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It is, indeed, a privilege for me to be in the midst of you all this afternoon. Let me take the opportunity to express my thanks to Dr. Rangarajan for giving me the honour to share some thoughts with the future members of India’s growing exporters’ community.

The Indian Institute of Foreign Trade is one of India’s foremost institutions catering to the development of management personnel in the area of foreign trade. The Institute has rendered valuable service to the exporting community of the country through their specialized courses and research studies in various aspect of foreign trade. IIFT alumni has contributed significantly to the growth of India’s foreign trade over the years. 

It was the legendary Chinese philosopher and father of Confucian philosophy, Lao Tzu who said that “the journey of a thousand miles must begin with a single step”. Today, the step that you will all be taking is, indeed, one such momentous “single step” and I might, paraphrasing the legendary US Astronaut, Neil Armstrong, also say that it is a “big leap forward”. 

In many ways, by quoting from a Chinese philosopher and an American astronaut, I am perhaps, symbolically also signifying the international context in which India and its foreign trade sector is operating at the present juncture. The US and China are two important players in the international trading system and developments in the two countries have an important bearing for world trade.

Friends, as a committed member of India’s exporting fraternity, I do believe that all of you are rather fortunate in entering the community of business and commerce at a time when India Inc. has captured the imagination of the world. This, as many of you may be aware, was not always the case. Four decades of licence-permit raj had not only strangulated Indian businesses but more importantly had completely bypassed the development of India’s foreign trade sector. The 1991 economic reforms made a paradigmatic shift in our economic policy and export promotion became national priority.

Today, we seem to have come a full circle and in the most ironical of circumstances. In 1991, when India devalued its exchange rate, it was because the country was on the throes of a Balance of Payment crisis with our foreign exchange reserves being worth only one and half month of imports. