process has to 
begin again from step 1. 

5.1.2 Blending and Bottlingv 

Prior to unloading of the ENA, the Quality Control 
department of the unit checks the quality and 
strength of ENA. After their approval, the blending 
department unloads the ENA from the tankers 
into the storage tanks. The blending department 
calculates the transit loss/wastage; in general, up 
to a maximum of 1 per cent of the total quantity is 
permissible by rule.

Blending is done according to requirements of the 
business. Before blending a batch, the unit team 
goes to the Excise Officer with a requisition for 
moving ENA from storage to blending tank (step 

___________________________________________________________

v   The systematic permissions may vary from state to state; what we exhibit in this section, is a general picture.

“A manufacturer spends over 
INR 1 crore per brand per year for 
label registration pan-India, but 
there is no rationale behind the 
fees charged for this by states.”
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21). After obtaining the permission, blending starts. 
As per the excise rules, each prepared blend is 
supposed to stay in the tank for 36 hours which is 
the cooling period (step 22). After 36 hours, two 
samples are drawn for the Excise Officer  
(step 23), one of these is retained with the EO  
(step 24) and the other one is sealed and sent off 
to the government-appointed Chemical Examiner 
located in the city (step 25). The samples are drawn 
by the Excise Guard and he travels to the city and 
carries the sealed sample for examination. In case of 
a sampling error, a new sample is asked for.

As per excise rules, the FSSAI certified company 
chemist can also examine the sample but that 
would place the liability of the quality of the 
product on the company, therefore, industry wants 
this additional check by the government-appointed 
chemical examiner. The examiner issues a certificate 
approving of the sample after 2 days (not time 
bound) (step 26). The concerned person from the 
unit has to go personally to get it (step 27), because 
it cannot (for some reason) be sent by email or 
courier. It is generally a typed report, not a machine 
generated one. Only after obtaining this certificate, 
bottling can be started.

Once the unit receives the certificate, the unit 
head submits a Bottling Intent to the EO to seek 
permission for bottling along with details like 
brand, batch number, tank number, strength, 
approximate quantity that will be bottled, and 
number of bottles (step 28). This is submitted one 
day prior to the day the unit wishes to carry out 
bottling so that the approval from the EO comes 
in time. These 28 steps are carried out every time 
the destination unit wants one installment of raw 
material to be transferred by one destination unit, 
from one specific vendor. The total number of times 
this approval process would have to be repeated 

for a single destination unit, given the number of 
installments ordered, the number of partner vendors 
that the destination unit may be sourcing from, 
and the frequency of orders in a year, almost seem 
unquantifiable!  

5.1.3 Brand Registration and Label 
Registration

The market for alcoholic beverages in India is 
comprised of different markets in each state, which 
differ in their functioning. An alcoholic beverage 
manufacturing company may choose the market 
in which it wants to sell its products purely based 
on market and business decisions. It is required for 
all manufacturers to register the brands they want 
to sell in a particular state. Thus, if a manufacturer 
wants to sell one product in 10 different states 
in India, the manufacturer is required to register 
that brand with all 10 state governments. Brand 
registration (step 29, multiple times) is an annual 
exercise in most states. It is only very recently that 
Maharashtra and Karnataka have started allowing 
manufacturers one time brand registration.  

A somewhat similar requirement is for label 
registration of all brands intended to be sold 
in a state. The label of an alcoholic beverage 
has to comply with a set of regulations and 
multiple agencies are involved in the process. 
FSSAI, a central government body, has drafted a 

Doing Business in Alcoholic-Beverages Industry

“Manufacturers are often denied 
price increases even to offset 
increased manufacturing costs, or 
levy changes.”
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set of standards known as the Food Safety and 
Standards (Alcoholic Beverages) Regulations, 
2018, which apply to all kinds of alcoholic drinks. 
These regulations also include specific labelling 
requirements, in addition to the general labelling 
provisions specified in the Food Safety and 
Standards (Packaging and Labelling) Regulations, 
2011, which apply to all food products sold in 
India. The respective Excise departments enforce the 
FSSAI guidelines in addition to their states’ specific 
requirements like the mention of state of salevi, 
safety warnings, etc.

Therefore, suppose a manufacturer is producing 
five products which he wants to sell in 10 states. 
In order to be able to do so, he has to first register 
each brand in all the states (50 brand registration 
processes), and then register a different label 
for each of the brands in all the states (50 label 
registration processes). Some states also mandate 
independent label registration for different size 
bottles. This means, if a company has, for argument 
sake, 10 brands, and each brand has 3 standard 
bottle sizes, then the company has to register 30 
labels in one state in one year. The time it takes to 
get one label registered (step 30, multiple times) 
varies according to the mechanisms put in place by 
State Excise. 

The label registration is done manually in most 
of the states in India. It is only recently that some 
states like Goa and West Bengal have introduced 
the online system for faster approvals. Depending 
on the distribution model of a state, there are 
two kinds of manual systems for label registration 
that are prevalent across India. First is the manual 
registration process without a corporation model 

supply chain, followed in Maharashtra, Jammu and 
Kashmir, Himachal Pradesh and Punjab. Second is 
the manual registration through the Corporation 
(state-run distributor), followed in the states of 
Karnataka, Jharkhand, Orissa, Telangana and 
Andhra Pradesh.

For the online registration process, the 
manufacturers need to submit a set of documents 
online for each label they want registered. 
These include a copy of the label in colour 
JPEG format with the MRP printed, payment 
challan of the label registration fees, licence of 
the manufacturing unit, trademark registration 
of the brand, brand ownership letter, and 
MRP declaration (already approved by excise 
department). It usually takes approximately 3 to 
7 working days to get the approval, and in case 
the excise department has any queries, it may 
take 15 days. However, in spite of the online 
system, states where the regulations mandate 
that the labels have to be publicly displayed in 
the excise office seeking objections, if any, the 
process could take much longer.

For manual registration without corporation, in 
states where there is a government-run distributor, 
label registration is preceded by renewal of brand 
registration, except for the states that have allowed 
one-time brand registration. Simultaneously, 
companies are required to get price approvals 
for all their products, according to the segment 
of the product. Once brand registration and price 
approvals are in place, they apply for excise 
approval for the labels after printing the price on 
the labels.

___________________________________________________________

vi For example – “FOR SALE IN DELHI ONLY”.
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Since this is a manual process, there are multiple 
officials involved in different capacities. The 
manufacturer applies directly to the EO present at 
the unit, with the label for the officer’s approval. 
In case of any queries, the application is sent back 
and necessary changes are made. Once the EO 
approves, the application goes to the District Officer 
(DO) either by courier or is hand-delivered with the 
EO’s comments. Depending on his/her availability, 
the DO gives the approval and comments, and the 
file moves further up in the department. The DO 
passes the file to the Joint Commissioner’s office 
at the State Excise headquarters; the labels are 
displayed at the State Excise headquarters office 
notice board for general public and competitors to 
view for 15-21 days (differs from state to state). In 
case of any objections, clarification is sought from 
the company. After solving the queries (or when 
there are no objections), the application goes to 
the Excise Commissioner. Depending on his/her 
availability, the approval is given for that particular 
label. In case of queries, the Excise Commissioner’s 
office again writes to the manufacturer for 
clarification. The company writes back providing the 
same or concerned person from the company visits 
the Excise office if the need arises. The approval is 
granted after the query is resolved. 

The entire process may take anywhere between 
30-60 days to get one label registered if the process 
goes smoothly. There are no documented timelines 
and the process varies from state to state.

For manual registration through corporation, the 
label approval process is same as in the previous 
system except for the requirement of price 
approvals. The corporation decides the MRP. After 
label registration, the manufacturer has to print 
the price on the approved label on each bottle 
after packaging. The corporation committee, in 

consultation with State Excise, decides the MRP for 
each brand. One copy of the approved label is also 
sent to the corporation for their reference because 
the finished goods are also routed through them in 
the state.

The process of label registration for alcoholic 
beverages across all states in India is riddled with 
several challenges. There is immense scope for 
standardisation and simplification in this area.

Presently, FSSAI, LMR and State Excise govern 
the rules and requirements concerning the labels 
of alco-bev products. The excise department 
ensures that the manufacturers implement all the 
requirements specified by the other two bodies, in 
addition to their own state-specific ones. There have 
been cases where changes in label requirements 
have been introduced in the middle of the excise 
year, due to the lack of coordination between 
the three authorities. Under such scenarios, the 
manufacturers are required to re-register all their 
labels once again, incurring huge expenses, 
regulatory costs, and not to mention business 
delays, since bottles with old labels can no longer 
be sold. Although excise departments try and avoid 
such circumstances, the processes are discretionary 
and therefore likely.

The measurement requirements for fonts and 
graphics on the label are not defined as per any 
standard. All states have followed arbitrary criteria 
for choosing what they think is the appropriate size 

Doing Business in Alcoholic-Beverages Industry
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of the text. Since no size has been prescribed, labels 
are rejected on account of subjective differences in 
perception of appropriateness, in which case, the 
manufacturers are obliged to redo the fonts and 
graphics. There have been cases where products 
selling in Kerala contain labels on which the brand 
name is barely visible.

In its labelling guidelines for alcoholic beverages 
that come into force from April 1, 2019, FSSAI 
mandates that the size of the statutory warning 
should be 3mm. There is ambiguity in the 
dimensions of the statutory warning. FSSAI should 
clearly mention that height and width of the 
font to be used on the labels, for further clarity. 
There is a need to understand the dynamics of 
the different pack sizes when specifying font sizes 
(what is legible on a 750ml pack will often not 
be legible on a 60ml pack), the types of legends 
that need to be used, and the need to print them 
in multiple languages. For instance, in Delhi, the 
labels have to display the anti-drinking legend 
in four languages. FSSAI guidelines for labelling 
of alcoholic beverages disallow manufacturers to 
mention any nutritional value on the label. The 
consumers do not have any information of what 
they are consuming.

Furthermore, the procedures of label registration 
are not time-bound and this directly impacts doing 
business for the manufacturer in the subsequent 
excise cycle, because unless the labels are 
registered in time for the following year, sales 
cannot take place. There is no rationale behind the 
fees charged by states and it is a huge cost for the 
manufacturers. For instance, a manufacturer spends 
not less than INR 1 crore per brand per year to 
register labels pan-India. Apart from excise duties 
and other taxes, brand registration fees are another 
huge source of revenue to the state. 

While exporting (in the case of alcohol and its raw 
material and finished goods movement of goods 
from one state to another is also considered as 
exports) finished products from one state to another, 
companies have to follow the label requirements 
of both states, which are almost always different. 
This means that labels are printed batch by batch. 
In such cases, synchronising the approval, by the 
source state and the destination state can become 
unmanageable for the suppliers.

If there is an order by any of the authorities to 
modify the label in between the current excise 
year, managing the already labelled existing stock 
is a problem for the manufacturers. The products 
that are on the retail shelves can go to the market; 
they are not called back. For the manufacturer, 
if the mandate comes from excise, the units can 
obtain permission from the excise department to 
send the already duty paid bottles to the market. 
However, if the mandate comes from FSSAI or 
LMR, re-labelling has to be undertaken for both, 
for stock already produced (not duty-paid) and for 
duty-paid stock. 

The excise departments of many states have, in the 
past, pushed FSSAI and LMR to introduce changes 
in accordance with the excise cycle, this is yet to 
become a regulatory norm. When there is a lack 
of coordination between the three agencies, the 
manufacturer pays the unnecessary and avoidable 
compliance cost of re-labelling duty paid bottles, 
or worse, having to write off the stock of duty paid 
bottles with “wrong” labels, only because the latter 
is less time consuming than the former. Even so, 
while writing off may solve the labelling problem, 
manufacturers are still stuck with physical stock that 
cannot be sold, eating into precious warehousing 
space. 
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5.1.4 Excise Adhesive Labels

Excise Adhesive Labels (EALs) are serial-numbered 
strips of paper meant for “Track and Trace” provided 
by the excise departments of some states. This is an 
additional measure taken by state excise departments 
in order to curb illegal and spurious alcohol.

The handling of EALs can be a highly laborious 
chore. In Delhi, the process is simpler as EALs 
are in the form of a barcode and serial numbers 
are available online. They are printed on plain 
paper in the unit (not in Delhi) and can be stuck 
on the bottles by machines. However, in states 
(Uttar Pradesh, Telangana, Karnataka, Jharkhand, 
Haryana and Punjab) where EALs are in the form 
of self-adhesive strips of paper, the process of 
procurement, storage, usage, and recording of EALs 
is an extremely challenging task.

In Karnataka and Telangana, the manufacturers are 
required to buy EALs from excise-appointed vendors 
only. Based on the next day’s production plan, the 
unit head writes an EAL intent to the manufacturing 
unit-based EO, which is a request to issue EALs for 
the goods to be produced the next day (step 31). 
The unit also makes the full payment for the EALs 
through NEFT to the excise-appointed EAL vendor 
(step 32). The cost of 1,000 labels is around  
INR 1,700. The requisition includes the number of 
EALs required and the payment challan. The excise 
guard from the unit has to go personally to get 
them from the vendor (step 33). At the end of the 
day, the unused EALs are to be returned to the EO 
(step 34) and the records are updated manually 
(step 35). After the final goods are loaded for 
dispatch to the corporation depot, the EAL Dispatch 
Report is uploaded manually on the corporation’s 
portal (step 36). The process is extremely time 
consuming and inefficient. With this in mind, we 
make a few recommendations in Chapter 8.

The exceptional case is of the Excise Department 
in Maharashtra, which does not feel the need to 
have track and trace at all. The goods leave the 
manufacturing units only after the duties are paid 
and from thereon, the onus of handling the goods 
lies on the private distributors and retailers.  

The industry welcomes EALs as a mechanism 
which ensures that genuine products are sold and 
consumed, but there are unaddressed issues in the 
existing system. The cost of EALs is borne entirely 
by the manufacturing company. They are different 
in all states and are of bad quality (are easily torn 
or damaged), and in some states, not even self-
adhesive. Usually, EALs are stuck manually on each 
bottle (step 37) and automation is not possible 
because of how the EALs are designed, making 
the process slow. Furthermore, if the EAL gets torn 
while sticking it to a bottle, the manufacturer is 
liable to pay double duty on that bottle because 
the sequence of EALs cannot be broken. At the time 
of loading final goods, each carton is manually 
checked (step 38) and then punched at the time of 
permit generation on the portal (step 39), thereby, 
increasing the risk of manual errors. 

5.1.5 Packaging

At the time of submitting the Bottling Intent, the 
unit gives the requisition for Excise Adhesive Labels 
(EALs) for the batch to be bottled, to the EO. This is 
done one day prior to bottling as per the production 
plan. EALs are different for bottles to be sold 
locally, for those that are to be exported and sold in 
another state, and across bottle sizes. The EO gives 
the recommendation letter with details to the excise 
guard who goes to collect EALs from the vendor, to 
issue the required number of EALs.

The guard brings the EALs to the Unit Excise 
Office. In order to move the EALs from the Excise 
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Office for use on bottles, the unit writes another 
requisition specifying how many are required on 
that particular day (step 40). Then, after getting 
EO’s approval, they are released to the concerned 
person from the unit (step 41). The leftover EALs 
are to be given back on the same day or if the 
bottling continues into the second shift, they are 
returned the next morning. Records of use of EALs 
are strictly maintained specifying EALs consumed, 
EALs left, brand-wise and size-wise (step 42). These 
physical registers are state excise property that are 
maintained by the unit personnel.

A summary sticker needs to be put on every carton 
specifying the series of EALs used on the bottles 
inside (step 43). Since EALs are basically strips of 
paper (usually not of good quality) and the process 
of pasting them is not mechanised, they often tear. 
If they tear, the unit is liable to pay the MRP of 
the bottle to the state excise department in lieu of 
the duty assumed to be foregone on the unused 
EAL. After this, the cartons are shifted to the 
Excise Bonded warehouse inside the unit premises 
(step 44). Once the EALs are stuck on the finished 
products and are shifted to the bonded warehouse, 
the excise liability on the unit begins. No products 
can leave the warehouse without paying the liable 
excise duty.

5.1.6 Pricing & Taxation

Price determination by state governments continues 
to be a major roadblock in doing business in 
this sector. In this respect, India is an outlier - all 
countries impose regulations on this sector, but 
barring India, no country imposes price controls 
where price increases (and decreases) have to be 
approved and granted by states. In all the states, 
the prices are determined by government, through 
regulatory mechanisms, which varies across states. 
It is common for states to deny manufacturers 

price increases intended to offset increases in 
manufacturing cost due to inflation or even levy 
changes.

Alcohol produced for human consumption continues 
to be regulated by different regulatory frameworks 
across the 36 states in India. The industry is a 
bizarre example of being subject to taxation and 
price controls – excise duties are hiked periodically, 

Box 5.1 Price of imported liquor

The pricing structure of imported liquor is 
contrived as it is the costliest category. Import 
of alcohol is subject to Open General Licence 
(OGL); anyone can import alcohol. Suppose 
one bottle of foreign-made liquor (750 ml) is 
imported into the country, it lands in India at 
a price of INR 350. Import duty of INR 525 is 
paid to the central government for importing 
foreign liquor. After clearing the customs’ 
procedures, the bottle reaches Delhi at an 
excise bonded warehouse. The importer will 
now have to register a label for this bottle 
based on the excise rules governing Delhi. 
The importer will then bill it to a distributor-
wholesaler, making a margin of INR 900 on 
the bottle, to cover his costs and profit on the 
bottle. The wholesaler will add his margin of 
INR 200-300 and the Delhi government will 
charge an excise duty of 65 per cent on this 
distributors’ price. The retailer (off-premise 
consumption) makes INR 100 per bottle 
and pays a VAT of 20 per cent at the time of 
sale. Therefore, the total price for a bottle of 
foreign-made liquor in Delhi comes to INR 
3,500-4,000. This is the price paid by the 
consumer for the bottle, which landed in India 
at INR 350 (including manufacturer’s margin).
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and yet it is difficult to get the manufacturers price 
increases to offset normal inflation. For instance, in 
Andhra Pradesh and Telangana, the manufacturer’s 
price was increased upon approval by the state 
government four times in 20 years, in 1997, 2009, 
2012 and 2017. There have been no price increases 
in states like Rajasthan for the last 6 years (and 
counting). In Odisha, it took the industry 2.5 years 
to get a corrective price increase after a sudden 
exponential hike in duties. Alcoholic beverage is not 
a necessary commodity, and keeping alcohol prices 
low by state governments is counter-intuitive.

Furthermore, price approvals and increases are 
swathed in opacity and discretionary powers, 
with little or no transparency, no clear process 
laid down in law and no guiding principles. The 
manufacturers’ price is called Ex-Distillery Price 
(EDP). Increases in EDP are granted by the Excise 
Commissioners in all states. In most states, the 

excise department has fixed excise duties for all 
EDP slabs for different kinds of alcoholic beverages. 
In Maharashtra, state excise follows a MRP-
determining formula wherein the manufacturer’s 
price, excise duty, and distributor’s margin plus 
retailer’s margin are in the ratio of 1:3:1. The Excise 
Commissioner grants increases in manufacturer’s 
price after a series of consultations with the 
manufacturer who is required to provide logic and 
data based evidence for wanting an increase in 
price. Figures 5.1 and 5.2 show the proportion of 
price that accrues to the manufacturer, distributor 
and retailer (trade), and the government, for the 
states of Karnataka and Andhra Pradesh-Telangana, 
examples.

Ideally, there should be free pricing for the 
manufacturers, which will be upward trending 
given the inflationary environment. If not for all 
brands, the states can introduce free pricing for 

Steps Process/ Approval

1 In order to begin the shipment of ENA, the Unit requests the corporation/EO for escorts

2 Unit then pays the Escort fees

3 Full payment for ENA is made to Vendor

4 Corporation/EO issues permit(s) depending on number of installments

5 The Unit head sends all the relevant documents to the Vendor

6 EO at Vendor’s distillery verifies documents and generates Transport Permit

7 Sourcing Chemist approves the quality of ENA in presence of Escort, and then ENA is loaded into tankers

8 Escort seals the tanker with the excise seal and the procurement Unit’s seal

9 When tanker reaches the Unit, the Unit head writes an application to the EO requesting permission to unload ENA from tanker

10 In presence of the Escort and Excise Constable, dip levels are checked for quantity in each compartment of the tanker

11 The Local Chemist at the unit checks for quality

12 The weight of the tanker is measured before unloading

13 EO allows unloading of the tanker into the ENA storage tanks

14 The weight of the tanker is measured after unloading

Table 5.1: Snapshot of Approvals and Processes for Alcohol  
Production and movement
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Steps Process/ Approval

15 ENA records are updated with the Excise Department at the Unit

16 The tankers are released after re-checking

17 Escort is also released by the Excise Department

18 Unit issues EVC to Vendor declaring said quantity of ENA has been received at the unit duly signed by the Unit Head

19 EVC counter-signed by the EO

20 The EVC from Unit has to reach Vendor within a maximum of 60 days

21 Unit seeks approval from Excise Officer to move ENA from storage to blending tank

22 Each prepared blend kept in tank for 36 hours, as per excise rules

23 After 36 hours, two samples are drawn and given to EO

24 One sample is retained by the EO

25 Second sample is sealed and sent to the Government-Appointed Chemical Examiner located in the city

26 Examiner issues a certificate approving of the sample typically after 2 days (not time bound)

27 Person from the Unit has to go personally to collect it

28 Unit Head submits a Bottling Intent to the EO to seek permission for bottling along with several details

29 Manufacturer registers brand in all states they want to sell in

30 Labels for each brand and each size in each state of operation

31 Unit head writes an EAL intent to the EO at Unit, requesting for EALs to be issued for the goods to be produced the next day

32 The Unit also makes the full payment for the EALs through NEFT to the Excise-Appointed EAL Vendor

33 The Excise Guard from the Unit has to go personally to get EALs from Vendor

34 Unused EALs are returned to the EO, at the end of day

35 The records are updated manually

36
Final goods are loaded for dispatch to corporation depot, and EAL Dispatch Report is uploaded manually on the  

Corporation’s portal

37 Usually, EALs are stuck manually on each bottle

38 At the time of loading final goods, each carton is manually checked

39 Each carton is punched at the time of permit generation on the portal

40 Unit writes another requisition to EO specifying how many are required on that particular day

41 After EO’s approval, they are released to the concerned person from the unit

42 Records of use of EALs are strictly maintained specifying EALs consumed, EALs left, brand-wise and size-wise

43 A summary sticker is put on every carton specifying the series of EALs used on the bottles inside

44 After all this, the cartons are shifted to the Excise Bonded warehouse inside the unit premises

Source: Compiled by Authors

Note: Steps 37 to 43, typically take place after Step 35

Table 5.1: Snapshot of Approvals and Processes for Alcohol  
Production and movement (Contd.)
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Figure 5.1 Share of the Consumer’s Price Accruing to Different Stakeholders 
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Stakeholders (Karnataka)

Figure 5.2: Share of the Consumer’s Price Accruing to different Stakeholders 
(Andhra Pradesh - Telangana)

Source: Compiled by authors as per information from industry sources

Source: Compiled by authors as per information from industry sources
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premium brands, so that the working class is 
protected, if that indeed is the intention, which in 
itself is debatable. In view of the above, we make 
our recommendations on pricing (see Chapter 8).

5.1.7 Marketing and Advertising – Brand 
Extension

There are restrictions on alcohol branding and 
advertising throughout the country. Over the years, 
however, state governments started allowing 
surrogate advertising using brand extensions. 
However, there continue to be unexpected changes 
in the states’ policies towards advertising. From a 
business point of view, it is unclear whether the 
manufacturers should invest in advertising their 
products or not. For instance, in 2009, Delhi imposed 
a heavy penalty (and a possible jail term) in one such 
case of use of brand extensions2. 

In the late 1990s, the alcohol manufacturers blatantly 
violated excise laws and started advertising their 
products through television. After this, there was 
a complete shutdown on alcohol advertising on all 
channels of media. The Advertising Standards Council 
of India (ASCI), a self-regulatory body, which adopted 
a Code to ensure self-regulation in advertising, lay 
down rules for advertising of alcoholic beverages 
using brand extensions. In 2007, the central 
government amended the Cable Television (TV) 
Network Rules’ Advertising Code, to allow only those 
advertisements that conform to the ASCI Code. In 
addition, these rules also require that companies 
get a certificate from the Ministry of Information 
and Broadcasting (MIB) and Central Board of Film 
Certification (CBFC) to advertise through TV. Ironically, 
the MIB does not have a mechanism to certify 
advertisements, without which CBFC does not issue 
their approval.

States Wholesale distribution retail

Karnataka Government-controlled Free market (Licensed-private)

Maharashtra Licensed-private Free market (Licensed-private)

Uttar Pradesh Private Oligopoly Private Oligopoly

Delhi Licensed-private Government and private-licensed

Haryana Private Oligopoly Private Monopoly

Orissa Government-controlled Free market (Licensed-private)

Assam Licensed-private Free market (Licensed-private)

Chhattisgarh Government-controlled Government-controlled

Jharkhand Government-controlled Auctioned-private

Source: Compiled by authors

Table 5.2: distribution and retail Channels 
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The ASCI Code for brand extensions enforced 
certain rules and qualifications for companies to 
adopt brand extension advertising. The brand 
extension could be a product or a service that is 
certified by a third party. It should meet 10 per cent 
distribution requirements and generate a revenue 
of INR 1 crore from each state where the product 
is advertised, or generate INR 5 crores pan India. 
Even if manufacturers conform to these guidelines 
and invest in brand extensions, there is ambiguity 
around state governments allowing and disallowing 
advertisements, based on their discretion. There is 
a need for clear and transparent rules in order to 
promote healthy business practices. 

5.2 distribution
In the alco-bev industry, while the manufacturing 
is largely dominated by private players across India 
after the liberalisation of 1991, the distribution and 
sale process varies in each state. The modus operandi 
in distribution and sale can be broadly classified 
into three kinds – free market (licence privately 
owned), auction market, and government controlled. 
The distribution patterns and controls vary in each 
state/UT according to the model the respective 
governments choose to adopt. The distribution 
channels of a state also affect the pricing mechanism 
it follows. We discuss each of the systems and the 
associated challenges and best practices. 

In the free market system prevalent in Maharashtra, 
Assam, and Goa, the private manufacturers are free 
to choose their distributors, who then have their 
retail networks for sale. It is estimated that 19 per 
cent of the national liquor sale volume is through 
the free market system.  Some states like Haryana 
and Uttar Pradesh follow the auction market system 
where the state government auctions the wholesale 
and retail licences to private players every year. The 
manufacturers then directly sell to the wholesalers 

who sell to the retail players; the total volumes 
sold through auction markets is 13 per cent of the 
national volume. The other kind of system through 
which nearly 70 per cent of the national volume is 
sold, is where wholesale distribution and/or retail is 
government-controlled. The state governments have 
adopted different combinations of these, based 
on what suits them (and purportedly the market) 
best, ease of supervision, and the opportunity to 
maximise revenue from excise.

For instance, in Jharkhand, the distributor is a 
government-operated entity while the retail licenc-
es are auctioned to private players in the market. 
In Haryana, both wholesale and retail licences are 
auctioned to the private. The governments have 
eased the licensing norms to encourage competition 
by having more market players. In Tamil Nadu, the 
government controls the distribution and retail, and 
markets liquor through its own shops. Karnataka 
shifted from an open market system and introduced 
KSBCL, a government-run distributor that controls 
the movement of all alcoholic beverages within the 
state boundaries, whether imported or produced 
domestically. The retail is licensed to the private 
sector as well as to Mysore Sales International Lim-
ited (MSIL), a Government of Karnataka marketing 
organisation, which has liquor outlets in the state.

Factors like different tax regimes, different 
price determination models, different rules and 
regulations, and different levels of openness 
towards easing the business environment, have 
resulted in making India, not a single market for the 
alco-bev industry, but 36 different markets. All the 
stakeholders – manufacturer, distributor, retailer and 
consumer – can access products from other markets, 
albeit faced with restrictions. A product can be sold 
within the state market, exported to another state in 
India, or can be exported abroad.

Doing Business in Alcoholic-Beverages Industry
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___________________________________________________________

vii Operational in Haryana

5.3 retail Channels
Most states in India allow private retailers to sell 
alcoholic beverages under specific kinds of licences. 
The different kinds of licences available across 
India, include licence to sell IMFL, licence to sell 
country liquor, licence to sell wine and beer, and 
modern shops. The on-premise segment comprises 
of fine dine restaurants, casual restaurants, buy 
your own liquor (BYOB) restaurantsvii, and pubs, 
bars, cafés, and lounges (PBCL). State excise allows 
these establishments to operate under very strict 
guidelines and conducts regular inspections in order 
to ensure their implementation.

One of the pressing issues in retail is the selling of 
alcoholic beverages to minors. While both the gov-
ernment and industry are in coherence that there 
should be responsible practices, the existence of 
different Legal Drinking Age (LDA) in different states 
does not necessarily make this easy. LDA varies 
from 18 years in Goa, Himachal Pradesh and Jammu 
and Kashmir, to 25 years in Delhi and Haryana. In 
Maharashtra, LDA to consume wine is 18 years, 
for beer it is 21 years, and 25 years for IMFL. At 
the same time, there are states like Gujarat, Bihar, 
Manipur and Nagaland where production, sale 
and consumption of alcohol is illegal. Such deep 
variations within one country makes enforcement of 
these rules extremely difficult. 

5.3.1 Off-premise

There are about 3,000 wholesale and 120,000 
retail outlets across India. Of the total, 53,000 retail 
outlets only sell country liquor while the remaining 
sell spirits, beer and wine. Population per store 
(PPS) in India is the highest at 9,000; PPS in South 
Africa and China is 2,122 and 195 respectively.

5.3.2 On-premise

There has been very little evolution in the 
distribution channels of alcoholic beverages, apart 
from the growth witnessed by the on-premise 
segment in the last few years. However, this is 
limited to the major cities in India. The on-premise 
outlets are basically restaurants which can be 
of different kinds – i) Casual dining restaurants, 
which may or may not serve alcohol; ii) Fine dining 
restaurants, which serve alcohol; and iii) Pubs, Bars, 
Cafes, and Lounges (PBCL).

The licence to serve alcohol is of two kinds, one for 
wine and beer, and the other for IMFL. The on-
premise consumption establishments apply to the 
state excise departments for these licences after 
their restaurant has started operations (see Table 
6.6). A restaurant placed in the PBCL category is 
required to generate around 50 per cent of revenue 
from sale of alcoholic drinks. The turnaround time 
for getting all licences prior to applying for a licence 
to serve alcohol is huge in the restaurant industry. 
Therefore, the opportunity cost of unspecified or 
specified but not observed, timelines is significant, 
especially for the PBCL restaurant owners.

Box 5.2 on-premise Pricing of 
liquor

The restaurants charge the customers INR 
350 for a 30ml of foreign liquor called A, 
excluding taxes. After adding the service 
charge (10 per cent) and VAT (20 per 
cent), it costs around INR 450 for a 30 ml 
quantity of A. Thus, the price of the bottle 
becomes INR 13,500 when consumed on 
the premises.
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After a restaurant applies for a licence to serve 
alcohol, the excise department conducts inspections 
to make sure that the pre-requisite conditions 
(necessitated under the previous approvals) are 
complied with. Therefore, there is duplication of 
work followed by mostly unnecessary delays. Grant 
of the licence to serve alcohol is not bound by strict 
timelines leading to further delays and mounting 
opportunity cost.

The National Restaurant Association of India (NRAI) 
report of 2016 discusses the growth witnessed 

in the different key segments of the food services 
industry. According to the report, cafes serving 
non-alcoholic beverages have seen a CAGR of 6.9 
per cent for standalone outlets and 5.9 per cent 
for chains in market share, during 2013-2016.  For 
the same period, PBCL outlets have witnessed the 
highest CAGR of 25.4 per cent. In terms of the 
number of outlets across urban India, the PBCL 
outlets have gone up from around 5,300 in 2013 to 
6,700 in 2016 (Foodzania Report, 2017).

Box 5.3: recycling of used Bottles 

The manufacturers procure bottles from the contracted bottle manufacturers. The design (shape and 
size) of the bottles is patented and replication is not allowed. Moulding is an expensive process 
and those involved in illegal activities like bootlegging cannot afford it. However, they can resort 
to re-using the used bottles by buying them off waste aggregators. It is a profitable deal for the 
bootlegging industry because they can get genuine bottles with genuine labels, reuse them for their 
product, which of course will not be genuine, and sell them through illegal routes. In order to prevent 
this, companies usually buy back the used bottles but this is usually done in case of high volume 
brands and in high volume markets. The recovery of used bottles varies from state to state and 
depends majorly on how efficient and organised the management of waste in that state or locality 
is. For instance, in states like Tamil Nadu, companies are able to buy back around 90 per cent of their 
used bottles and elsewhere, like in Delhi, the recovery of bottles is around 40-50 per cent. 

The re-use of bottles is cost effective for the manufacturers, as buying new bottles is expensive; used 
bottles cost around INR 1 per bottle. In addition, better systems for management of glass bottle 
waste will prevent their misuse. The alcoholic beverages manufacturers have introduced PET bottles 
for high volume, lower-priced brands throughout the country, which are use-and-throw bottles 
and cannot be reused. Karnataka is the first state to have introduced the use of tetra-packaging for 
alcoholic beverage products, which also serves the purpose of preventing misuse of used bottles. 
Tetra-packs are approved for sale in Uttar Pradesh, West Bengal, Telangana and Andhra Pradesh. To 
further their pursuit of curbing the manufacture, sale, and consumption of harmful, spurious alcohol, 
the State Excise must put in place recycling and re-use norms for the bottles. This would require an 
active role of the local municipalities to put in place proper systems of collection and disposal of these 
bottles.

Doing Business in Alcoholic-Beverages Industry
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5.4 Symbiotic relationship 
Between Alcoholic Beverages and 
the Tourism Sector
As per Global Status report on Alcohol and 
Health released by WHO in 2018, the per capita 
consumption of alcohol in India increased to 5.7 
litres in 2016 (WHO, 2018). As discussed earlier, 
there can be two modes of consumption – off-
premise and on-premise. Hotels and restaurants 
are the major channels of on-premise consumption, 
and an important part of the tourism sector. The 
tourism industry acts as an output sector for the 
alco-bev industry. In this section, we establish the 
relationship between the two industries.

In recent years, the tourism sector has become 
one of the most dynamic sectors in India. The 
National Sample Survey Office (NSSO) 72nd round 
(July 2014-June 2015) survey discusses the travel 
patterns of Indian households, and states that 
out of the total overnight trips taken, medical and 
religiously motivated trips accounted for 65 per 
cent, 34 per cent of the trips were for holidays of 
leisure and recreation, and the remaining 1 per 
cent for shopping (NSSO, 2014). Higher disposable 
incomes and changing preferences have led to 
shifts in expenditure patterns towards leisure-based 
activities.

This can also be corroborated by the fact that the 
restaurant industry is one of the fastest growing 
industries in the world. With the recreation and 
leisure segment gaining popularity among tourists 
as well, the hotel and restaurant industry has 
witnessed a surge and is an integral part of the 
tourism industry. A modern tourist prefers not only 
tourist attractions but also desires to experience 
local culture through their eateries, pubs, and 
local markets. This explains why countries 
are increasingly focusing on developing and 

maintaining their cultural resources, which are 
crucial for the growth of tourism industry.

In India, the restaurant industry is the third largest 
after retail and insurance in the service segment, 
contributing over 2.1 per cent to the GDP. The 
industry valued at INR 30 billion (USD 426 million) 
is projected to grow at 10 per cent CAGR to INR 
50 billion (USD 710 million) by 2021. Furthermore, 
it contributes almost INR 24 billion (USD 340 
million) to the government exchequer; this figure 
is projected to double and reach INR 45 billion 
(USD 639 million) by 2021. Industry estimates 
also suggest that the sector has the potential 
to contribute an additional INR 13 billion (USD 
184 million) at the very least, subject to closer 
monitoring of tax collection by the government, 
especially from the unorganised sector (Foodzania 
report, 2017). 

The restaurant industry in general and PBCL 
segment specifically, have seen a rapid growth in 
major cities across the country. The PBCL segment 
has witnessed a CAGR of 8 per cent between 2013 
and 2017. An average consumer spends around INR 
750 to INR 1,500 in the PBCL segment (Foodzania 
report, 2017). Favourable demographics, higher 
disposable incomes along with change in spending 
patterns have led to high demand in this industry. 
India allows 100 per cent FDI through automatic 
route in the hotel and restaurant industry. This has 
encouraged popular international brands like Hard 
Rock Café, TGIF, Chili’s, to name a few, to set up 
multi-city operations in India. Data from Reserve 
Bank of India (RBI) shows that between 2013 and 
2017, FDI in the hotel and restaurant industry grew 
at a CAGR of 5 per cent (RBI, 2018). The alcoholic-
beverages and tourism industries are co-dependent; 
growth (decline) in one sector will lead to growth 
(decline) in the other. Their co-dependence can be 
seen in different forms in different states.  
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5.4.1 Co-dependence in Goa

Goa has a vibrant night culture with a plethora of 
bars, pubs and clubs and is a popular domestic and 
international tourist destination. Tourism sector 
is essential to Goa’s economy and contributes 
extensively to the state’s exchequer. Between April 
and December 2017, the revenue receipts of the 
government from tourism sector were INR 5.1 
crores3. The corresponding figure for the previous 
year was INR 3.98 crores. During the same period, 
excise revenue from new licences or renewal of 
licences for PBCL restaurants in the state grew at 
around 12 per cent4. The revenue had dropped by 
47 per cent due to the highway ban during the year 
2016-17. Goa levies a comparatively lower tax on 
alcoholic beverages than the neighbouring states. 
However, they have been able to make up for this in 
terms of their volumes of sale, thanks to a healthy 
around the year tourist footfall. Between 2012 
and 2017, the number of Domestic Tourist Visitors 
(DTVs) increased at a rate of 20 per cent CAGR 
and the number of Foreign Tourist Visitors (FTVs) 
increased at 12 per cent CAGR5. Goa is an excellent 
example of the positive relationship between the 
two sectors.

5.4.2 Co-dependence in Bihar

The emergence of Meetings Interviews Conferences 
Exhibitions (MICE) tourism almost always involves 
consumption of alcoholic beverages, and has been 
beneficial for the industry. The MICE segment, as 
the name suggests, comprises of not only meetings 
and conferences, but also events such as weddings 
and parties. Bihar introduced a ban on alcohol in 
2016 and witnessed a decline in the number of 
both domestic and international tourists within 
the same year. According to data from the state 
tourism department, the total number of tourists 
was approximately 63.43 lakh in 2015 which 

plunged to 44.58 lakh in 2016. Moreover, industry 
sources suggest that MICE tourism also took a hit, 
as they opted to move to other states. Occupancy 
rates in hotels came down to 40-45 per cent6  in 
2016. Furthermore, the state lost substantial 
revenue from excise, which was to the tune of INR 
3,141 crores in 2015-16, and declined to INR 29 
crores in the year of the ban 2016-17. Similarly, 
nightlife in Patna has become subdued, as many 
restaurants that used to serve alcohol have closed 
shop7 as their revenues plunged. In Bihar, the 
impact of alcohol prohibition on tourism clearly 
demonstrates how a decline in one leads to a 
decline in the other.

5.4.3 Co-dependence in Gujarat

Gujarat practices complete prohibition of 
manufacture, storage, sale and consumption of 
alcoholic beverages, under the jurisdiction of 
the Bombay Prohibition Act, 1949. However, the 
government provides special kinds of permits8 for 
consumption of alcoholic beverages to the tourists 
coming into the state. 

These include visitor’s permit (for domestic tourists) 
“…for any person (not a citizen of Gujarat; citizen 
of India or a foreign national) who visits the state 
for not more than a week...” which are extendable 

Doing Business in Alcoholic-Beverages Industry

“Gujarat witnessed an increase 
in domestic and international 
tourist footfall, since the 
introduction of on-arrival permits 
for alcohol consumption in 
2013.”
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up to one month. Similarly, a foreign tourist’s permit 
“…for any person who is a foreign national for the 
period of the tourist’s intended stay valid for up 
to one month…”, and group permit for holding 
conferences and meetings9.

The effect of the existing tourist-friendly 
alcohol policies in Gujarat is reflected in the 
continued influx of tourists, both domestic and 
international. Gujarat has witnessed an increase 
in both domestic and international tourist 
footfall, with a higher growth rate for the latter. 
This is especially true since the government 
introduced on-arrival permits at airports 
and hotels and online individual and group 
permits through its portal, in 2013 and 201410  
respectively. Gujarat serves as a classic example, 
where the government has been successful in 
bringing forth policies to contain the adverse 
effect of liquor prohibition on the allied sectors 
like tourism and hospitality industries.

5.4.4 Co-dependence in Kerala

Marketed as “God’s Own Country” Kerala has 
always attracted many tourists from within 
India and from outside. Its picturesque and lush 
surroundings have always been a huge draw. 
Kerala was one of the first states to capitalise 
on its cultural capital, and use it effectively to 
increase revenue from tourism. While spiritual, 
religious, leisure, and adventure tourism have 
always been popular, in the recent decade, Kerala 
has been steadily attracting tourists from the MICE 
segment. Around 70 per cent of hotels/resorts 
have conference facilities and almost 50 per cent 
of the tour operators cater to MICE. This segment 
alone was growing at almost 9 per cent year on 
year, between 2011 and 2013. 

In 2014, the per capita consumption of alcohol 
in Kerala was 8.3 litres per year, well above the 
national per capita average of 5.7 litres per year, 
which compelled the state government to intro-
duce a near-complete ban on alcoholic bever-
ages. The renewal process of liquor licences for 
more than 500 bars in the state was cancelled 
and only five-star restaurants were allowed to 
sell alcoholic beverages on premises. Kerala was 
all set to implement prohibition of alcohol in a 
phased manner after 2014. As a result, there was 
a steep increase in substance abuse and boot-
legging activities in Kerala during the following 
year11. 

When the state changed their excise policy and 
phased prohibition had begun, the growth in MICE 
segment dropped sharply, first to 4.8 per cent in 
2014, and then to a negative 0.6 per cent in 2015. 
The opportunity cost of the alcohol ban in Kerala 
expressed in terms of estimated loss of revenue 
from tourism, is to the tune of INR 700 billion. A 
trade survey undertaken by the Department of 
Tourism in Kerala in 201612, found that tourism 
growth rate for Kerala had fallen from 8.1 per cent 
in 2013 to 7.6 percent in 2014 and 5.9 per cent in 
2015.  The study found that the dramatic decrease 
in tourist footfall, especially foreign footfall, and the 
drop in MICE tourism was singularly because of the 
new excise policy. The state government was quick 

“Temporary alcohol ban in Kerala 
in 2014, led to a loss of revenue 
from tourism worth approximately 
INR 700 billion.”
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viii Lifting of liquor ban helps Kochi record more tourist footfalls
1 Indian Alcohol Consumption – The Changing Behaviour. https://www.researchandmarkets.com/reports/4424894/indian-alcohol-con-

sumption-the-changing-behavior 
2 Delhi government tightens screws on surrogate liquor ads https://www.exchange4media.com/advertising-news/delhi-govt-tightens-

screws-on-surrogate-liquor-adspublisher-of-ad-to-be-jailedfined-36300.html
3 Economic Survey 2017-18, Goa State
4 Goa Excise Website
5 Department of Tourism, Goa
6 Tourist bypass dry Bihar https://www.sundayguardianlive.com/news/6876-tourists-bypass-dry-bihar
7 Is Bihar Faring Better Or Worse After Alcohol Ban? https://iogt.org/blog/2017/04/18/bihar-faring-better-worse-alcohol-ban/
8 The Bombay Prohibition Act, 1949 Chapter IV Section 40-46
9 Gujarat E-permit Rules for Consumption Permits http://eps.gpeonline.co.in/Rules/terms.pdf
10 Liquor law of Gujarat amiable for tourists but sends residents to jail https://www.hindustantimes.com/india-news/the-liquor-law-of-

gujarat-amiable-for-tourists-but-sends-locals-to-jail/story-5LciM9Dz2d67QYkQVpRyyH.html
11 India’s Kerala state easies alcohol ban https://www.bbc.com/news/world-asia-india-40213562
12 Kerala Tourism Trends, Trade Survey July 2016, Department of tourism, Government of Kerala

to realise the impact of the ban on tourism and 
tourism-related industries, and lifted the ban after 
two years.

Due to such a substantial impact on the economy 
and employment, the Kerala government lifted 
the alcohol ban in June 2017. The impact of 
this was felt almost immediately as the state 
witnessed a 10.93 per cent (which accounted 
for 14.5 million tourists) growth in the number 
of tourists in 2017, the highest in the last nine 
yearsviii .

5.4.5 Ease of Doing Business in Tourism 
Industry 

There is clearly a positive correlation between 
the alcoholic-beverages industry and the tourism 
sector. Therefore, introducing reforms to improve 
doing business in one sector will have an impact 
across the value chain. For instance, regulatory 
simplification in the tourism industry will have a 
spill over effect on alcoholic-beverages industry 
which will extend backwards to the stakeholders of 
the sugar industry as well.  

Doing Business in Alcoholic-Beverages Industry
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KEy PoinTS

•	 The indian tourism industry is the seventh largest in the world and contributes 
9.4 per cent to the country’s gdP and 42 lakh jobs (2018). 

•	 Inflow	of	domestic	tourists	in	India	has	grown	at	12.20	per	cent	(for	the	
period) and international tourists at 6.12 per cent (annually) between 2010 
and 2017.

•	 Travel and Tourism is the third largest foreign exchange earner for india, at 
uSd 25 billion in 2018 and estimated to reach inr 3.63 trillion by 2029.

•	 From	2000	to	2018	FDI	inflow	has	been	approximately	USD	11.3	billion	in	the	
tourism industry.

•	 As per WEF’s Travel and Tourism Competitive index, india ranks 40/136. 

•	 For	specific	indicators	(of	90),	India	ranks	poorly,	for	tourism	service	
infrastructure (110/136), environmental sustainability (134/136), and iCT 
readiness (112/136).

•	 While tourism does not fall under any list in Schedule 7, the major budgetary 
allocations are from the Centre while States have a larger role in facilitating 
EodB.
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6.1 Economic Contribution of 
Tourism
The significance of tourism as a growth engine 
can be seen through its contribution towards 
the economy of and employment generation in 
a country. Over the last decade, many countries 
have used tourism as a tool for development and 
have become increasingly dependent on it. This is 
true for most emerging economies, as they do not 
possess the same tourism resources, technology, or 
infrastructure for achieving development like the 
western nations. Dependence on tourism can be 
seen in the case of Maldives where tourism directly 
accounts for 39.6 per cent of total GDP. Similarly, 
in Cambodia tourism accounts for 14.1 per cent of 
total GDP and in Vietnam it is 9.3 per cent of total 
GDP. To offer some perspective, tourism accounts 
for 3.7 per cent of the UK’s economy and 2.6 per 
cent of the US economy1. The focus of the above-
mentioned Asian countries on making tourism 
their main growth engine is also highlighted 
by the fact that their governments have made 
necessary changes since the 1990s, especially on 
infrastructural development, visa policy relaxation 
and international openness, which has led to an 
increase in number of international tourists visiting 
these countries. 

In 1990, approximately 17,000 international tourists 
visited Cambodia whereas in 2016, the country 
witnessed 5.01 million overseas arrivals which is a 
32,941 per cent increase. Similar trends can be seen 
in the case of Laos, where international arrivals 
increased at a rate of 23,714 per cent from 14,000 
in 1990 to 3.32 million in 2016, and Myanmar, 
where the number of international tourists 

increased at a rate of 13,809 per cent from 21,000 
in 1990 to 2.9 million over the last three decades2. 

Tourists’ expenditure has increased over the last few 
years. According to United Nations World Tourism 
Organisation (UNWTO) data, in 2017, 1.3 billion 
tourists spent approximately USD 1 trillion across 
the world. The highest amount of money spent 
was in the USA where 74.7 million international 
tourists spent USD 210.7 billion. The US is followed 
by other European destinations like France and 
Spain. In Asia, Thailand was the leader with tourists 
spending approximately USD 57.5 billion with 35.4 
million tourists visiting the country3 .

The increase in tourist expenditure, especially in 
developing countries is leading to more investment 
in the tourism sector. This investment is not only 
in tourism-based infrastructure but social and 
services infrastructure as well, such as maintaining 
cultural and natural resources and strengthening 
the business environment of an economy. This 
investment is necessary, as tourism has strong 
interlinkages with other sectors such as food 
services, hospitality, retail, travel, real estate and 
more.

The travel industry is crucial for the development of 
the tourism sector. Travel comprises transportation 
by air, road or water and related infrastructural 
growth such as road, rail line, port or airport 
development, is vital for a robust tourism sector. 
From tour operators to companies operating 
airlines, trains, buses, cars and ships, all are 
important for the tourism sector. Similarly, the 
hospitality and food services industries are 
important from the perspective of availability of 

6. Tourism Industry
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hotels, restaurants, pubs for providing relevant 
services to tourists. The retail sector in the form 
of markets and shops plays the role of selling 
commodities to tourists and also earning revenue. 
Sectors like agriculture and food processing supply 
other industries to sustain tourism. Tourism as 
a sector comes with direct, indirect and induced 
benefits and each sector plays a role in the growth 
of tourism and maintaining the entire value chain.     

6.2	Tourism	–	A	Sunrise	Sector	for	
india
The Indian tourism industry is the seventh largest 
in the world with respect to its contribution to GDP. 
According to the World Travel and Tourism Council 
(WTTC) report of 2018, tourism accounts for USD 
234 billion (INR 16,380 billion) i.e. 9.4 per cent of 
India’s GDP (WTTC report, 2018) which is expected 
to further grow to USD 424 billion (INR 29,680 
billion) by 2027. After financial services and real 
estate, it is the highest contributor to GDP. 

The average contribution by tourism to employment 
generation between 2010 and 2013 was 
approximately 7.8 per cent. From 2014 to 2016, it 

has increased to approximately 9.1 per cent (WTTC 
report, 2018). In a span of two years, there has 
been a growth of 1.3 per cent.

Tourism is already a significant contributor in terms 
of employment opportunities generated directly, and 
indirectly. According to WTTC’s study on economic 
impact of the tourism sector, approximately one 
out ten jobs in the world is supported by the travel 
and tourism sector. Furthermore, one out of five of 
all net jobs created in the last decade have been 
within the travel and tourism sector (WTTC report, 
2018). In the last six years, the Indian tourism 
sector has supported a substantial amount of jobs. 
In 2015, travel and tourism contributed to 8.7 per 
cent of total employment, which was approximately 
36,695,500 jobs. Between 2015 and 2016, India 
saw a growth of 9.8 per cent with respect to the 
number of jobs supported by tourism sector. In 
2016, the sector supported 40,300,000 jobs, which 
was 9.3 per cent of India’s total employment. In 
2017, the sector contributed to 8.0 per cent of 
total employment, which was around 41,622,500 
jobs. This was expected to rise by 3.1 per cent in 
2018 but the growth was limited to 2.5 per cent. 
That being said, travel and tourism still supported 

year
direct 

Contribution

Share of total 
employment  

(%)

overall 
contribution

overall Jobs 
created 
(yoy)

Share of total 
employment 

(%)

yoy 

growth 

Expected 

growth 

2015 36.70 8.70

2016 25.39 5.80 40.30 3.60 9.30 9.81 1.80

2017 26.15 5.00 41.62 1.32 8.00 3.28 NA

2018 42.67 1.05 8.10 2.52 3.10

Source: WTTC economic impact of travel and tourism report, India (2015-2019)

Table	6.1:	Tourism’s	Contribution	to	Total	Employment	(All	figures	in	millions)

Tourism Industry
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42,672,700 jobs overall and the contribution was 
8.2 per cent of total employment in 2018. In that 
year, India ranked second globally in terms of the 
contribution of tourism sector in total employment 
(WTTC report, 2018).

Through 2015 to 2016, the sector created 3.6 
million new jobs in a year, 1.32 million new jobs 
in 2017 and 1.05 million in 2018. Although the 
employment growth rate in tourism might not be 
consistent, the employment generation potential 
of the sector is immense and is also recognised 
by the Government of India. This has resulted in 
revitalisation of this sector with new initiatives like 
Incredible India 2.0 among others, for fulfilling the 
potential of the tourism sector in India.   

The inflow of domestic tourists in India in 2010 
was 747 million and in 2017 it was around 1.6 
billion with an average annual growth rate of 
approximately 12.20 per cent in that time period. 
This could be attributed to the improvement of 
connectivity and infrastructural development, 

digitisation and improvement of the tourism 
framework with creation of new circuits. The 
number of international tourists stood at 17 million 
in 2010, which increased to 26 million in 2017 with 
average annual growth of approximately 6.12 per 
cent (Indian Tourism Statistics report, 2018). With 
the relaxation of visa processes and better tourism 
promotion, the inflow of international tourists has 
been consistent. Furthermore, international tourist 
inflow exceeded the estimated 15 million by the 
year 2017 as reported by the World Economic 
Forum (WEF). 

In terms of Foreign Exchange Earnings (FEEs) from 
tourism in 2010, India’s FEE was USD 14.49 billion 
whereas in 2017 it accounted for USD 27.31 billion 
with an average growth rate of 9.31 per cent. 
Furthermore, from January to November 2018, 
India’s FEE stands at USD 25.83 billion (Indian 
Tourism Statistics report, 2018). Travel and Tourism 
(T&T) is the third largest foreign exchange earner 
for India4. Travel and Tourism investment in 2017 

year no. of dTVs Annual growth rate no. of FTVs Annual growth rate

2010 747703380 17910178

2011 864532718 15.63 19497126 8.86

2012 1045047536 20.88 18263074 -6.33

2013 1142529465 9.33 19951026 9.24

2014 1282801629 12.88 22334031 11.94

2015 1431973794 11.63 23326163 4.44

2016 1615388619 12.81 24714503 5.95

2017 1652485357 2.3 26886638 8.79

Source: India tourism statistics, 2018

Table 6.2: domestic and Foreign Tourist Arrivals in india (2010-2017)
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was USD 41.6 billion, which was 6.3 per cent of 
total investment. Overall, from 2000 to 2018 the 
Foreign Direct Investment (FDI) inflow has been 
approximately USD 11.3 billion in the tourism 
industry5 . 

6.3 india’s Competitive Performance

6.3.1 Travel and Tourism Competitiveness 
Framework

When discussing the tourism development of a 
country, it is imperative to observe and analyse 
how well a country has been performing at the 
international level. From the works of Sebastian 
Vengesayi (2003) to the modern framework 
developed by international organisations like 
UNWTO and World Economic Forum (WEF), gauging 
the competitive performance of the tourism sector 
is important for understanding trends and areas for 
improvement. In the last few years, the Travel and 
Tourism Competitiveness Index (TTCI) Report has 

been developed by the WEF to carry out an in-depth 
analysis of the Travel and Tourism competitiveness 
of economies around the world. According to 
the WEF, the TTCI report measures “the set of 
factors and policies that enable the sustainable 
development of the Travel & Tourism sector, which 
in turn, contributes to the development and 
competitiveness of a country” (TTCI report, 2017). 
The biennial report contains four major frameworks 
which are further divided into 14 pillars with 90 
individual indicators covering the pillars. Figure 6.1 
illustrates the TTCI framework.

The data used in the TTCI report has been collected 
through an Executive Opinion Survey (EOS) as well 
as statistical data from other partner organisations 
such as the World Bank, World Travel and 
Tourism Council (WTTC), International Union for 
Conservation of Nature (IUCN), International Air 
Transport Association (IATA). The methodology for 
the report undergoes review with all the associated 

year FEE (in uSd billion) Change over previous 
 year (Percent)

2010 14.49

2011 17.70 22.2

2012 17.97 1.5

2013 18.39 2.4

2014 19.70 7.1

2015 21.01 6.7

2016 22.92 9.1

2017 27.31 19.1

2018 (Jan-Nov) 25.83 6.4

Source: Indian Tourism Statistics 2018

Table 6.3: Foreign Exchange Earnings from Tourism (2010-2018)

Tourism Industry
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organisations and necessary changes are made 
based on the review. Each report is analysed from 
the selected sub-indices which have been changing 
since the first report, for making it more inclusive 
of global travel trends and patterns. These changes 
are based on global trends and emerging issues. 
TTCI analyses the selected countries through a 
score system ranging from 1-7i  used in the survey 
for the sub-indices, which are broadly based 
around ‘Business Environment’ and ‘Infrastructure’; 
‘Regulatory Framework’ and ‘Human, Cultural and 
Natural Resources’. The scoring is done for the 90 
indicators that cover the 14 pillars and based on the 
average scores; the rankings are decided.  

6.3.2 India’s Performance

Internationally, India has improved its overall 
rankings according to the analysis of WEF’s TTCI 
based on its indices and their component parts to 
represent the overall quality, future potential and 
long-term sustainability of the tourism sector. India 
currently ranks 40 out of 136 countries as compared 
to 52 out of 139 countries in 2015, and 65 out of 
139 countries in 2013. India has jumped 25 places 
from 2013, which shows the progress the country 
has made in the development of tourism in the last 
four years. 

Figure 6.1: Travel and Tourism Competitiveness index Framework

Source:  Travel and Tourism Competitiveness Index (TTCI) Reports

Travel and Tourism Competitiveness index
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Enabling Conditions
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___________________________________________________________

i In 2015, 1-6 scoring system is used. The scoring range is changed based on the methodology review. 



100 │An Integrated Value Chain Approach to Ease of doing Business in india

TTCi Pillars / 
Countries

india uSA uK Singapore Spain uAE russia China Brazil

Rankings 40 6 5 13 1 29 43 15 27

Business Environment 89 16 4 2 75 5 105 92 129

Safety and Security 114 84 78 6 18 2 109 95 106

Health and Hygiene 104 56 49 62 24 63 5 67 70

Human Resources 
and Labour Market

87 13 12 5 34 23 46 25 93

ICT Readiness 112 19 7 14 29 15 49 64 63

Prioritisation of Travel 
and Tourism

104 20 38 2 5 31 95 50 106

International 
Openness

55 38 20 1 43 75 115 72 96

Price Competitiveness 10 106 135 91 98 56 11 38 41

Environmental 
Sustainability

134 115 24 51 31 40 71 132 66

Air Transport 
Infrastructure

32 2 8 6 9 3 22 24 40

Ground and Port 
Infrastructure

29 26 11 2 15 19 78 44 112

Tourist Service 
Infrastructure

110 3 7 24 2 27 55 92 39

Natural Resources 24 10 16 103 9 91 39 5 1

Cultural Resources 
and Business Travel

9 13 7 28 2 50 25 1 8

Source: Travel and Tourism Competitiveness Index (TTCI) Report, 2017 

Table 6.4: Travel and Tourism Competitive Performance (2017) (ranks out of 136)

Tourism Industry
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Bhutan Thailand malaysia Japan
new 

Zealand
France Kenya Egypt

Sri 
lanka

indonesia greece nepal

78 34 26 4 16 2 80 74 64 42 24 103

48 45 17 20 8 46 70 78 50 60 103 108

25 118 41 26 13 67 129 130 59 91 53 100

96 90 77 17 54 14 120 68 71 108 11 85

89 40 22 20 10 28 76 102 78 64 49 99

87 58 39 10 17 20 106 89 100 91 51 124

36 34 55 18 11 27 21 37 26 12 15 51

80 52 35 10 5 19 70 102 67 17 32 87

6 18 3 94 104 118 74 2 20 5 90 19

28 122 123 45 19 17 26 67 93 131 39 126

67 20 21 18 15 13 72 59 68 36 26 105

104 72 34 10 50 7 70 82 45 69 48 135

109 16 46 29 19 17 95 93 94 96 18 124

51 7 28 26 21 13 15 97 31 14 32 27

121 37 34 4 44 3 77 22 72 23 27 117
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Pillar no. index Components rank 65/139  
(2013) rank 52 /141 Annual  

growth rate

1 Business environment 67 107 89

2 Safety and Security 74 129 114

3 Health and Hygiene 109 106 104

4 Human Resources and Labor Market 96 111 87

5 ICT Readiness 111 114 112

6 Prioritisation of Travel and Tourism 98 96 104

7 International Openness 111 69 55

8 Price Competitiveness 20 8 10

9 Environmental Sustainability 107 139 134

10 Air Transport Infrastructure 39 35 32

11 Ground and Port Infrastructure 42 50 29

12 Tourist Service Infrastructure 95 109 110

13 Natural Resources 9 17 24

14 Cultural Resources and Business Travel 24 10 9

Source: Travel and Tourism Competitiveness Index (TTCI) Reports (2013-17)

Table 6.5: india’s Competitive Performance (2013-2017)

India has improved its position in certain areas such 
as pillar 14, Cultural Resources and Business Travel; 
pillar 11, Ground and Port infrastructure; pillar 
10, Air Transport Infrastructure; and pillar 8, Price 
Competitiveness. Improvement of Cultural Resources 
and Business Travel could be attributed to the 
government developing various iconic sites through 
its schemes which showcase the rich culture of India. 
Similarly, opening the market for international travel 
companies and expansion of Indian travel companies 
have also helped in developing business travel and 
other luxury segments. Increased frequency of flights 
for the big cities in India has definitely helped in 
improving business travel. 

The government’s introduction of the Regional 
Connectivity Scheme has directly contributed in 
the improvement of air transport infrastructure. 
Airports are being developed in smaller cities 
across India for improving connectivity. The recent 
inauguration of Pakyong airport in Sikkim in 2018 
shows the government’s intent in developing 
airport infrastructure in smaller cities. Similarly, 
improvement in ground and port infrastructure 
is being pursued through the development of 
highways and waterways. The government has 
prioritised developing roads even in remote areas 
through the Pradhan Mantri Gram Vikas Yojana 
(PMGVY) which has helped connect previously 

Tourism Industry
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inaccessible parts of the country like the northeast 
region. Approximately 90 per cent of India’s 
trade by volume is conducted via the country’s 
maritime route and India has 12 major ports and 
approximately 200 non-major ports administered 
by Central and State Governments respectively6. 
With programmes like Sagarmala, for assessing 
and improving the capacity of ports and initiatives 
like Project Unnati, the government is pushing for 
further development of ports in India.       

Significant improvement can also be seen in price 
competitiveness. This can be seen from indicators 
like ticket taxes and airport charges, hotel price 
index purchasing power parity (PPP) and fuel price 
levels. Introduction of low cost flights and growth 
of budget carriers like SpiceJet and IndiGo has 
helped in improving India’s ranking. Similarly, there 
has been a boom in affordable hotel chains and 
online aggregators like Oyo providing discounts 
and low rates on hotel rooms. The rapid growth 
of the Indian middle class has helped in improving 
the PPP. There are still some areas where India 
has not done well. These are Environmental 
Sustainability, Prioritisation of Travel and Tourism, 
ICT Readiness, Health and Hygiene and Tourist 
Service Infrastructure. 

With regard to environmental sustainability, India’s 
rank has gone from 107 in 2013 to 134 in 2017. 
Deforestation for developmental projects and lack 
of stringent environmental regulations could be 
possible causes for this fall in ranking. Reduction 
of forest cover and increasing air pollution has 
also affected the country’s performance. Lack 
of sustainable tourism infrastructure is another 
contributor to India’s current position. India needs 
to improve prioritisation of travel and tourism, as it 
will help strengthen branding for better marketing 
and promotion, while displaying the government’s 
readiness in prioritising the sector’s development. 

India’s rank in ICT readiness could possibly be 
boosted in the next edition of TTCI given the 
digitisation push throughout the country, through 
initiatives like Digital India. Health and hygiene is 
mapped using indicators like safe drinking water, 
sanitation, and availability of physicians and 
hospitals. India has not done well yet, but with 
new schemes like the Swachch Bharat Abhiyan, the 
rankings should improve. India needs to focus on 
healthcare and availability of safe drinking water 
for further improvement. In order to become a 
leading destination in the world, India needs to 
improve tourist service infrastructure. India lacks 
quality tourist infrastructure, even in simple forms 
like availability of automated teller machines (ATMs) 
and presence of major car rental companies. The 
government should look into increasing the number 
of ATMs as this will not only help tourists but locals 
too.

6.4 integrated Value Chain in 
Tourism
The tourism sector is based on an integrated value 
chain with multiple stakeholders playing equally 
important roles in supporting each other. The value 
chain has been illustrated below. 

The value chain in the tourism sector can be 
divided into three sections, which are connectivity, 
hospitality and enablers. Connectivity includes 
industry players like travel aggregators, and 
airlines, railways or road transport service 
companies. The hospitality industry includes the 
luxury and mid-range hotel chains as well as food 
service companies such as pubs, bars, restaurants 
and local markets. Marketing and advertising 
companies, banks, financial service providers and 
digital platforms and service providers all come 
under enabling industries.
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Figure 6.2: Value Chain in Tourism industry

Source: Compiled by the authors

TouriSm

Connectivity hospitality Enablers

• Travel 
Aggregators

• Air/Rail/Road/
Waterways

• Hotels

• Pubs and Bars

• Restaurants

• Local markets

• Marketing

• Financial 
Infrastructure

• Digital 
Infrastructure

6.5 Key output Segments for Sugar 
and Alco-Bev
The hospitality industry (hotels, resorts, bed and 
breakfast, home stays) and food services industry 
(restaurants, pubs, clubs, and cafes) are two key 
output sectors for the sugar and alcoholic beverages 
industries. Apart from generating employment and 
contributing to the development of a destination, 
both these industries also provide key services in 
the form of accommodation, local cuisine, and often 
based on their business pattern or theme help in 
creating an identity for a tourist destination. Luxury 
and mid-range hotel chains cater largely to the MICE 
and leisure tourism segments. Pubs and bars are 
largely recreational or leisure options in a destination. 

In both industries however, alcoholic beverages and 
sugar are primary service inputs (refer Table 6.6). The 
availability of places to drink, eat and relax as well as 
the quality of services provided in hotels and resorts 
influence tourists’ choices and recommendations.  

6.6 role of government
Tourism is not listed under the Concurrent, Union 
or State list under Schedule VII of Article 246. 
This leads to patently confused or overlapping 
administration and regulation in the sector. Since 
ease of doing business gained prominence, the 
central government has proposed an outlay of 
INR 152 billion after recognizing the need to 
upgrade tourism infrastructure in India. Tourism 
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and hospitality are included as one of the 25 focus 
sectors under the government’s ‘Make in India’ 
initiative, which aims to,” transform India into a 
global design and manufacturing hub”7. 

The central government has allowed 100 per cent FDI 
under the automatic route in the tourism and hospi-
tality sector, including tourism construction projects 
i.e. development of hotels, resorts and recreational 
facilities. Similarly, investment-linked tax deductions 
are provided for the development of new hotels with 
star ratings of two and above, thus allowing 100 per 
cent deductions towards capital expenditure. The 
Ministry of Tourism is responsible for classification of 
hotels, registration of tour operators and guides, trav-
el aggregators, and bed and breakfast businesses.   

States have a bigger role than the centre in 
facilitating EoDB. Each state government has been 
given the responsibility for drafting an improved 
tourism policy, which has been undertaken, by most 
states since 2015. The responsibility of the new 
tourism policy has been on improving the business 
side of the industry. The new tourism policy 
directives have led to states developing a SWCS 
for quick approvals of new projects. For attracting 
investment and encouraging local entrepreneurs 
to start enterprises in the tourism sector, the states 
have focused on tax breaks and benefits which 
include, exemptions on Stamp Duty, concessional 
registration charges, a 10 per cent investment 
subsidy on projects under tourism circuits as well 
as subsidies for development of heritage hotels 

Segments Average Spend 
Per Person (inr)

Café High focus on non-alcoholic beverages supported by food items 50-120

Quick Services Restaurants
Focused on speed of service, affordability and convenience. Strong 
focus on takeaway and delivery with minimal table service.

75-250

Frozen Desserts/Ice-Cream
Comprises small kiosk formats of ice-cream brands and has now 
extended the dine-in concept to frozen yogurt brands.

50-150

Affordable Casual Dining 
Restaurants

A restaurant serving moderately priced food in an ambience oriented 
towards providing an affordable dining experience, with table service.

250-500

Premium Casual Dining 
Restaurants

Full-service restaurants with eclectic high-quality interiors and high 
standards of service.

500-1000

Fine Dining Restaurants
A full-service restaurant with premium interiors, specific cuisine 
specialty and an upscale service with highly trained staff

>1000

Pubs, Bar, liquor-serving Cafes 
and Lounges

This format mainly serves alcohol and related beverages and includes 
night clubs and sports bars.

750-1500

Source: Foodzania report – Indian Food Services Industry: Engine for Economic Growth and Employment, NRAI, FICCI, and  
Technopak, 2017   

Table 6.6: Key Segments in the Food Services market
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and green projects.ii The local municipal authority, 
fire department, police department, FSSAI and 
Excise department are other entities involved in the 
starting and operating of a business.

It has to be emphasised however, that uncertainties 
regarding demarcation of responsibilities between 
centre and state shall persist, until tourism is placed 
under either of the three lists per Schedule VII of the 
Indian Constitution.    

___________________________________________________________

ii These benefits have been agglomerated from multiple state tourism policy documents.
1 Revealed: The countries that rely most on your money
2 Mapped: The World’s Dependency on the Travel Industry
3 1.3bn foreign tourists in 2017; know where they spent the most
4 Indian Tourism and Hospitality Industry Analysis - IBEF
5 FDI Equity Inflows in Hotel and Tourism Sector
6 Sagarmala Programme, Ministry of Shipping, Government of India
7 Make in India

Box 6.1: Schemes for Tourism in india
The Ministry of Tourism has taken special steps for boosting tourism in India. The Incredible India 2.0 
scheme, aims at developing new forms of tourism niches, developing 10 iconic tourist spots, creating 
five ‘Special Tourism Zones’. This will not only boost tourist footfall but also help in creating employment 
opportunities, hence the impetus of the government is on improving doing business conditions to make 
it simple and efficient.

New schemes like the Swadesh Darshan Yojana (SDY) and National Mission on Pilgrimage Rejuvenation 
and Spiritual Heritage Augmentation Drive (PRASAD)  were announced in 2014 for theme-based tourism 
development. SDY covers various aspects of niche tourism wherein its theme-wise tourist circuits cover 
everything from wildlife to spiritual and regional to heritage or even tribal tourism. PRASAD is primarily 
focused on pilgrimage tourism and the administration of religious tourism circuits. India has several 
heritage sites which are popular tourist attractions, and the Heritage Development and Augmentation 
Yojana (HRIDAY) was launched under the Ministry of Urban Development for the maintenance of such 
heritage sites. 

The interesting point to note here is that wildlife, ecological, heritage and religious tourism segments 
are those that have no direct linkages with the alcoholic beverages industry and indirect linkages with 
the sugar industry (only where food services are involved). It would seem that the Centre has chosen 
to administer pan-India tourism circuits, or inter-regional tourism circuits. Incidentally leaving MICE and 
leisure tourism to the administration of States, who also have greater control over both the sugar and 
alcoholic beverages industries. 

Tourism Industry
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KEy PoinTS

•	 State governments with relative high dPiiT EodB ranking have high tourist 
footfalls. 

•	 investment in tourism-based infrastructure is necessary as the sector has 
linkages with hospitality, food services, retail, travel, real estate and other 
sectors.

•	 hospitality and food services are key sectors within the tourism industry 
and serve as the main output sectors for the sugar and alcoholic beverages 
industries.

•	 india has been doing really well with respect to miCE tourism and is emerging 
as an important business travel destination. 

•	 india requires somewhere between 12-15 licences. international average is 5. 

•	 The two major concerns of the hospitality and food services industries are - 
prohibitive costs of starting a business and delays in obtaining licences and 
permits.

•	 regulatory requirement for sector varies across states, cities, even locations 
within a city, and formats.

•	 Single window clearance, even if implemented in some states, has not been 
effective.

•	 delay in procuring licences results in escalating operational expenses and the 
entrepreneur	loses	significant	money	and	returns	for	this	period.

•	 The sector is in need of a vision plan development.
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7.1 The Business Environment 
indicators  
Much like the World Bank’s EoDB framework, 
TTCI too has a detailed framework for measuring 
tourism competitiveness. Part of this framework 
has variables measuring the business environment 
(Table 7.1). Interestingly, the overall ranking 
under these variables has improved from 125 (of 
140) in 2013 to 89 (of 136) in 2017. With recent 
improvements in time and process of securing 
construction permits reflected in the World Bank 
EoDB, this parameter should also demonstrate a 
similar jump in terms of ranking for subsequent 

years. The jumps in overall rankings have been on 
account of positive impact of reforms implemented 
under the heads of international openness, price 
competitiveness, infrastructure (air, road, and 
port), and business travel, to name a few. India 
has revised and simplified its visa process enabling 
more international tourist footfall. Furthermore, 
new airports and construction of roads under the 
government schemes have significantly helped 
in improving India’s rank under air, road and 
port infrastructure. But there is ample scope of 
improvement in improving business environment, 
tourist infrastructure and ICT competitiveness. India 
has done well in cultural resources and business 

7. Doing Business in Tourism

S. no Business environment indicators 2013  
125/140

2015  
107/141

2017 
89/136

1 Property rights 60 73 99

2 Business impact of rules on FDI 61 93 71

3 Efficiency of legal framework in settling disputes NA 57 32

4 Efficiency of legal framework in challenging regulations NA 43 29

5 Time required to deal with construction permits (no. of days) NA 95 98

6 Cost to deal with construction permits NA 141 134

7 Time to start a business 102 110 31

8 Cost to start a business [Gross National Income (GNI) per capita] 120 84 110

9 Extent of market dominance NA 36 89

10 Effect of taxation on incentives to work NA 45 36

11 Effect of taxation on incentives to invest NA 49 24

12 Total tax rate profits NA 124 123

Source: Travel and Tourism Competitiveness Index (TTCI) report

Table 7.1: Business Environment indicators (2013 - 2017)
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travel. The country has been doing really well with 
respect to MICE tourism and is emerging as an 
important destination for business travel.

There has been considerable improvement in India’s 
business environment rankings since 2013, especially 
with respect to time taken to start a business and 
legal framework in settling disputes. However, there 
has been a significant fall when it comes to property 
rights and cost of starting a business for India. 
For instance, the Indian hospitality industry and 
food services industry are concerned regarding the 
costs incurred while starting a business. According 
to industry professionals, the process of securing 
the most essential permits and licences takes 
approximately 9 months to one year depending on 
the state. Industry members have already invested 
huge sums of money for starting their business. With 
delays in getting the licences from the responsible 
authorities, the owners are already incurring losses 
with respect to the estimated operational phase of 
their enterprise, thus taking almost a year to break 
even operationally and leading to the presence 
of organised touts who take extra money for fast 
tracking the process. Hence, despite investing money 
in their enterprises and paying the required fees for 
the process, they have to incur losses for more than a 
year or pay more for fast-forwarding the process.

7.2 Food and restaurants, leisure 
Tourism, and miCE 
Tourism is a broad industry and one that generates 
significant revenue and employment across the 
value chain. While each sector contributes in 
terms of taxes and employment, studies suggest 
two sectors that particularly stand out. These are 
the food and restaurant sector and the hospitality 
sector, especially those that cater to leisure and 
MICE tourism segments. India’s global share in 
tourism may not be very high, but it is still one of 

our largest foreign exchange revenue earners. In 
fact, tourism is the third largest foreign exchange 
earner for India, with INR 1.97 trillion (USD 28.9 
billion) earned from foreign exchange in 2018 
alone. This figure is projected to increase by 6.8 per 
cent in 2019, and grow 5.6 per cent year on year to 
reach INR 3.63 trillion by 2029.1  

According to the WTTC report, in tourism - 
expenditure on leisure travel made up 78.5 per 
cent and expenditure on business travel accounted 
for 21.5 per cent of global spending on travel. 
Previous chapters have clearly demonstrated 
that leisure tourism and MICE tourism have 
both suffered when prohibition is applied. The 
state also loses significant revenue, not just 
from lack of excise duty but also in terms of GST 
collected on food and non-alcoholic beverages. 
Furthermore, legal interventions such as the 2016 
alco-bev highway ban are also detrimental to the 
hospitality and food services industries which cater 
to all forms of tourism. The highway ban affected 
state revenues, employment as well domestic and 
international businesses. According to industry 
members, the hospitality industry lost more than 
INR 1,000 crores worth of business between 
April and August 2017, after the ban. Around 
15,000 stores had to close, of which two-thirds 
were vendors for bars and restaurants.2 Owing to 
the ban, states were estimated to lose 25 to 45 
per cent (close to INR 50,000 crores) of revenue 
generated from alcoholic beverages. In 2017, 
Punjab, Maharashtra, Tamil Nadu, Kerala and West 
Bengal were among the states which consumed 
the most liquor. According to industry estimates, 
Punjab was predicted to lose INR 15,000 crores 
whereas in Maharashtra the loss predicted was 
INR 7,000 crores because of the ban.3 

The ban also had a severe impact on the alco-bev 
industry in India. While the spirits industry was 

Doing Business in Tourism
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down by about 4 per cent, the beer industry was 
down by 2 per cent which led to the closure of 
30,000 of the country’s liquor vendors.4 The volume 
of beer consumed in India dropped to 259.19 
million cases from 287.99 million cases in 2016, 
which was nearly 10 per cent.5 The performance 
of the beer industry between 2016 and 2017 was 
the worst in the past two decades as pointed out 
by the industry members. International companies 
like Danish brewer Carlsberg saw a sharp 2 per cent 
decline6 in its sales volume in India in 2017. 

7.3 A Sample of States
Delhi is a popular point of entry and exit for most 
international travelers, as well as a main transit 
point for domestic travelers. As the national capital 
it has a significant component of business tourist 
footfall, and is a hub for MICE tourism. Rajasthan 
specialises in luxury, heritage, adventure and rural 
tourism all dependent on recreational and leisure 
options. Over the years, given the investment in 
infrastructure, the state has also seen a rise in MICE 
tourism. As a result, Rajasthan requires inputs from 
the sugar and alcoholic beverages industries for its 

flourishing hospitality industry. Karnataka not only 
has several parks and reserves which make it a hub 
for wildlife, adventure and ecological tourism but 
is also an important business tourism destination. 
The latter is owed in large part to the booming 
metropolis of Bangalore, as well as growing 
metropolitan cities like Mysore. Therefore, the 
hospitality and food services industries cater to the 
ecological, wildlife and heritage tourism as much as 
they do the MICE tourism segment. 

Maharashtra, home to the financial capital of India 
– Mumbai, is quite similar to Karnataka in terms of 
the variety of tourism segments on offer. Apart from 
Mumbai, metros like Pune, Nagpur and even Nashik 
are growing business hubs. Gujarat is an interesting 
case for analysis. Despite being a dry state, it 
has managed to address intermittent decreases 
in tourist footfall and introduce alcohol permits 
for individuals and groups. The latter change has 
helped drive up numbers in the MICE tourism 
segment. Gujarat’s approach of providing alcohol 
consumption permits online to visitorsi exemplifies 
how the state has tried to maintain recreational and 
leisure options for tourists.

States 2012 2013 2014 2015 2016 2017 CAgr (%)

Delhi 18495139 20215187 22626859 25258051 28460832 29114423 8

Rajasthan 28611831 30298150 33076491 35187573 41495115 45916573 8

Gujarat 24379023 27412517 30912043 36288462 38352909 44843121 13

Karnataka 94052729 98010140 118283220 119863942 129762600 179980191 11

Maharashtra 74816051 82700556 94127124 103403934 116515801 119191539 8

Goa 2337499 2629151 3544634 4756422 5650061 6895234 20

Source: Compiled by authors

Table 7.2: domestic Tourists and growth (2012-2017)

___________________________________________________________

i Case Study: Gujarat (Chapter 8)
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States 2012 2013 2014 2015 2016 2017 CAgr (%)

Delhi 2345980 2301395 2319046 2379169 2520083 2740502 8

Rajasthan 1451370 1437162 1525574 1475311 1513729 1609963 2

Gujarat 174150 198773 235524 284973 343752 448853 21

Karnataka 595359 636378 561870 636502 461752 498148 -3

Maharashtra 2651889 4156343 4389098 4408916 4670049 5078514 11

Goa 450530 492322 513592 541480 680683 890459 12

Source: Compiled by authors

States/union 
Territories

new Tourism 
Policy

Single Window 
Clearances

Tax breaks/
Schemes

dPiiT ranking  
2018

Delhi x √ √ 23

Maharashtra √ √ √ 13

Gujarat √ √ √ 5

Rajasthan √ √ √ 9

Goa √ √ √ 19

Karnataka √ √ √ 8

Source: Compiled by authors

Table 7.3: international Tourists and growth (2012-2017)

Table 7.4: government initiatives for Ease of doing Business in Tourism

A simple comparison of reforms undertaken by 
the selected state governments and their DPIIT 
EoDB ranking tells us why almost all the chosen 
states find their place in the top ten in terms of 
tourist footfall in India (refer Table 7.4). While 
state governments are aware why focus on the 
tourism sector is important, and are doing their 
best to ease doing business, as posited by us in our 
hypothesis, these reforms have been disjointed and 
have not necessarily resulted in revenue increase. 
The consistent share in tax contributions and 

employment have happened due to double income 
households, cultural progression, and increased 
consumption. There are always exceptions. 
Maharashtra and Tamil Nadu have helped in easing 
doing business which has made it more convenient, 
but not necessarily significantly revenue generating.

Even though a basic analysis of tourism policies 
and the ease of doing business was possible across 
states, it was not possible to undertake a detailed 
state level analysis for the sector. The reason for this 
has been discussed in the subsequent section.

Doing Business in Tourism
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existing property. The process begins with creating 
a feasibility report which takes into consideration 
multiple parameters such as, identification of 
property, accessibility and the surrounding area. 
Once the feasibility report is complete, the blueprint 
for the construction is created and sent to the local 
municipal corporation for getting construction 
permits. Various factors are taken into consideration 
for a construction permit, like height, waste 
management system, environmental impact, and 
more. Branded hotels hire hotel consultants to 
develop the blueprints to minimise errors. Once 
construction is complete, the application process 
for various licences begins. After applying for 
permits and licences, inspections by respective 
local authorities begin. Once inspections are over 
and clearances as well as permits and licences are 

7.4 regulatory requirements
Licences for the hospitality, restaurant, and, food 
sector (collectively referred to as hospitality sector 
in this report unless otherwise mentioned) are not 
easy to acquire for multiple reasons. Two stand out. 
First, like in the case of tourism, there is no clarity 
per se on whether the sector comes under the 
central list, state list, or concurrent list. Even though 
Schedule VII of the Constitution of India does clearly 
state that what finds no mention in any of the lists, 
are considered to be part of the central list, but we 
know that this is not the case. This leads us to the 
second point, which is, licences and No Objection 
Certificates (NOCs) for the hospitality sector have 
to be procured from, not only central government 
entities, such as FSSAI, or state level entities, such 
as Excise, but also from hyper local institutions, 
such as, police, traffic police, fire department, local 
municipality, and so on. While it was possible to 
collate a list of common licences across the sector, 
the truth is that the regulatory requirement varies 
across states, cities, even locations within a city, 
and formats! 

Licensing requirements in other countries are not as 
complex or convoluted as India. In Thailand, only 5 
licences are required for opening a restaurant, while 
in China and Singapore only 4 licences are required 
(Foodzania Report, 2017). It is high time that India 
looked into developing simplified processes for 
these input sectors as well.

When it comes to our regulatory framework, India 
has chosen not to follow global standards, thus far. 
In the spirit of ease of doing business, and given 
that we have been pursuing it in oth er sectors, 
there is a need to revaluate the current regulatory 
framework. 

For hotels being constructed, the process is a 
bit longer than a hotel being established in an 

Box 7.1: Some Formats of 
restaurants

• Quick Service Restaurants

• Chains like Dominoes, McDonalds

• Casual Dining (Premium and 
Affordable)

• Fine Dining (serving alcohol/without 
alcohol)

• Luxury category

• Frozen Desserts and Ice Cream

• Tiffin Rooms

• Canteens

• Food Court

• Coffee, Tea or Shakes

• Bakeries

• Pubs, Bars, Cafes and Lounges
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Country no. of licences nature of licences

India 12-15 • Detailed in Table 7.7

Thailand 5

• Sanitation (Food) Licence

• Fire Licence

• Sales (Tax) Licence

• Work Permit Licence

• Local Municipality Licence

China 4

• Sanitation (Food) Licence

• Environment Licence

• Fire Licence

• Sales Licence

Singapore 4

• Food/Health Licence

• Fire Licence

• Sales Licence

• Waste Licence

Turkey 2
• Municipality Licence

• Fire Department Licence

USA 7

• Business Licence

• Employer Identification no.

• Certificate of Occupancy

• Food Service Licence

• Liquor Licence

Source: Foodzania Report – Indian Food Services Industry: Engine for Economic Growth and Employment, NRAI, FICCI,  
and Technopak, 2017   

Table 7.5: list of licences required From Around the World

acquired, the hotel is declared operational subject 
to yearly renewals of required licences. For hotels 
being started in established properties, blueprints 
must be prepared of changes being made to the 
property. Heritage buildings have limitations 
on construction and clearances must be sought 
from the Archaeological Survey of India (ASI) 
and local municipal corporations (depending on 

state-wise regulations) for any desired alterations. 
The remaining process is the same, with regard 
to applications for and acquisition of required 
clearances and permits.

There are about 15 different licences (refer 
Table 7.7) required for starting and operating 
a restaurant. In case, the restaurant has been 
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Si no. licence/Clearances Frequency department 

1 Fire NOC Yearly Renewal State Fire Service  

2 Horticulture/Environmental Clearance Yearly Renewal NOC from State Municipal Corporation 

3 Wireless Sets Yearly Department of Telecommunication

4 Elevators Yearly 
State Electrical Department/State Fire 
Service 

5 Boilers Licence Yearly State Boiler Inspector

6
Pollution Control Board - STP, Air, 
Water, Wastage

Yearly State Pollution Control Board

7 Music Licence Yearly 
Copyright Agencies (PPL/IPRS/ISRA) and 
Department for Promotion of Industry 
and Internal Trade (DPIIT)

8 Digital Generator Sets Yearly State Electrical Department

9 Transformers Yearly State Electrical Department

10 Lodging House Licence Yearly / 3 years 
State Municipal Corporation/ State Police 
Department

11 Swimming pool licence Yearly
State Municipal Corporation and State 
Police Department

12 Liquor Licence Yearly Renewal Excise department

13 Police Licence Yearly Renewal State police department

14 FSSAI Licence Optional - 1 or 5 years FSSAI - Govt. of India 

15 Principal Employers Registration NA (One Time Application) State Labour Department 

16 Shops and Establishment Certificate 3 years State Labour Department 

17 Laundry Licence Yearly State Municipal Corporation

18
Food Handlers Medical Examination 
and Fitness Certificate

Yearly State Municipal Corporation

19 GST registration NA (One Time Application) State Goods and Services Department

20 Roof Level Certificate NA (One Time Application) State Municipal Corporation

Source: Compiled by authors

Table 7.6: list of licences/Clearances for hotels
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constructed from scratch, the blueprints must be 
approved by the local municipal corporation. Once 
blueprints have been approved, construction can 
begin and upon completion, the application for 
various licences and clearances can be initiated. 
If the restaurant is started in an already existing 
property, the owners have to get clearances from 
local municipal corporations regarding what 
alterations are permitted. Once this is complete, 

the process of application for a health trade licence 
has to begin. After the health trade licence, the 
restaurant has to procure a Fire NOC from the local 
Fire department, followed by a FSSAI licence, Police 
clearance, and the Tourism licence.7 

The police NOC is particularly interesting. 
Restaurant owners, and sometimes even managers, 
are required to procure a “Character Certificate” 

Si no. licence/Clearances Frequency department 

1 Lift Licence Yearly
State Electrical Department/State Fire 
Service

2 Health Trade Licence Yearly /3 years State Municipal Corporation

3 Environmental Clearance Yearly State Municipal Corporation 

4 Fire NOC Yearly State Fire Service

5 FSSAI Licence Yearly FSSAI - Govt. of India

6 Tourism Licence Yearly State Tourism Department

7 Pollution Consent Yearly State Pollution Control Board

8 Music Licence Yearly 
Copyright Agencies (PPL/IPRS/ISRA) and 
Department for Promotion of Industry and 
Internal Trade (DPIIT)

9 Liquor Licence Yearly State Excise Department

10 Wine and Beer Licence Yearly State Excise Department

11
Legal Metrology Stamping and 
Verification Certificate of Weighing Scales 

Yearly State Metrology Department

12 Police Clearance Yearly State Police Department

13 Signage licence Yearly State Municipal Corporation

14 Shops and Establishment Certificate 3 years State Labour Department

15 Freedom of Operating Timings Yearly State Labour Department

Source: Compiled by authors

Table 7.7: list of licences/Clearances for restaurants
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from the closest police station. They are required 
to procure this certificate almost every time they 
apply for a licence, since the previous certificate is 
not considered valid for the new licence. Hence, an 
entrepreneur who plans to open, say 8 restaurants 
across the city, will have to procure 8 character 
certificates in a year. After procuring these licences 
and clearances, the restaurant is operational. In 
case the restaurant wants to serve alcohol, it has to 
apply for the liquor licence for hard liquor and wine 
and beer licence for soft liquor from the State Excise 
department. The restaurants can still be operational 
while applying for an alcohol licence but are not 
allowed to serve alcohol until the licence has been 
received. In some states this can be difficult since 
states have stopped issuing on-premises licences for 
new restaurants.

7.5 Challenges and Solutions
There is one crucial difference between hotels and 
restaurants. In India there are 1,802 registered 
hotels, of which 1,063 are star rated or deluxe 
hotels and 739 small hotels which include guest 
houses, heritage or boutique hotels, and B&Bs. 

Large hotel chains would have greater financial 
wherewithal than the smaller chains or the stand-
alone boutique hotels. The same will hold true 
of restaurants. The food and restaurant industry 
has many unorganised players, and there has 
been a concerted effort to bring them into the 
formal sector. Even a simple registration certificate 
obtained from FSSAI is a step in the right direction. 
While a one-size-fits- all regulatory framework for 
such a diverse set of businesses may not be a good 
idea, the framework should aim to bring about 
some semblance of uniformity and coherence in 
approach. A good place to begin will be to agree 
on a standard set of formats for restaurants.  For 
example, regulations for an eatery with less than 

say thirty people will be different from what is 
required of one with eighty seats. This does not 
mean that the two are necessarily different formats, 
but they may need incremental regulations, because 
the risks may be higher. 

The involvement of multiple regulators and 
enforcers also results in regulations that are at 
cross purposes. For example, in Mumbai, after 
some unfortunate fire related incidents, the Fire 
Department mandated that a wall and fire proof 
doors be built to demarcate the kitchen and 
the eating area. On the other hand, the Food 
and Drug Administration had a notification in 
place that mandated restaurants to ensure that 
customers could see the kitchen and had entry to 
the kitchen.

Furthermore, it is not possible to apply for multiple 
licences simultaneously. The process is such that if 
one is applying for health licence, then there is no 
way to pursue parallel application for other required 
licences, until such time that certain NOCs are 
obtained. This is a big constraint for the industry. 
Depending on the city and state in question, an 
entrepreneur has to wait anywhere between three 
to nine months before all licences are in place 
to begin business. On paper, it takes 30 official 
working days to obtain a health trade licence, but 
there have been instances where this has taken 
as long as 6-7 months. The Excise department 
is supposed to provide a licence in 30 working 
days, however timelines are not prescribed, which 
means that it could arrive in a couple of days, or 
in a couple of months. Furthermore, the Excise 
committee that comprises of multiple members, 
does not have regular meetings. Since the meetings 
are ad hoc, licences approvals are taken up as 
and when they meet. These delays lead to loss 
of potential revenue for enterprises counting on 
alcohol sales. 
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This also raises questions on the efficiency of the 
SWCS that some states have put in place and what 
single window clearance really means. By definition, 
a SWCS should allow businesses to submit all their 
documents and requests for approvals online, 
from where, the requests are sent ahead to the 
respective departments. A SWCS is also supposed 
to reduce the need for face to face follow ups and 
help with tracking of applications by businesses. 
An effective SWCS should also allow for parallel 
processing of licences and clearances. The objective 
of the SWCS is to encourage entrepreneurship and 
investment, by minimising bureaucratic delays. 
However, industry feedback has been that the SWCS 
has not been effective, since applications are not 
parallel processed and that it has not minimised the 
need for in person follow up. 

A delay in procuring one licence results in escalating 
operational expenses and the entrepreneur has no 
choice but to lose money and returns for this period. 
For start-ups, this may well be the end of the line, 
resulting in most of them closing down within a 
year of starting. Even if they are lucky to survive the 
first year with decent profits, the opportunity cost 
of moving from a salaried profession to becoming 
an entrepreneur in this sector, can be prohibitively 
high.

Like many other sectors, the hospitality sector 
also suffers from the lack of a clear medium and 
long term vision. The tourism industry, and by 
extension the hospitality sector, will be crucial 
to India’s vision of becoming a USD 5 trillion 
economy. A vision plan will also consider other 
enabling parameters for the industry, especially 
skill development. The government’s skill 
development programmes may well be off the 
mark. There are approximately 42 government 
run hotel management institutes in India, 21 
under the central government and 21 under state 

governments. These institutes have qualified 
teaching professionals and the biggest hospitality 
companies recruit from them. However, most 
private hospitality companies have stated that 
such institutes fail in terms of skill development 
among students, especially in building the 
necessary soft skills. As a result, most hotel 
companies have their own institutes now to 
fill this skill gap. However, it is important for 
the government, centre and state, to find ways 
to upgrade the standard and quality of hotel 
management institutes, especially if India intends 
to unlock the potential of the sector. 

The need of the hour is for the government to 
assign one nodal department or ministry for the 
hospitality sector under whose aegis a proper 
vision plan for the sector can be created. Recently, 
the government was able to grant traditional 
retailers (kirana stores) a nodal department of 
their own, so that financial and policy assistance 
could be brought under one nodal agency. A 
similar mechanism should be considered for 
the hospitality sector. It may also be prudent to 
include tourism in the concurrent list explicitly, 
for enabling a more cohesive approach to policy 
making. States must look to rationalise licences 
across different municipalities and do away with 
unnecessary licences to ease the regulatory 
cost and process for business. A properly 
thought through policy will also help do away 
with multiple overlapping and contradictory 
regulations. In the end, irrespective of India’s 
stellar performance in World Bank’s EoDB 
rankings, or the TTCI framework, or even states’ 
performance as per the DPIIT ranking, only a 
sectoral approach, and an integrated value chain 
approach, to EoDB, will truly help in unleashing 
the potential of these three sectors, as well as any 
other for that matter. 
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7.6 The Economic impact of one 
intervention
It requires 13 licences to open a restaurant in India. 
Additionally, restaurants in the PBCL segment need 
to obtain licences to serve alcoholic beverages 
which are of two kinds:

1. licence to serve liquor, and 
2. licence to serve wine and beer

The process for obtaining the necessary licences 
usually takes nine months to one year. Presently, 
the application for different licences is submitted to 
different state and local authorities separately, but 
the approvals are processed in an inter-connected 
manner (one is dependent on the other) and not 
simultaneously. The specified timelines for the entire 
process add up to almost 6 months.

The process of getting licences (health permits, 
FSSAI, police clearances) entails the restauranteur 
to incur expenditure like cost of hiring the staff, 
cost of running a restaurant, and other operational 
expenses, even before he/she starts operations. 
Therefore, he/she incurs a sunk cost for running a 
restaurant for almost 9 months before even starting 
operations, subject to obtaining all the approvals. 

Our analysis suggests that nearly 50 per cent of the 
revenue generated by PBCL restaurants is from sale 
of alcoholic beverages. The licence to serve alcohol 
is the last leg of the process, which implies that 
the opportunity cost of procedural delays is much 
higher for restaurants in the PBCL category.

With respect to the above, we analyse the economic 
impact of the following intervention: 

Reduce the total time taken for obtaining the 
licences for opening a PBCL restaurant from the 
present 9 months to say, 3 months. 

This will however be possible subject to, improving 
the efficiency of SWCS in its true sense and 
making the process of obtaining approvals follow 
a simultaneous route instead of the step-wise 
approach. Through this intervention, we aim to 
minimise the total loss of revenue incurred by 
a PBCL restaurant because of delays in starting 
operations.

We take two kinds of PBCL restaurants,  differenti-
ated on the basis of the seating capacity - Below 50 
seats, and around 200 seats. We have collated data 
for these two categories in the state of Karnataka. 
The total revenue generated by a high capacity 
PBCL restaurant in 1 month is around INR 60 lakhs 
and by a low capacity one is around INR 20 lakhs. 
These restaurants make monthly alcohol purchases 
of around INR 6 lakhs and INR 2 lakhs respectively. 
The magnitude of growth in the restaurant industry 
is such that around 50 new PBCL restaurants come 
up every year. We assume that 25 new restaurants 
come up in each category. A simple analysis shows 
the opportunity cost of procedural delays and 
delays on account of inefficiency in obtaining ap-
provals - loss of business, loss for the government 
coffers and loss for the entire value chain linked 
backwards.

“Licences for the hospitality, 
restaurant, and, food sector 
(collectively referred to as 
hospitality sector) are not easy 
to acquire, because it involves, 
central, state, and hyper local 
authorities.”
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Loss of Revenue/Revenue generated in one month by one restaurant R

Pre-intervention: Loss of Revenue/Revenue generated in 9 months by one restaurant 9R

Post-intervention: Loss of Revenue/Revenue generated in 3 months by one restaurant 3R

Total benefit/Total revenue for the restaurant (because of intervention) 9R - 3R = 6R

Total benefit/Total revenue for the restaurant (because of intervention) 9R - 3R = 6R

Benefit in terms of alcohol revenue for the restaurant  50%*6R = 3R

i. Total revenue generated by restaurants in one state post intervention

Number of new restaurants in a state in one year N

Total revenue generated by new restaurants in a state in 6 months 6R*N

Alcohol revenue generated by new restaurants in a state in 6 months 3R*N

ii. Contribution to state's VAT and gST receipts

Total VAT (generally 20 per cent) receipts 20%(3R*N)

Total GST (on food at 5 per cent) receipts 5%(3R*N)

iii. Contribution to state's excise revenue

Purchase of alcohol by a PBCL restaurant in one month P

Purchase of alcohol by a PBCL restaurant in 6 months 6P

Total expenditure on alcohol by new PBCL restaurants in a state 6P*N

The price paid by consumers accrues to the manufacturer, the trade and the government. The government’s share includes excise duty 
and all kinds of fees, licences and other charges that the manufacturer pays to the state on behalf of itself and the consumer. These 
proportions differ across states. Taking the example of Karnataka where the share of consumer’s price accrues 73 per cent to the 
government, 17 per cent to the manufacturer and 10 per cent to trade.

Loss of government's share in the alcohol purchased by restaurants in Karnataka 73%(6P*N)

Total loss of revenue for state government for 6 months
20%(3R*N) + 
5%(3R*N) + 
73%(6P*N)

iV. loss to other backward-linked stakeholders

Total loss of revenue to manufacturer 17%(6P*N)

Share to distiller 25%*17%*6P*N

Source: Calculated by Authors

Table 7.8: The model for Calculating the Economic impact
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Table 7.9: The Economic Value Addition to the State and Across the Value Chain 
(in inr lakhs)

S.no. Variables
Type of restaurant

high capacity low capacity Total

1 Total Revenue generated by a PBCL restaurant in one month 60 20 80

2 Total Revenue generated by a PBCL restaurant in 6 months 360 120 480

3 Revenue from Alcohol Sales for one restaurant in 6 months 180 60 240

4 Average number of new PBCL restaurants that open in a year 25 25 50

5 Purchase of alcohol by a PBCL restaurant in one month 6 2 4

6 Purchase of alcohol by a PBCL restaurant in 6 months 36 12 24

7 Total expenditure on alcohol by new PBCL restaurants 900 300 1200

8 Total revenue generated by new restaurants in 6 months 9000 3000 24000

9 Revenue from Alcohol Sales for new restaurants in 6 months 4500 1500 12000

10 Loss of VAT revenue for state in 6 months 900 300 2400

11 Loss of GST revenue for state in 6 months 225 75 600

12
Loss of excise revenue due to loss of revenue from alcohol 
purchases by restaurants in 6 months 

657 219 876

13 Total loss of revenue for state government for 6 months 1782 594 3876

14
Share of manufacturer in loss of revenue from alcohol purchases by 
restaurants in 6 months

153 51 204

15
Share of distiller in loss of revenue from alcohol purchases by 
restaurants in 6 months

38.25 12.75 51

Source: Calculated by Authors 
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Based on our calculation, the total loss of revenue for 
the state for a delay of 6 months in issuing licences 
is INR 38 crores. Similarly, the loss of revenue for the 
manufacturer is INR 2 crores, and for the distiller is 
INR 51 lakhs. In terms of value, this may not seem 
a significant amount, but that was not the purpose 
of this exercise. The purpose of these calculations is 
to demonstrate that there is a monetary opportunity 
cost that both governments and businesses bear 
due to inefficiencies in regulatory frameworks. The 
purpose of these calculations is also to establish 
that an intention as simple as merely reducing 
the amount of time for issuing licences (and the 

government will incur no expense in implementing 
this reform), there is a significant economic gain. If 
we were to view this purely mathematically, the cost 
of implementing our suggested reform is zero. The 
reform however, adds revenue worth INR 38 crore 
for the state. By extension, the loss of revenue for 
the distiller of INR 51 lakhs is potential money that 
can be transferred to farmers. If an integrated value 
chain approach for each sector is considered for ease 
of doing business, a simple cost benefit analysis will 
help states prioritise their reforms. This will add to 
significant gains for the state government and to all 
stakeholders

___________________________________________________________

1 ‘Travel and Tourism in India’ Chapter 1, India Inbound Tourism – Unlocking the Opportunity, FICCI – YES Bank, April 2019: pg. 19. 
2 Highway liquor ban: SC clarifies order, says no ban within city limits https://economictimes.indiatimes.com/news/politics-and-nation/

highway-liquor-ban-sc-clarifies-order-says-no-ban-within-city-limits/articleshow/60195764.cms?from=mdr
3 Highway or dry way? SC agrees to hear plea on states denotifying highways https://www.moneycontrol.com/news/trends/current-af-

fairs-trends/highway-or-dry-way-sc-agrees-to-hear-plea-on-states-denotifying-highways-2258247.html
4 Highway ban hangover cured, Indian whisky joins party https://economictimes.indiatimes.com/industry/cons-products/liquor/high-

way-ban-hangover-cured-indian-whisky-joins-party/articleshow/69834756.c
5 Beer sales in India see dip for the second year in a row https://www.moneycontrol.com/news/business/beer-sales-in-india-see-dip-for-

the-second-year-in-a-row-2529689.html
6 Ibid
7 https://www.posist.com/restaurant-times/resources/licenses-required-to-open-a-restaurant.html
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KEy PoinTS

•	 in the early 2000s when gujarat’s prohibition policy proved detrimental to 
tourism, the state tourism board persuaded the government to relax norms for 
tourists.

•	 over the years, the gujarat prohibition model has evolved to become strict for 
residents and friendly for tourists.

•	 retail outlets in gujarat are required to obtain trade, import and vendor 
licences and required to keep foreign liquor stock in government approved 
warehouses.

•	 Karnataka State Beverage Corporation limited (KSBCl) is the state operated 
distributor which controls movement of all liquid alcohol within the state. 

•	 Karnataka is one of only two states to have moved the system for renewal of 
all forms of retail licences for alcohol, online.
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8.1 gujarat

8.1.1 The History of Prohibition

The state of Gujarat practices a complete prohibition 
of manufacture, storage, sale and consumption of 
alcoholic beverages, under the jurisdiction of the 
Bombay Prohibition Act, 1949. The legislation has 
been in force since 1 May 1960 when Bombay State 
was bifurcated into the states of Maharashtra and 
Gujarat. Unlike Gujarat, where there is a total ban 
on alcohol for human consumption, Maharashtra, 
like many other Indian states, has a licensing 
regime, which grants licences to manufacturers and 
traders. The Gujarat government has amended the 
Act seven times1, in order to tighten prohibition.

Over the years, the Gujarat government has also 
reviewed and revised the Act to provide special 
kinds of permits for consumption of alcoholic 

beverages (Table 8.1). The purchase, possession, 
transportation, use and consumption of alcoholic 
beverages against these permits are subject to the 
Bombay Liquor Rules, 19532.

Until recently, the process of obtaining the 
visitor’s and tourist’s permits was cumbersome, 
as these permits were issued in person by the 
state government authorised officers. In 2013, the 
Gujarat government introduced on-arrival permits 
at airports and hotels for both tourists and visitors. 
In 2014, the government also began issuing online 
permits to individuals and groups. The visitor’s 
permit is available at a nominal fee of INR 70 
valid for one week and renewable at INR 25 per 
week, while the tourist’s permit is free of charge. 
Under the Bombay Foreign Liquor Rules, 1953, 
health permits were issued at the 26 Area Medical 
Boards based on the opinion of a Superintendent 

8. Case Studies

S.no Type of Permit rationale

1 Health permits
“…for any person (not a minor) who requires such liquor for the preservation or 
maintenance of his health.”

2 Domestic visitor’s permits
“…for any person (not a citizen of Gujarat; citizen of India or a foreign national) who visits 
the state for not more than a week” which are extendable up to one month. 

3 Foreign tourist’s permit
“…for any person who is a foreign national for the period of the tourist’s intended stay 
valid for up to one month.” 

4 Group permits For holding conferences and meetings

Source: The Bombay Prohibition Act, 1949 Chapter IV Section 40-46

Table 8.1: Types of Special Permits for Consumption of Alcoholic  
Beverages in gujarat 
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(Prohibition and Excise Department) level officer 
in different parts of the state. The applicants 
could submit applications along with a certificate 
provided by a private doctor. In September 2018, 
the state government announced stricter rules 
for obtaining liquor permits on health grounds 
in the state under the provisions of the 1953 
Rules, according to which it was no longer valid 
to use health certificates issued by private doctors 
to obtain liquor permits. In addition, the state 
government has cancelled the provision of having 
26 Area Medical Boards and replaced it with six 
new Area Medical Boards for the entire state. 
Furthermore, the charge of INR 50 for the Health 
Permit form has been removed and instead, the 
Health Permit Process Fee has been increased from 
INR 1,000 to INR 2,000 with a Health Check-up fee 
of INR 2,000. Therefore, the Gujarat prohibition 
model has evolved to become strict for residents 
and friendly for tourists. 

8.1.2 Alcohol Prohibition and Tourism

Since the early 2000s, the alcohol prohibition policy 
of the state proved to be detrimental for Gujarat’s 
tourism industry (Table 8.2) and the state tourism 

department had to intervene and persuade the 
government to relax the prohibition norms for 
tourists. 

Owing to the existing tourist-friendly alcohol 
policies, over the years, Gujarat has also witnessed a 
continuous increase in the footfall of both domestic 
and international tourists, with a higher growth rate 
for the latter. In line with their efforts to improve 
ease of doing business, the government introduced 
on-arrival permits at airports and hotels and online 
individual and group permits through its portal, 
in 2013 and 2014 respectively. Easy availability of 
these permits implies easy access to alcohol for the 
tourists. Both domestic visitors and international 
tourists can buy liquor from the hotel liquor shops 
and from authorised retail shops. According to the 
Bombay Prohibition Act, 1949, a hotel that has 
“ordinarily a sufficient number of boarders eligible 
to hold permits” can obtain a hotel licence for 
selling alcoholic beverages to tourists on premises. 
In 2012, there were 29 such hotelsi and by 2016, 
the state government granted licences to 23 more 
hotels. Tourists and visitors are served sealed bottles 
meant to be consumed only in their rooms and not 
in the common areas of the hotel like the restaurant 

year 2011 2012 2013 2014 2015 2016 2017

DTVs 210.17 243.79 274.12 309.12 362.88 383.53 448.43

Growth rate - 15.99 12.44 12.77 17.39 5.69 16.92

FTVs 1.66 1.74 1.99 2.36 2.84 3.44 4.49

Growth rate - 4.88 14.14 18.49 21.00 20.63 30.57

Source: Ministry of Tourism, Government of India

Table 8.2: domestic Tourist Visitors (dTVs) and Foreign Tourist Visitors (FTVs)  
(in lakhs)

___________________________________________________________

i Data from industry sources suggests that the hotels that have a licence to sell liquor are mostly 3 to 5-star category hotels. 

Case Studies
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or lobby. The hotels procure their stocks from the 
government approved warehouses.

The state also has authorised retail shops to sell 
liquor to permit holders directly, who are typically 
domestic and international tourists, visitors, and 
local residents holding health permits. Retail outlets 
are required to obtain trade and import licences as 
well as a vendor’s licence. The retail licence holders 
are required to keep their stock of foreign liquor at 
government approved warehouses and “shall pay 
all rent, costs, charges and expenditures incidental 
to warehousing and supervision”3. In 2014-15, the 
total number of retail outlets was 26, which has 
more than doubled to 58 in 2018-194.

8.1.3 High Prices, Low Revenue

In spite of the government’s concerted efforts to 
make liquor easily accessible within the limits of 
the prohibition, it is still expensive to buy liquor 
from the hotel liquor shops and retail shops in 
Gujarat, as compared to other states. For instance, 
VAT on liquor is at 20 per cent in Delhi, 5 per cent 
in Maharashtra, nil in Karnataka and 65 per cent 
in Gujarat. In the neighbouring state of Rajasthan, 
until June 2018 there was no VAT levied on IMFL; 
the state government now levies a cess of 20 per 
cent on all kinds of liquor5. Similarly, in Daman and 
Diu the VAT is charged at the rate of 20 per cent, 
which makes the retail price of liquor significantly 
cheaper than the price in Gujarat. As a result, 
Gujarat tends to lose a significant amount of 
revenue (to the tune of INR 9,000 crores6 in  
2017-18) even though the government did allow for 
a more relaxed prohibition policy for the outsiders.

The relatively high prices of alcoholic beverages 
in Gujarat can be partly explained by the high 

rate of VAT and partly by the cyclical argument 
that again goes back to the Bombay Prohibition 
Act, 1949. The Act clearly prohibits manufacture 
of any kind of alcohol for human consumption as 
well as construction and working of a distillery 
or brewery. Liquor that is available for the permit 
holders in Gujarat, is manufactured in breweries 
or distilleries in other states and is imported into 
Gujarat. The process to import alcoholic beverages 
mandated by the State Excise is similar to the 
process in other states, and since Gujarat imports 
only the final goods, this drives up the cost for 
the permitted consumers. In most states where  
manufacture of alcohol for human consumption is 
not prohibited, the production units usually prefer 
to be located within the state to minimise the cost 
of transportation, and the additional regulatory 
procedures required for imports of alcohol from 
other states.

The sugar mills in Gujarat mostly operate with 
an integrated distillery that uses the molasses 
produced as a by-product of sugar production, 
to manufacture ethanol or alcohol meant for 
industrial use, or export it to alcoholic-beverages 
manufacturers in other states, mostly Maharashtra. 
State Excise officials in accordance with the Act also 
regulate its use, sale and transport.

8.1.4 The Impact of Prohibition

Despite heavy monitoring and regulation, the 
illegal manufacture, sale and consumption of liquor 
continue to cripple the prohibition efforts of the 
government. Data from various sources indicate that 
the number of deaths caused by the consumption of 
spurious alcoholii  is one of the highest in Gujarat. 
Between 2012 and 2016, spurious liquor claimed 

___________________________________________________________

ii Spurious Liquor contains methyl alcohol or other poisonous substances, which may be harmful for human consumption
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as many as 177 lives in Gujarat7. In order to curb 
these illicit activities, the 2011 amendment specifies 
that manufacture, possession and sale of spurious 
liquor shall attract imprisonment for a term of seven 
to ten years, with fine. Furthermore, if consumption 
of such liquor leads to the death of any person, 
the person who has manufactured, kept or sold it 
shall be punished with death or life imprisonment, 
becoming the only state in India to do so8. Harsher 
penalties do tend to dissuade such activities but the 
focus should be on developing better systems for 
enforcement of rules and regulations.

8.1.5 Why Gujarat is an Interesting Model

Gujarat chose to prohibit alcohol. The state con-
sciously chose to forgo revenues that it could have 
raised through excise. This is particularly noteworthy 
since the alco-bev sector, in all states where they are 
permitted to operate, is almost always the single 
largest contributor to state revenue, amongst all 
sectors. States have been able to fund social expen-
diture, social schemes, disaster measures, farm loan 
waivers, and other cash intensive plans, through 
revenues raised from the alco-bev sector. 

The reason why prohibition works in Gujarat (and 
not in Bihar and Kerala), is for two reasons. First, 
Gujarat concentrated on generating revenues for 
the state from other sectors. Second, when Gujarat 
realised that prohibition was not just resulting in 
excise foregone, but had an escalating impact on 
tourism, the government was proactive in changing 
its approach. Not only did Gujarat ease doing 
business for the tourism sector by allowing special 
permits for visitors and tourists for consumption of 
alcohol, but they went further to ensure that these 
permits were available online and on arrival. This 
small change has helped Gujarat to increase its 
tourism footfall. All this Gujarat did and has been 
successful by containing the adverse effect of liquor 

prohibition on allied sectors like the tourism and 
hospitality industries. 

8.2 Karnataka

8.2.1 The Production Process and Supply 
Chain

Karnataka records the highest levels of consumption 
of alcoholic beverages in the country. The route to 
market in Karnataka involves private manufacturers, 
a state-run distributor, and private retailers. The 
manufacturers procure all the raw materials, 
undertake blending and bottling, and package 
the final products. Karnataka State Beverage 
Corporation Limited (KSBCL) is the state operated 
distributor, which controls the movement of all 
liquid alcohol meant for human consumption within 
the state of Karnataka. KSBCL is the commissioning 
agent for movement of both, raw materials 
(containing alcohol; ENA) and final products. The 
private retailers are of two types — off premise and 
on premise. Off-premise retailers are the outlets 
selling alcoholic beverages, and on premise include 
hotels, clubs, restaurants, and pubs.

The first step is to procure Extra Neutral Alcohol 
(ENA) from the distilleries located either within the 
state or from another state. This is followed by the 
production process at the bottling (manufacturing) 
units, which involves blending, bottling, labelling 
and packaging. The final goods are then stored in 
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“Unlike Gujarat, where there is 
a total ban on alcohol for human 
consumption, Maharashtra, like 
many other Indian states, has a 
licensing regime.”
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the bonded warehouse within the unit premises, 
and are dispatched to various retailers based on the 
market requirement, routed through KSBCL.

8.2.2 Procurement of ENA from a Distillery

8.2.2.1 Pre-Procurement Process and 
Approvals

ENA is procured based on demand and internal 
business decisions and policies. These include 
the production plan of the unit, inventory plan 
(storage norms), and the actual storage capacity. 
Based on these factors, ENA numbers are derived 
and shared with the procurement/sourcing team 
of the manufacturer. Each unit has empanelled 
vendors whom the procurement team contacts 
each time they have to procure raw materials. The 
procurement team identifies the ENA vendors and 
gets into long term or short term agreements with 
them. The team negotiates the commercials (price 
and quantity), quality of ENA and timelines with 
them.

The procurement team signs an agreement with 
the vendor that the unit will procure, say 20 lakh 
BLiii  of ENA from them. The vendor provides a 
Consent Letter (CL), addressed to the unit head 
of the bottling plant mentioning the quantity of 
ENA, rate and period in which the total quantity 
will be supplied (months). The unit head writes an 
application to the Excise Inspector/Excise Officer 
(EO) who sits at the bottling unit premises for 
requisition to procure 20 lakh BL of ENA from the 
vendor, supported by the CL. The EO has no binding 
timeline to service this application and the unit 
head can follow up only after the seventh day. 

The EO does not have the authority to approve the 
request, but may recommend the application to the 
Deputy Commissioner (DC), Excise or reject it. The 
DC gives the final approval or rejection and sends 
the stamped papers back to the unit. The DC gives 
a one-time, blanket approval for procurement of 20 
lakh BL of ENA, and the procurement may happen 
in batches over a period of time.

The DC approval copy along with the CL is then 
submitted to KSBCL with an application to request 
for a permit for movement of ENA. The permit 
is actually an Excise Permit issued by KSBCL on 
behalf of the State Excise Department, Karnataka. 
The number of applications submitted to KSBCL 
is equal to the number of installments in which 
the 20 lakh BL of ENA is procured. For instance, if 
the unit wants to procure 20 lakh BL of ENA in 20 
installments, the unit will have to obtain 20 permits 
from KSBCL, each to procure 1 lakh BL of ENA. The 
number of installments is a business decision of the 
unit, based on the unit’s storage capacity, tankers’ 
capacityiv, and other logistical considerations. The 
KSBCL permit for local sourcing of ENA is valid for 
a minimum of 4 days and a maximum of 7 days, 
depending on distance. Thus, the unit plans each 
consignment accordingly and applies for permits as 
and when required, taking into account any kind of 
delays (that might happen) in obtaining the permits.

In addition to obtaining the permit for movement 
of ENA, the unit has to request KSBCL for escorts 
(one tanker, one escort), in advance and pay the 
escort fee. Each tanker is accompanied by the 
specified documents and the escort provided by 
KSBCL. All payments are also forwarded through 

___________________________________________________________

iii 1 Bulk Litre (BL) = 1 Litre; measurement unit for alcohol
iv Usually one tanker has a capacity of 20,000 BL.
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KSBCL. The unit makes the entire payment against 
each permitted consignment to KSBCL, online and in 
advance; the unit cannot pay the vendor directly.

8.2.2.2 The Physical Procurement and 
movement of EnA

After KSBCL receives the full payment, the actual 
physical procurement of ENA begins. The unit 
requests the tanker contractors to place the 
tankers at the vendor’s site on a particular day 
(previously mutually decided by the unit and the 
vendor; in line with the validity of the KSBCL 
permit). Tanker details (vehicle number and driver 
details) are also intimated to KSBCL, while also 
requesting for escorts who are required to be 
present at the vendor site on the same day. The 
unit head sends all the required documents to 
the vendor (DC approval, KSBCL permit, tanker 
registration and driver details, escort details, and 
payment chalaan), the scanned copies with the 
truck, and hard copies by courier. The vendor seeks 
permission from the EO under whose jurisdiction 
his distillery comes, supported by these documents 
from the bottling unit. The vendor’s EO then issues 
a transport permit that contains the tanker details.

The unit may or may not choose to send a 
sourcing chemist (from any of the units whichever 
is closer to the ENA vendor) to check the quality 
and quantity of the ENA being sent in that 
consignment. This is an internal decision and not 
a mandatory process. In case the sourcing chemist 
rejects this consignment due to quality issues, the 
KSBCL permit is likely to expire and a new permit 
will have to be obtained for which the entire 
process (from the KSBCL permit stage) will have to 
be repeated. After the sourcing chemist approves 
the quality of ENA, it is loaded in the tanker and 
the tanker is sealed with the KSBCL seal, in the 
presence of the escort. The tanker is dispatched 

along with the escort and with all the supported 
documents required. 

8.2.2.3 When in Transit

Now, three scenarios are possible while the tanker 
is in transit. First, the tanker faces no hiccups during 
transit. It reaches the unit with the escort within the 
stipulated time of the permit. Second, the tanker 
faces a minor breakdown. Suppose the tanker 
breaks down during the transit, and requires some 
repair. Since the permit durations are quite tight, 
there may be a possibility of the permit expiring, 
before the tanker can reach the bottling unit. To 
avoid this, the tanker driver will inform the unit 
head, who will in turn escalate the issue to the EO. 
He will submit a written request for permission 
to resolve the issue (with solution). Based on this 
request, the EO may or may not speak to the escort. 
The EO will then extend the validity of the permit. 
In the best scenario, this happens within half a 
day. The extended permit is sent to the tanker and 
vendor destination. The unit’s tanker contractor 
then sends a mechanic to repair the tanker and the 
tanker reaches the unit with the same escort.

Third, a major breakdown of the tanker occurs. In 
case there is a major breakdown of the tanker and 
the tanker needs to be changed in order to deliver 
the ENA, the procedures are completely different. 
The tanker will be towed to the nearest police 
station where it is seized (since it contains alcohol) 
and the entire process starting from obtaining 
KSBCL permit begins again. The KSBCL escort 
leaves after the tanker is seized. The documents are 
also submitted again and only after obtaining all 
approvals with the new tanker details, is the liquid 
shifted from the previous tanker to the new one, 
in the presence of the Police/Excise official at the 
police station. The new tanker delivers the ENA to 
the unit. In case the tanker meets with an accident, 
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FIR has to be lodged and the proceedings take a 
different course then.

8.2.3 Receiving ENA at the Unit

While the approvals and process of procuring ENA 
either from within the state or from outside are 
different (except for the validity of KSBCL permit), 
the same is not the case at the time of the unit 
receiving the ENA. 

8.2.3.1 locally Sourced EnA

When the tanker enters the unit premises, the 
unit is first required to make an entry at security 
and then show the tax invoice. The commercial 
executive of the unit gets all the documents, 
accompanied by the cover letter to the EO. 
Depending on the EO’s availability, the permission 
to unload is obtained. The permission can be 
obtained on phone as well, in case the EO is not 
present, but this is possible only if an Excise Guard 
is available on duty. Once the EO gives permission 
to unload ENA, in presence of the Excise Guard the 
tanker is weighed, first before unloading and again 
after unloading. The difference of both the weights 
is matched with the quantity of ENA procured. Once 
the quantity of ENA is tallied, the tanker is allowed 
to go.

8.2.3.2 imported EnA

As in the case of locally sourced ENA, when the 
tanker enters the unit premises, it is first required 
to make an entry at security and then show the tax 
invoice. In addition, the KSBCL endorsement is also 
required when ENA is procured from another state. 
An official from the unit goes to the KSBCL office with 
original invoice and original Lorry Receipt. The time 
taken depends on the distance between the unit and 
KSBCL office; usually one day. After obtaining the 

endorsement from KSBCL, the unit officials go to the 
EO with all the documents, to get the approval for 
unloading. The rest of the procedures are the same, 
as followed when ENA is locally sourced.

At the unloading point, in presence of the Excise 
Guard the tanker seal is broken. The guard breaks 
the seal. This also means that unloading cannot 
happen unless an Excise official is present at the 
unit. From each compartment of the tanker, a 
sample is taken to the Quality Control department 
in the unit to check for the quality and strength of 
ENA. This is an internal procedure. After checking 
all the samples, the Quality Control department 
gives the approval for unloading ENA from the 
tankers into the storage tanks at the unit. The 
tanker is weighed again and only then, it is allowed 
to exit from the unit premises.

The blending department calculates the transit 
loss/wastage; up to a maximum of 1 per cent 
of the total quantity is permissible by rule. The 
amount of alcohol that evaporates depends on 
how long the liquid is in transit or just stored in 
the tanker, subject to heat. Simultaneously, after 
the unloading is complete, the unit generates the 
Excise Verification Certificate (EVC) verifying the 
receipt of ENA, gets it signed by the EO and sends 
it back to the vendor along with other documents, 

“Over the years, the Gujarat 
government has reviewed and 
revised the prohibition act to 
provide special kinds of permits 
for consumption of alcoholic 
beverages.”
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including the original invoice copy, import permit, 
export permit, lorry receipt copy, and details of the 
consignment. The timeline for this EVC to reach the 
vendor is 60 days from the date of dispatch of the 
tanker from the vendor site. A copy of the signed 
EVC is also submitted to KSBCL for their records.

8.2.4 Conversion of Raw Material into Final 
Goods

Blending is carried out according to the 
requirements of the business. Before blending a 
batch, the unit team submits a requisition to the 
EO for moving ENA from storage to blending tank. 
Blending for that batch begins after obtaining 
permission from the EO. As per Excise rules, each 
prepared blend is supposed to stay in the tank for 
36 hours, which is considered as the cooling period. 
After 36 hours, two samples are drawn for the EO, 
one of these is retained at the Excise office (located 
within the unit) and the other one is sealed and 
sent off to the government-appointed Chemical 
Examiner located in the city. The Excise Guard draws 
the samples and carries the sealed sample for 
examination to the city. In case of a sampling error, 
a new sample is asked for.

As per Excise rules, the FSSAI certified chemist 
(present at the unit) can also examine the sample 
but that would place the liability of the quality of 
the product solely on the company. The industry 
therefore welcomes this additional check by the 
government-appointed chemical examiner. The 
examiner issues a Certificate approving the quality 
of the batch sample usually in 2 days (not time 
bound). The concerned person from the unit has 
to go personally to collect it. For reasons not 
quite known, the report cannot be sent by email 
or courier. It is a typed report and not a machine 
generated one. Only after obtaining this Certificate 
can the bottling of that batch begin.

Once the unit receives the Certificate, the unit 
head submits a Bottling Intent to the EO to seek 
permission for bottling, along with details like 
brand, batch number, tank number, strength, 
approximate quantity that will be bottled, and 
number of bottles. This is submitted one day prior 
to the day the unit wishes to carry out bottling so 
that the approval from the EO comes in time. At 
the same time, the unit also gives the requisition 
for Excise Adhesive Labels (EALs) for the batch to 
be bottled. EALs are different for local and export 
sales and across bottle sizes. The unit then makes 
the full payment for the EALs through NEFT to the 
Marketing Consultancy Agency (MCA) which is 
controlled by State Excise; the cost of 1,000 labels is 
INR 1,700 in Karnataka. The requisition includes the 
number of EALs required and the payment chalaan. 
The EO gives the recommendation letter to issue the 
required number of EALs. The Excise guard carries 
this letter and goes to collect the EALs personally 
from the MCA.

The MCA sources these EALs from other third party 
vendors that are also appointed by Excise. The 
price of EALs are fixed. There is an Excise official 
present at the MCA who releases the EALs to the 
Excise Guard of the unit. The MCA delivers the 

Case Studies

“When Gujarat realised 
that prohibition was not just 
resulting in excise foregone, 
but had an escalating impact 
on tourism, the government 
was proactive in changing its 
approach.”
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EALs only three days a week (Monday, Wednesday, 
and Friday). The Guard brings the EALs back to the 
Unit EO. In order to move the EALs from the Excise 
Office for use, the unit writes another requisition 
specifying how many are required on that particular 
day. After obtaining the EO’s approval, these EALs 
are released to the concerned person from the unit. 
The leftover EALs are to be given back on the same 
day, or, if the bottling operations continue into the 
second shift, they are returned the next morning. 
Records of the use of EALs are strictly maintained 
for each day, specifying EALs consumed, EALs 
left, brand-wise, and size-wise. These are physical 
registers, which are the property of State Excise but 
maintained by the unit.

A summary sticker also needs to be put on every 
carton specifying the series of EALs used on the 
bottles inside. Since EALs used in Karnataka are 
strips of paper (usually not of good quality) and the 
process of pasting them is not mechanised, they 
often tear. In that case, the manufacturer is liable 
to pay the MRP of the bottle to the State Excise 
department in lieu of the duty foregone on that 
bottle. 

After this, the cartons are shifted to the Excise 
bonded warehouse inside the unit premises. Once 
the EALs are stuck on the finished products and 
they are shifted to the bonded warehouse, the 
excise liability on the unit begins. No bottle can 
leave the warehouse without paying Excise duty 
on it.

8.2.5 Movement of Final Goods to the  
Market

To record the movement of final products from 
the unit to the retailers (both on-premise and 
off-premise), registers are maintained at the unit 
warehouse (a property of Excise) and are signed 

daily by the EO. The opening stock and closing 
stock are recorded brand-wise, destination-wise, 
and size-wise. The movement of final products 
from the unit to the retailers is facilitated by 
KSBCL. All the retailers in Karnataka are required 
to get their licence renewed with the State Excise 
department every year. Once this is done, they go 
to KSBCL and submit all their documents. Retailers 
are also required to maintain Excise Records 
(physical records) specifying brand-wise daily 
opening stock, closing stock, and sales. The Excise 
inspectors may visit to check these records and 
generally assess the retail premises once a month. 
The records are handed over to State Excise at the 
end of every year.

The seller (through the sales team) negotiates with 
the buyer (retailer) to sell a certain quantity at the 
certain price. The retailer places the order with 
KSBCL for the particular brands and the required 
quantity. The orders are placed over phone and 
simultaneously, an executive at the KSBCL office 
makes an entry of the order on the KSBCL portal. 
A retailer can place only one order in a day and 
cannot cancel it in case of any kind of error. Once 
the order is placed, the sales team of the unit 
submits an intent to supply to KSBCL online. It also 
takes a print of the same and writes an application 
to the EO present at the unit for dispatching the 

“The number of applications 
submitted to KSBCL is equal to the 
number of installments in which 
the 20 lakh BL of ENA is procured. 
Each installment requires separate 
permit.”
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stock. Excise Duty and Additional Excise Duty must 
be remitted one day prior to submission of this 
application to the EO, and the payment chalaan 
generated by paying the duties online needs to be 
attached with the intent to supply.

After this, the unit contracts the vehicles to ferry the 
stocks to the KSBCL depot and all details of the dis-
patch trucks are uploaded on the KSBCL portal, like 
truck driver details and vehicle details. The EO at the 
unit logs on to the same portal and gives the approv-
al online for the transport permit to be generated. 
After this, the trucks leave from the distillery unit for 
the KSBCL depot accompanied by all the documents, 
like the Order for Supply (OFS), invoice, EAL details, 
transport permit, and duty paid chalaan duly verified 
and signed by the EO at the unit.

When the consignment reaches the KSBCL 
warehouse, the goods are randomly checked 
for damages and leakages. In case there is any 
such problem, the unloading does not happen, 
in which case the Excise permit expires, and 
the whole process begins again. If there is no 
problem with the goods, they are unloaded at 
the KSBCL warehouse, and are held by KSBCL 
for the retailers to collect their respective stocks 
by sending their own vehicles. Even at the time 
that the stocks are held at KSBCL warehouse, 
any cost of any kind of damages to the goods 
are borne by the distillery unit. This is because 
the corporation is “providing a service to the 
company by holding their stocks for them and 
getting them to the market.”

KSBCL plays a role in the movement of final goods 
only when the unit supplies to the retailers in 
the state. When the goods are to be exported to 
another state, the importing state’s corporation/
distributor, depending on the route to market (RTM), 

comes into picture and the approvals are to be 
obtained from them. EALs for both the exporting 
and importing states are put on the bottles.

The industry has lauded the efforts of KSBCL at the 
distribution level to bring in greater transparency 
in the functioning of the market. Even so, there are 
pressing issues that continue to exist and need to 
be addressed. 

8.2.6 Sale of Alcohol 

In the last decade, the liquor consumption rate in 
Karnataka has increased by approximately 77 per 
cent with the sale of alcoholic beverages, especially 
IMFL and beer, increasing from 468.8 lakh boxes in 
2007-08 to 830.6 lakh boxes in 2017-189.  Karnataka 
used to have a sales quota system for retailers, but 
it was repealed in 2015-16.  In Karnataka, alcohol 
can either be sold through off-premise outlets or on 
premise outlets.

The sale of alcoholic-beverages through off-
premise outlets in Karnataka happens through 
privately owned liquor shops and government 
owned (Mysore Sales International Limited – State 
government marketing organisation) shops. The 
licence required for operating a private liquor shop 
is CL 2 whereas the licence required for MSIL liquor 
shop is CL 11C.

On-premise alcoholic-beverage sales are allowed 
through hotels, clubs, bars and restaurants. They 
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have to obtain the required licences to sell liquor on 
their premises. Star hotels are required to obtain CL 
6A licence, other hotels and boarding houses are 
required to procure a CL 7 licence. A restaurant or 
bar in order to serve alcoholic-beverages needs to 
have the CL 9 licence and CL 4 licence is required 
for clubs.    

Except for CL-5, that is, an occasional licence meant 
for serving alcohol on special occasions, say like 
marriages or parties, all other retail licences are 
applicable for a year. Online renewal process for the 
licences has been introduced from 2017; these are 
approved by the Deputy Commissioner.  All forms 
of retail licences can be renewed online. Karnataka 
is one of the only states to have moved this system 
online.

8.2.7 Issues Specific to Karnataka

• The unit operates in two shifts – 6:00 am 
to 2:00 pm and 2:00 pm to 10:00 pm from 
Monday to Saturday. The general shift is from 
9:00 am to 5:30 pm. The Excise Officer only 
comes during the general shift hours; therefore, 
all permissions are required to be taken during 
these hours only.

• Unloading of ENA from the tankers can be done 
only during the general shift. Even if the unit 
has taken the permission to unload, it takes 
2-2.5 hours for the entire process (tanker in – 
tanker out) and if by 5:30 pm even one tanker 
is left to unload, the unit has to postpone 
it to the next working day after taking the 
permission again from the EO.

• Excise should allow maintaining a separate 
column for recording the waste of EALs.

• The manufacturers have to account for admin-
istrative delays at every stage of the approvals 

and permissions required in order to apply for 
them, such that their day-to-day business opera-
tions are least affected by the delays.

• BIO products vs local brands: BIO products are 
not issued for sale in the markets at the end 
of the month, in case that month’s targets are 
not met. The Excise, through KSBCL, pushes for 
lower-priced brands to meet the targets set in 
volume (litres).

• There is also the problem of slow movement 
of stocks; KSBCL tends to hold back existing 
stocks of brands that are usually fast-moving. 
Moreover, KSBCL levies demurrage charges on 
the companies for holding their stocks beyond 
a certain time, at a flat rate of INR 5 per case 
(irrespective of the brand). The demurrage rates 
increase with time; there are slabs.

• The storage systems in place at the KSBCL 
warehouses are not proper. Hygiene norms 
and stocking norms are seldom enforced or 
followed. For instance, if the stocking limit 
for certain products is set at a maximum of 
10 cartons, there are instances where the 
warehouse in-charge allows stocking of up to 
20 cartons in order to optimise utilisation of 
space.

• In some cases, if the warehouses are filled to 
their maximum capacity and there are more 
stocks that need to be placed with KSBCL, 
the goods are not unloaded from the trucks. 

“Hygiene and stocking norms 
are seldom enforced or followed in 
KSBCL warehouses.”
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Instead loaded trucks are parked at KSBCL 
premises till the goods can be offloaded into 
the warehouse. The companies then end up 
paying extra to the truck contractors. Due to 
these delays, contractors are wary of offering 
their trucks and their services to alcoholic 
beverages manufacturers, and if they do they 
charge a significant premium. 

• Since beer sales are not part of the retailers’ 
targets, KSBCL may exert influence on the 
retailers by limiting the supply of beer, 
depending on the quantity of IMFL demanded by 
the retailers. The retailers may be coerced into 
purchasing stocks on a particular day (especially 
towards the end of the month), even if they do 
not actually require the stocks at that time.

___________________________________________________________

1 The Bombay Prohibition (Gujarat Amendment) Act, 1963
2 Gujarat e-permit Rules for Consumption Permits http://eps.gpeonline.co.in/Rules/terms.pdf
3 The Bombay Prohibition (Gujarat Amendment) Act, 1963
4 40 more liquor shops may come up in Gujarat https://timesofindia.indiatimes.com/city/ahmedabad/40-more-liquor-shops-may-come-

up-in-state/articleshow/65917177.cms
5 20 per cent surcharge on liquor for cow protection in Rajasthan https://timesofindia.indiatimes.com/city/jaipur/20-surcharge-on-rajas-

than-liquor-for-cow-protection/articleshow/64716759.cms
6 Gujarat government needs for compensation for prohibition loss: 15th Finance Commission  https://www.financialexpress.com/econo-

my/need-compensation-for-prohibition-loss-gujarat-to-15th-finance-commission/1255470/
7 Gujarat’s three year score of deaths due to spurious liquor https://timesofindia.indiatimes.com/city/ahmedabad/Gujar-

ats-three-year-score-Spurious-liquor-killed-177/articleshow/54321020.cms 
8 Gujarat government acts tough but road to prohibition replete with tougher challenges https://indianexpress.com/article/india/gujarat-

government-acts-tough-but-road-to-prohibition-in-state-replete-with-tougher-challenges-4465549/
9 In 11 years, liquor sales up 77 per cent, revenue 273 per cent in Karnataka https://timesofindia.indiatimes.com/city/bengaluru/in-11-

years-liquor-sales-up-77-revenue-273-in-karnataka/articleshow/66062105.cms
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9.1 macro recommendations
Through this study, we propose eight macro 
recommendations (Table 9.1). There are a few that 
stand out. Benchmarked against the World Bank’s 
Ease of Doing Business study, DPIIT’s Business 
Reform Action Plan (BRAP) comprises of general 
reforms towards easing the regulatory processes 
for all businesses. Based on the implementation 
of these reforms, DPIIT ranks all the states and 
union territories. We recommend that, in place of 
this generic method, DPIIT should adopt a sectoral 
approach by conducting sector-specific studies, to 
suggest sector-specific reforms. This will allow the 
states to pick the sectors that are most important 
to them, and take measures to reform those on 
priority.

Furthermore, BRAP in its present form works in a 
piecemeal manner, plugging loopholes in existing 
processes, thereby leaving the turnaround time 
almost unchanged. The sectoral approach to EoDB 
will help in identifying all the necessary reforms 
across an entire value chain for a sector, including 
the backward and forward linked sectors. We 
consider this more effective in terms of improving 
ease of doing business.

Through our study of the alcoholic beverages 
industry, we find that the Excise Acts of most states 
were formulated around Independence or before, 
and have hardly been amended since. The present 
government has been proactive in weeding out 
obsolete laws and practices. While this is happening 
at the Central level, the states also need to do the 
same. An overhaul in the working of Excise can be 
a good start, as Excise duties form a significant part 

of states’ revenues. The business practices as well 
as consumption patterns have undergone a drastic 
change in the last two decades. Post liberalisation, 
with foreign players entering the market, the 
compliance levels have improved. Therefore, we 
recommend that there is a need to review the Excise 
Acts in order to remove redundancies and update 
the Acts according to the business requirements of 
the day.

9.2 Sugar
Of all the recommendations for the sugar industry 
(Table 9.2), four are important. First, a separate 
pricing mechanism for retail consumption and 
commercial consumption must be created. While 
the government can continue to control sugar prices 
for the retail sector, the price for commercial use 
must be market determined. This will also help the 
industry compensate for any price cuts that they 
make for the retail sector. 

Second, sugar needs a comprehensive trade policy. 
As part of the policy, the methodology for demand 
estimation must be improved to minimise pricing 
distortions. Demand estimations will also help 
millers to manage their sugarcane acquisition. 

Third, farmers must be encouraged to register 
themselves with millers. All unregistered cane 
should eventually move to registered cane. This will 
smoothen the sugarcane buying and selling process 
and also help in fostering an ecosystem of trust 
between the farmer and the miller. 

Fourth, movement of by-products of sugar must be 
decontrolled. Karnataka has made ethanol control 
free, however molasses movement is still regulated. 

9. Recommendations
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Easing these norms will have a positive impact for 
the alcoholic beverages sector.

9.3 Alcoholic beverages
In order to ease the business processes in the alco-
bev industry, we propose many sector-specific and 
issue-specific recommendations (Table 9.3). Some 
crucial recommendations are discussed in detail.

9.3.1 Licensing

All the stakeholders in the industry are required 
to obtain an annual licence to operate their 
establishment from the respective state 
governments, which is renewable (except in 
auction markets like Haryana, where the auction 
of licences takes place every year). In most states, 
the process of licence renewal continues to be 
offline. We recommend that all state governments 
should introduce an online portal (like Delhi) for 
applying and renewing all licences by submitting 
all documents and fees through the portal. This will 
help bring in efficiency, transparency and encourage 
a level playing field.

9.3.2 Brand Registration

 The manufacturers are required to register their 
brands in markets (states) where they want to 
sell the products. Once registered, they are also 
required to renew them separately in all states 
on an annual basis. This is an offline process 
in all states, and it is only in Karnataka and 
Maharashtra that brand registration is now a one-
time requirement. Registration of brands should 
be a one-time procedure; the need for renewal 
should be done away with. In addition, the excise 
departments must shift the process of application 
and approval online.

9.3.3 Label Registration

Label registration can be one of the most exasper-
ating tasks for the manufacturers. Every state has 
a different set of standard operating procedures 
for label registration and albeit different, in most 
states, the process is offline. The time taken for 
registering one label through the offline process is 
around 1-2 months. Moreover, labels of all brands 
need to be renewed every year, in all the states 
where the producers intend to sell their products. 
Every year a new application is to be submitted 
even if there is no change in the previous year’s 
label. To add to this, labels are different for all the 
states in India with each state specifying different 
rules for the same. Essentially, manufacturers are 
forced to comply with rules and regulations of not 
one country, but of 29 states and 7 UTs. There is a 
lack of coordination amongst states, and between 
State Excise, FSSAI and LMR about what goes on a 
label. If some changes are introduced in the middle 
of the Excise year, it becomes a hassle for the 
industry stakeholders to register the new label and 
re-label or replace the already labelled stocks.

In its labelling guidelines for alcoholic beverages 
that came into force from April 1, 2019, FSSAI 
mandates that the size of the statutory warning 
should be 3mm. There is ambiguity in the 
dimensions of the statutory warning. Also, FSSAI 
guidelines for labelling of alcoholic beverages 
disallows manufacturers to mention any nutritional 
value on the label. Hence consumers have no 
information on what they are consuming.

In order to ease the process of label registration, we 
recommend the following:

1. The process of label registration should be 
completely online in order to make it easier and 
faster. States like West Bengal have moved the 

Recommendations
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process online, and the labels are registered 
within 15 days.

2. There should be automatic renewal of 
registered labels in case no changes are 
required in the label. This is already being done 
in Karnataka and Maharashtra.

3. One body instead of the present three – 
Excise, FSSAI and LMR, should mandate the 
labelling requirements for alcoholic beverages. 
FSSAI is the central authority that can play 
this role. Any changes in the label must be 
mandatorily introduced before the registration 
process for the next Excise year begins. For 
simplifying the process further, the states can 
come together and agree on certain common 
label requirements that they have, so that 
the manufacturers can enjoy some economies 
of scale in printing labels. State-specific 
requirements, if any, should be kept to a 
minimum, so that they can be printed on later.

4. FSSAI should clearly mention the height and 
width of the font to be used on the labels, for 
further clarity. There is need to understand 
the dynamics of the different pack sizes when 
specifying font sizes, the types of legends, and 
the need to print legends in multiple languages 
- what is legible on a 750ml pack will often not 
be legible on a 60ml pack.

5. If not “nutritional” per se, FSSAI should 
mandate the mentioning of the calorific content 
of alcoholic beverages on the labels.

9.3.4 Excise Adhesive Labels (EALs)

The process of placing EALs on the bottles is 
manual in most states, like Karnataka. This reduces 
the efficiency of the bottling and labelling process, 
and is subject to greater human error, damage, and 

risk. EALs are made of paper and there is a risk of 
them getting torn while putting on the bottle. If 
that happens, the manufacturer has to bear the full 
price of that bottle. While the introduction of EALs 
is a step forward in modernising practices, it should 
be made into a mechanised process. If the intent 
is to track and trace, alternative methods must be 
considered and allowed. Delhi, for example, uses a 
barcode to facilitate track and trace. 

9.3.5 Pricing
Price determination by state governments continues 
to be a major roadblock in doing business in this 
sector. Globally prices are market determined. In 
India though, price changes, increase or decrease, 
have to be approved and granted by States. In all 
the states, the prices are determined by government 
intervention. It is common for states to deny manu-
facturers price increases even to offset manufactur-
ing cost inflation or levy changes. There are states 
where manufacturers do not get a price increase, 
even to cover input cost inflation, for more than two 
to three years in a row. Price approvals and increas-
es are swathed in opacity and discretionary powers, 
with little or no transparency. There is no clear 
process laid down in law and no guiding principles 
that can be followed. Ideally, there should be free 
pricing for the manufacturers. If not for all brands, 
the states can introduce free pricing for premium 
brands. Excise slabs fixed by the state governments 
should be adjusted every year with inflation (CPI 
can be used for the purpose). State governments 
should develop a Pricing Policy with clear guidelines 
and accountability.

The statutory levies and charges apply after the 
EDP is fixed and increase every year. The increases 
in the levies and charges are not transferred to 
the consumer, and therefore reduce the margin 
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for the manufacturer. The EDP fixed for the Excise 
year should include the revised statutory levies 
and charges so the burden is passed on to the 
consumers.

9.4 Tourism
Of the nine recommendation for tourism (Table 
9.4), there are four major recurring issues in the 
process of doing business in the tourism sector. 
First, many business owners pointed out that the 
SWCS is inefficient because, besides submitting the 
documents online, they cannot access the status 
of their application. Hence, most of them have 
to visit local authorities to keep a track of their 
applications. This defeats the purpose of having 
an online system. For making the system more 
efficient, the state governments should introduce 
a service in the SWCS for tracking applications and 
include an option to show the status of applications 
on their online portal. This will encourage efficiency 
and transparency in the process. Furthermore, there 
should be a helpline service for addressing queries 
and issues faced by business owners.  

The second issue that has been highlighted is that, 
approvals for licences and required clearances are 
generally delayed beyond the mentioned timeline, 
leading to operational costs. The priority should be 
on increasing punctuality of timelines so that the 
approval process is not delayed than the required 
days. This can be implemented through hiring a 
private agency by the responsible authorities for 
fast tracking clearances and licences. If the process 
is outsourced, it will reduce the burden of the state 

government/local bodies and save the operational 
costs of business owners. 

Another issue is that of existing vertical 
interdependence of different clearances and licences 
in the hospitality sector. As it stands, a business 
owner can only apply for a new licence, once they 
have received one, they had previously applied for. 
It is understandable if the interdependence exists 
based on the nature of the approvals or clearances. 
However, where clearances are not necessarily 
interdependent, the business owners should be 
allowed to apply for multiple clearances at the 
same time. The state governments should enable a 
parallel application system under SWCS to reduce 
the interdependence and the turnaround time.  

Furthermore, one of the consistent issues faced 
by business owners is the lack of coordination 
between local authorities and state tourism boards, 
on availability of information for licences and 
clearances. This creates issues for the entrepreneurs, 
as they have to keep on visiting multiple offices just 
to address an issue or get some information. This 
can be addressed by establishing an autonomous 
body to increase cooperation and coordination 
between state tourism boards and local authorities. 
The autonomous body should have members from 
the state tourism board and other local bodies, 
which would minimise delays and result in better 
accountability and efficiency. Another way of doing 
this would be to have an online portal or webpage 
on state tourism websites, which demarcates the 
responsibilities of the local authorities and state 
tourism boards.

Recommendations
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S. no. Sector issues recommendations implementation 
Timeframe

1
Macro  
Economic

The approach to Ease of Doing 
Business (EoDB) is state wise.

The government should adopt a sectoral approach 
instead, so that the states can pick the sectors that are 
most important to them, and take measures to reform 
those on priority.

Medium Term 

2
Macro  
Economic

EoDB in its present form works 
in a piecemeal manner, plugging 
loopholes disjointedly.

The current method leaves the 
turnaround time almost unchanged.

Sectoral approach to EoDB will help in easing doing 
business across the entire value chain, i.e., both forward 
and backward linked sectors. 

 Medium Term

3
Macro  
Economic

The Excise Acts of most states 
were formulated immediately after 
independence and have hardly been 
amended since then. 

The present government has been proactive in 
weeding out outdated laws and practices. While this 
is happening at the Central level, the states also need 
to adopt this. An overhaul in the working of Excise 
can be a good start. The business practices as well as 
consumption patterns have undergone a drastic change 
since independence. Post liberalisation, with the coming 
in of foreign players in the market, compliance levels 
have improved. There is a need to review the Excise 
Acts in order to remove the redundancies and to update 
business practices.

Long Term

4
Macro  
Economic

The day-to-day business decisions 
of manufacturers are approved by 
Excise. In the absence of strictly 
enforced deadlines, doing business 
can easily take a back seat.

Alcoholic beverage is a regulated sector and should 
continue to be so. However, there is an urgent need 
to introduce stricter timelines for all processes that are 
administered by Excise. The absence of these is the 
cause for inefficiency, lack of transparency and therefore, 
discourage good business practices.

Medium Term

5
Macro  
Economic

The regulatory aspects of doing 
business in the alcoholic beverages 
sector are dependent on the 
functioning of Excise departments. 
The Excise Acts being as old as 
they are, leads to ambiguity in 
implementation and relies on  
discretionary powers at all levels. 

There is a need to increase the use of technology tools 
and automation in the day-to-day functioning of Excise, 
and to move from person-based regulation to process-
based regulation.

Medium Term

6
Macro 
Economic

A unit in Maharashtra requires a total 
of 10,900 licences to do business, in 
a single year!

The Excise departments can introduce a system of rating 
compliance on the lines of GST compliance rating, 
in order to encourage good business practices. The 
rating can be used further to differentiate between the 
manufacturers and reduce the burden of processes for 
best performers.

Medium Term

Table 9.1: list of macro Economic recommendations
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S. no. Sector issues recommendations implementation 
Timeframe

7
Macro 
Economic

No clarity on the status of tourism in 
the Indian constitution.

Tourism should be included under the concurrent list 
since both, the state tourism boards and corporations 
and the central ministry have responsibilities in their 
respective domains

Long Term

8
Macro 
Economic

No clear implementation strategy for 
the Ethanol Blending Programme

While mandating a 10 per cent blending for petrol is 
an excellent idea, the government must undertake an 
assessment to see if India can currently support this 
demand. Based on industry feedback and secondary 
data, India’s oil and gas companies are not equipped to 
meet the blending targets. The government has to draft 
a comprehensive implementation strategy that focuses 
on capacity expansion to meet our current blending 
targets.

Medium Term

Recommendations
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S. no. Sector issues recommendations Complexity 
level

1 Sugar

Farmer-miller relationship needs 
a re-look. Lack of alignment 
between price of sugarcane and 
price of sugar results in high dues 
for farmers, lack of trust between 
both parties, and an overall 
negative sentiment.

State-wise FRP be used as a yardstick, instead of SAP; mills should 
be free to pay anything over and above FRP, based on their 
economic affordability. Payment of entire amount to the farmers, 
based on FRP should be cleared within 60 days. Moreover, the 
decision to share revenues from sugar and its by-products should 
rest entirely with the miller; since the role of the farmer is limited 
to supply of harvested sugarcane, it would be unfair to mandate 
that millers share revenue generated from innovation and other 
value-added services. Lastly, millers should underwrite sugarcane 
crops for farmers, to ensure that farmers have access to financial 
assistance to enhance productivity, and millers are assured of high-
quality produce.

Medium Term

2 Sugar
Inability of the industry and/or the 
government to accurately forecast 
sugarcane output and yields.

Both policymakers and industry should adopt a scientific demand 
estimation methodology. Apart from the conventional variables, 
the estimation, the exercise in question should also account for 
increasing demand for alternate sweeteners, and shifts to healthier 
lifestyle.

Short Term

3 Sugar

India has the potential to export 
sugar at prices that are globally 
competitive. However this is not 
the case currently.

To boost sugar exports, we recommend that the government 
introduce a trade policy for sugar. Some specific recommendations 
are 

• Extend support in the form of transport and handling charges 
to sugar mills (industry suggests this support in the range of 
INR 1,000 – INR 3,000 per tonne)

• Replace the export subsidy with value added benefits such 
as quality assurance training, packaging of export sugar, 
agricultural support to farmers, access to markets and 
marketing

• Sign preferential trade agreements through WTO and use 
them as a springboard to export sugar and its by-products

Medium Term

4 Sugar

Unlike the sugar mills that operate 
in a highly regulated environment, 
gur and khandsari manufacturers 
are able to procure, produce and 
price their goods as per their 
business requirements. This puts 
the white sugar manufacturers at 
an immediate disadvantage.

Khandsari and gur manufacturers should be brought into the 
formal sector. This will enable better access to credit to expand 
their business operations, and improve their quality of final 
products. Khandsari and gur is healthier than white sugar, resulting 
in an untapped urban market for these products. Formalisation 
would enable farmers to improve their aggregate income, diversify 
their sources of income and be a part of extended value chain of 
sugarcane.

Medium Term

5 Sugar

Post GST, the sugar cess was 
scrapped, which contributed to 
the Sugar Development Fund. The 
Central Government compensated 
for the same by allocating INR 496 
crore to the development fund in 
the Budget for 2017-18, which is 
inadequate. 

The factories should also contribute to the fund for provident 
purposes, based on their profitability, through the sale of sugar 
and its by-products. This will allow the factories to have access to 
financial support during a crisis. The Central Government should 
ensure all registered associations invest a minimum amount in 
R&D. Moreover, part of the budgetary allocations should be used 
towards development of cluster farms, drip irrigation, and zero 
discharge plants.

Long Term

Table 9.2: list of recommendations for Sugar
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S. no. Sector issues recommendations Complexity 
level

6 Sugar

Recovery rate in India is hardly 8 per 
cent whereas in many countries it is 
around 12-14 per cent. It is observed 
that there is considerable difference 
between demonstrated yields and 
realised yields. Two reasons for this 
gap is the low quality of inputs used 
by farmers and lack of training and 
infrastructure support provided to 
farmers.

Farmers should be encouraged to develop sucrose-rich 
varieties, which consume less water and are resistant to 
local pests. This will not only reduce cost of production, but 
subsequently translate into higher income realisation per 
hectare. At a particular mill in Uttar Pradesh, high quality 
input sugarcane resulted in recovery rate of as high as 12.4 
per cent.

Medium Term

7 Sugar
Ethanol blend capacity is still low in 
India compare to the targetted 10 per 
cent.

While the government has been amending its Ethanol policy 
and giving price incentives to increase the production of 
ethanol, the storage and blending capacities of OMCs need 
to be increased.           

Medium Term

8 Sugar
Movement of ethanol across state 
borders

Following Karnataka's decision, all the state governments 
should remove unnecessary restrictions on the movement 
of ethanol.

Short Term

Recommendations
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S. no. Area issues recommendations Complexity 
level

Best 
Practices

recommendation 
applicable to

1 Production

Manufacturing units need to 
make separate applications 
to different government 
departments like Excise, Factory 
Inspector, Fire, Pollution Board, 
etc., to get approvals for 
alterations in the unit, meant for 
capacity expansion. The process 
takes on an average six months.

Single window application 
system at the Excise 
Commissioner's office and 
documented timelines for 
servicing the application would 
make the process simpler and 
transparent.

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

2 Production

The process of obtaining 
approvals for minor work in 
bonded area like flowing work, 
machine and line replacement 
work (general maintenance 
work) which do not affect the 
production capacity, takes 
minimum six months. 

Presently, it gets referred to 
the Excise Commissioner by 
District Superintendent of 
Excise. These approvals can 
be delegated to the District 
Superintendent.

Short Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

3 Production

The entire process of spirit 
(ENA, grain spirit, malt spirit, 
HBS) purchase or sale takes 
2-3 months, from start to end. 
It involves a series of permits, 
approvals, documents, physical 
escorting, Excise supervision in 
loading and unloading, etc. The 
process is completely offline/uses 
manual documents.

The process of obtaining 
approvals for procurement/
sale of spirit (ENA, grain 
spirit, malt spirit, HBS) should 
be made completely online, 
since in most states the final 
approval presently comes 
from the Excise Commissioner. 
The transport permit, import/
export permits, etc., required 
should also be made available 
through an online portal. 

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

4 Production

After delivery of spirits, at 
the receiving unit  an Excise 
Verification Certificate (EVC) is 
made manually by excise office. 
The original copy of the EVC 
needs to reach the Excise official 
at the source unit within the 
stipulated deadline. There are 
delays which disadvantage the 
source unit.

Moving such procedures 
online will go a long way in 
ensuring efficiency and better 
productivity for both the 
manufacturing companies and 
the state governments.

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

Table 9.3: list of recommendations for Alcohol Beverages Sector
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S. no. Area issues recommendations Complexity 
level

Best 
Practices

recommendation 
applicable to

5 Production

Most manufacturing units run for 
one eight-hour shift and there is 
no provision of allowing separate 
time for maintenance and general 
upkeep of the bottling plant.

State Excise can allow a 
separate one hour window 
before and after operations 
for maintenance of machines 
and for ensuring hygiene and 
sanitation. Alcoholic beverages 
are consumption goods after 
all.

Short Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

6 Production

Bottling units are allowed to 
operate in only one shift, which 
means they are running under 
capacity. Running a second shift 
requires prior approvals.

State Excise should let business 
conditions determine if units 
should run in two/three 
shifts and allow for the same 
without regulatory hurdles. 
Any charges involved for Excise 
supervision can be paid by the 
units before undertaking the 
extended/additional shifts.

Short Term Karnataka

Maharashtra, Telangana, 
Odisha, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

7 Production

Unloading of spirits and finished 
goods despatches are not 
allowed in second shift (During 
the second shift in Karnataka, 
only partial operations are 
allowed)

Work should be allowed to 
continue in second shift as 
well. Further, Excise staff 
should be available in the  
second shift for supervision 
and sign offs. In brief, 
business operations should 
not get affected. It must 
be remembered that these 
business operations yield 
additional revenue for the 
State.

Short Term   

8 Production
Disposal of distillery spent wash, 
in line with the ZLD norms for 
distilleries, is a difficult task.

Spent wash, being nutrient-
rich, can be diluted and 
treated in order to use it 
in manufacture of organic 
fertilisers. This practice is not 
common, and can resolve 
disposal of spent wash within 
PCB norms.

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

Recommendations
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S. no. Area issues recommendations Complexity 
level

Best 
Practices

recommendation 
applicable to

9 Production

The chemical examination of each 
batch happens at government 
labs mostly located at a distance 
from the manufacturing units. 
Each batch sample needs to 
be  approved by these labs. 
The Excise guard is required to 
physically go to the lab for the 
testing.

The FSSAI norms for factory 
lab are very stringent, The 
Lab Report from labs located 
within the factory should 
be considered authentic for 
alcohol testing in order to 
reduce the time and cost of 
this process. External NABL  
lab analysis should be made 
quarterly. This process is 
applicable for all food industry 
as per FSSAI.

Medium Term

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand 

10 Production

Batch samples are removed 
from the Excise office at the 
unit after receiving the chemical 
examination report. This makes 
it difficult to verify claims of 
defective and spurious products.

Excise should allow batch 
samples to be retained for at 
least one year to be used as a 
reference in such cases. This 
is a requirement as per FSSAI 
rules.

Short Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

11 Production

The state governments have no 
policies or guidelines for the 
disposal/reprocessing of final 
goods i.e. disposal of alcohol. The 
bottled products that are rejected 
due to any reason, are left lying 
at the factory or distributor 
warehouses, using up storage 
space.

The Excise departments 
should bring forth a policy on 
disposal of rejected final goods 
as they are of no use to the 
manufacturers. Either they can 
be reprocessed in the distillery 
or disposed off. 

Short Term  

Maharashtra, Karnataka, 
Telangana, Delhi, 
Odisha, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

12 Production

The Excise allows for an 
evaporation in transit limit for 
alcohol of up to 5 per cent. 
However, alcohol evaporates 
during maturation /ageing which 
is not considered. 

The Excise should allow  
maturation /aging loss for 
evaporation during ageing 
limit of 12 per cent per annum 
(like Karnataka now allows  
10 per cent).

Short Term Karnataka

Maharashtra, Telangana, 
Odisha, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand
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S. no. Area issues recommendations Complexity 
level

Best 
Practices

recommendation 
applicable to

13 Production
Oak barrels, required for 
maturation/ageing, are imported 
as they are not available in India.

The government should either 
exempt custom duty on oak 
barrels or reduce the duty, as 
they are not available in India.

Short Term  Government of India

14 Production

Manual Permission process  in 
excise department   

1. Granting local , Import and  
export permit  of Spirit  and 
IMFL 

2. Label and MRP approval 

3. Drawing revision 

4. Annual Approval of IMFL and 
Distillery Licence

All these processes need to 
made online and stipulated 
timelines need to be given for 
each stage.

Medium Term

Maharashtra, Karnataka, 
Telangana, Delhi, 
Odisha, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

15
Disposal of 

Alcohol

There are no guidelines for liquid 
disposal for the industry. ENA can 
be denatured, coloured and sold 
to the perfume and ink industry, 
but bottled products cannot be 
put to another use or disposed 
off easily.

Guidelines for liquid disposal 
should allow for alternative 
use of ENA

Medium Term

16 Export

The government exempts duties 
on capital goods purchased 
for production of goods for 
export markets under the Export 
Promotion of Capital Goods 
Scheme. But, the process is 
manual and it takes 15 days to up 
to 3 months, every time a capital 
good needs to be bought.

The government should put 
this on fast track by making the 
process online and seamless, 
as the intention is to increase 
exports from India; this needs 
to be a priority.

Short Term  Government of India

Recommendations
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17 Licensing
In most states, the process of 
licence renewal continues to 
be offline. 

All state governments should 
put in place an online portal (like 
Delhi) for applying and renewing 
all licences by submitting all 
documents and fees through the 
portal. This will help in bringing 
efficiency, transparency and 
encourage a level playing field.

Medium Term Delhi

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

18
Brand 

Registration

The brand registration is 
an offline process and all 
brands need to be renewed 
separately for states on an 
annual basis.

Brand registration should be a 
one-time procedure and the Excise 
departments should shift the 
process online.

Short Term
Karnataka, 

Maharashtra

Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

19
Label 

Registration

Label registration is a tedious 
task for the manufacturers. 
Every state has a different 
SOP for label registration, 
and albeit different, in most 
states, the process is offline. 
Time taken to get one label 
registered through the offline 
process is around 1-2 months.

The process of label registration 
should be completely online in 
order to make it easy and fast. 
Through the online process, the 
labels get registered within 15 
days.

Short Term
West 

Bengal, Goa

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

20
Label 

Registration

Labels of all brands need to 
be renewed every year, with 
all the states. Every year 
a new application is to be 
submitted even if there is no 
change in the previous year's 
label.

There should be automatic renewal 
of registered label in case no 
changes are required in the label. 

Short Term
Karnataka, 

Maharashtra

Delhi, Telangana, 
Odisha, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand
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21
Label 

Registration

Labels are different for all the 
states in India with each state 
specifying different rules; 
manufacturers essentially 
comply with rules and 
regulations not of one country, 
but of 29 states and 7 UTs. 
There is lack of coordination 
between State Excise, FSSAI 
and LMR about what goes on 
a label. If some changes are 
introduced in the middle of the 
Excise year, it becomes a hassle 
for all industry stakeholders 
to register the new label and 
re-label or replace the already 
labelled stocks.

The labelling requirements for 
alcoholic beverages should 
be mandated by one body 
instead of three Excise, (FSSAI 
and LMR). FSSAI is the central 
authority that can assume 
this role. Any changes in the 
label must be mandatorily 
introduced right before the 
registration process for the 
next Excise year begins. To 
further simplify the process, 
the states can come together 
and agree on certain common 
label requirements, so that the 
manufacturers can enjoy some 
economies of scale in printing 
labels. The requirements 
that are state-specific can be 
printed on later.

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

22
Label 

Registration

In its labelling guidelines for 
alcoholic beverages that come 
into force from April 1, 2019, 
FSSAI mandates that the size of 
the statutory warning should 
be 3mm.

There is ambiguity in the 
dimensions of the statutory 
warning. FSSAI should clearly 
mention that height and width 
of the font to be used on the 
labels, for further clarity. There 
is a need to understand the 
dynamics of the different pack 
sizes when specifying font 
sizes, the types of legends, 
and the need to print legends 
in multiple languages - what 
is legible on a 750ml pack will 
often not be legible on a 60ml 
pack.

Short Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

23
Label 

Registration

FSSAI guidelines for labelling 
of alcoholic beverages disallow 
manufacturers from mentioning 
any nutritional value on the 
label. The consumers do not 
have any information on what 
they are consuming.

The calorific content of 
alcoholic beverages should 
be mentioned on the labels of 
alcoholic beverages.

Short Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

Recommendations
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24
Label 

Registration

The process of placing Excise 
Adhesive Labels (EALs) on the 
bottles is manual in most states, 
like Karnataka. This reduces the 
efficiency of the bottling and 
labelling process, and is not 
practical. EALs are made of paper 
and there is a risk of them getting 
torn while affixing them on to 
the bottle. If that happens, the 
manufacturer has to bear the full 
price of that bottle.

While the introduction of 
EALs is a step forward in 
modernising practices, it 
should be mechanised. 
Excise must allow for 
different forms of EALs to 
be used, for example, the 
barcode system in Delhi, to 
facilitate Track and Trace. 

Medium Term
Andhra 
Pradesh, 
Delhi

Maharashtra, Karnataka, 
Telangana, Odisha, 
Chhattisgarh, Assam, 
Haryana, Uttar Pradesh, 
Jharkhand

25 Pricing

Price determination by state 
governments continues to be a 
major roadblock in doing business 
in this sector. All countries impose 
regulations on this sector, but 
barring India, no country imposes 
price controls where price increases 
have to be approved and granted 
by States. In all the states, the 
prices are determined through 
government intervention of a 
certain magnitude, which varies 
across states. It is common for 
states to deny manufacturers 
price increases even to offset 
manufacturing cost inflation and 
levy changes. There are states 
where manufacturers do not get a 
price increase, even to cover input 
cost inflation, for more than two to 
three years in a row. Price approvals 
and increases are swathed in 
opacity and discretionary powers, 
with little or no transparency, no 
clear process laid down in law and 
no guiding principles.

Ideally, there should 
be free pricing for the 
manufacturers, which 
will be upward trending 
given the inflationary 
environment. If not for 
all brands, the states can 
introduce free pricing for 
premium brands, so that 
working class are protected.                           
Excise slabs fixed by the 
state governments should 
be adjusted every year 
with inflation (CPI can be 
used for the purpose).  
State governments should 
develop a Pricing Policy 
with clear guidelines and 
accountabilities.

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand
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26 Pricing

The statutory levies and 
charges apply after the EDP is 
fixed, and increased every year. 
The increases in the levies and 
charges do not get shifted to 
the consumer, and reduce the 
margin of the manufacturer.

The EDP fixed for the Excise 
year should include the revised 
statutory levies and charges 
so the burden is shifted to the 
consumers.

Short Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

27 Advertising

Presently, there is no policy 
on advertising for alcoholic 
beverages. All the states  
follow arbitrary rules. If 
manufacturers take advantage 
of loopholes and advertise, 
they are subjected to a heavy 
penalty if they are found 
flouting the "arbitrary" rules.

The state governments 
and alcoholic beverages 
associations should mutually 
agree to formulate an 
Advertising Policy to bring 
more clarity and avoid such 
circumstances.  

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

28 Distribution

In states where the distributor 
is a state-run corporation, 
the movement of goods from 
manufacturers to retailers in 
the state happens through the 
Corporation. This process is 
offline and subject to human 
interventions.

The State Excise should 
have a portal on which 
manufacturers and retailers 
can place orders, and generate 
all the documents, to ensure a 
seamless movement of goods. 
The portal can be managed 
completely by the Corporation 
or Excise.

Short Term Delhi
Karnataka, Telangana, 
Odisha, Jharkhand, 
Chhattisgarh, Assam

29 Distribution

The Corporation godowns used 
for storing alcoholic beverages 
are not maintained well. 
The stocking norms are not 
complied with.

The price of these commodities 
includes the distributors' 
margin, and the distributor 
is bound to follow the norms 
of stocking. The Excise must 
ensure this.

Short Term  

Karnataka, Delhi, 
Telangana, Odisha, 
Jharkhand, Chhattisgarh, 
Assam

30 Distribution

Alcohol, being a consumption 
good, needs to be stored in 
clean and hygienic conditions. 
The godowns of state-run 
distributors may not be 
compliant with these implicit 
norms.

The storage warehouses for 
alcoholic beverages should 
also be brought under the 
purview of FSSAI standards, 
and all distributors whether 
private or government should 
have FSSAI certified godowns.

Medium Term  

Maharashtra, Karnataka, 
Telangana, Odisha, 
Delhi, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand

Recommendations
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31 Distribution

In case of any damages and 
spillages that happen at the 
godowns of state-run distributors 
at the time of loading, unloading or 
storing, the liability is passed on to 
the manufacturers.  

This should not be the case. 
The liability of handling 
goods must end when 
the manufacturing unit 
unloads their stocks at the 
Corporation godown.

Short Term  

Karnataka, Delhi, 
Telangana, Odisha, 
Jharkhand, Chhattisgarh, 
Assam

32 Recycling
There is no policy on recycling of 
used bottles.

Genuine used bottles are 
reused by bootleggers to 
sell illicit liquor in genuine 
bottles. There is a need 
for a policy on proper 
collection and recycling 
of used bottles. There is 
a buy-back option for the 
manufacturers, but the 
recovery rates are very low. 

Medium Term  

Maharashtra, Karnataka, 
Telangana, Delhi, 
Odisha, Chhattisgarh, 
Assam, Haryana, Uttar 
Pradesh, Jharkhand
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1 Tourism

Tourism is not mentioned in either 
Central, State, or Concurrent 
List, under Schedule VII in the 
Constitution.

Suitable amendments must be brought to list Tourism 
under the concurrent list. This way there is a more 
definitive approach to policymaking on all aspects of 
tourism.

Long Term

2 Tourism

The hospitality sector, even though 
one of the largest, does not have 
a nodal ministry/department. This 
means, businesses have to deal with 
multiple regulators at the Centre, 
State, municipalities, and many 
hyper local authorities. This results in 
either overlapping requirements or 
contradictory requirements. 

The hospitality sector must be assigned a nodal 
ministry/department. This way, the policy environment 
for the sector will be more uniform. Infact, the retail 
sector has DPIIT as its nodal department. Therefore 
there is strong precedence to grant the hospitality sector 
a nodal ministry/department too. In many cases where 
there is such disparity in regulatory processes, the 
Centre has issued model acts and guidelines that states 
have adopted and enacted. This can be considered for 
the hospitality sector too.

Medium Term

3 Tourism

The hospitality sector is one of the 
largest contributors to the tourism 
industry. Even so, there is no policy 
or vision document for the hospitality 
sector.

The hospitality sector, requires a medium and long term 
vision plan and policy document. This is particularly 
important if India wants to capitalise on the tourism 
sector to become a five trillion economy. 

Short Term

4 Tourism

The list of required licences for 
businesses varies between states, 
cities, and even regions within 
each city, depending on municipal 
jurisdiction. 

There must be some uniformity in terms licensing regime 
in atleast each state, if not amongst all states. Every 
state must undertake a detailed audit of regulations 
necessary at the state and hyper local level, to facilitate 
uniformity, to identify and repeal unnecessary licences, 
and to do away with contradictory regulations.

Short Term

5 Tourism

There is no uniformity in definition 
of formats of eateries across states. 
Many a times the same kind of 
format is known by different names. 
Since the licensing regime varies 
across formats, there arises licensing 
arbitrage across formats.

FSSAI offers food licences across different formats. 
It would make sense for FSSAI to define different 
kinds of eateries so that there is uniformity in formats 
across states. This would help businesses understand 
regulatory regimes across different jurisdictions. 
Standarisation also facilitates better data collection for 
informed policymaking. 

Medium Term

6 Tourism

Many states have stopped issuing 
excise licences to on-premises 
eateries that permit them to serve 
alcohol. Social and cultural norms 
have evolved considerably and an 
important part of tourism today is to 
experience local culture through local 
markets restaurants. 

State governments must not be as stringent as they 
are in terms of issuing excise licences to on-premises 
outlets. Such outlets are important for both leisure and 
for MICE tourism. With domestic spend on eating out 
going up, this is a reasonable way of raising revenue 
from people, without having to depend solely on 
businesses.  

Short Term

Table 9.4: list of recommendations for Tourism Sector

Recommendations
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7 Tourism

Timelines for granting of licences 
are not always time bound. This 
leads to severe delays in the entire 
process, often resulting in enormous 
regulatory (and therefore monetary) 
cost to businesses, forcing them, 
more often than not, to close down 
within a year.

The regulator regime must include timelines for 
licensing authorities to follow. Any request for licences 
must be responded to within the prescribed time period, 
and if not it would be considered as deemed approved 
automatically. Similarly, the regime must also identify 
licences that are definitely required to be renewed 
every year and those than can be for a three or five year 
period, and those than can be one time. 

Medium Term

8 Tourism

Even though on paper a single 
window clearance system exists 
for tourism, ground realities are 
different. The single window 
clearance has neither reduced the 
need for in person follow ups, nor 
reduced the time required to procure 
licences.

The single window clearance system has to be 
revamped to ensure that the purpose of such a system 
is truly met. This would mean that the system should 
allow for all applications for multiple licences to be 
submitted online, for businesses to be able to track their 
applications online, and to ensure that approvals are 
granted in a timely manner. 

Short Term/ 
Medium Term

9 Tourism

The tourism sector, particularly the 
hospitality sector, are considered 
as engines of growth. Hence it is 
important to ensure there is skilled 
labour available to carry forth this 
growth. This is currently not the case. 
Government institutes are not up to 
the mark when it comes to equipping 
trainees with the necessary skills, 
especially soft skills, which are 
crucial to this sector.

The government must work towards improving the 
quality of content and training in their institutes. A 
collaborative approach has to be considered in which 
the industry can contribute their money, time, and 
ideas to ensure that we move towards the objective of 
creating atleast a couple of “Institutes of Eminence” for 
tourism. 

Medium Term/ 
Long Term
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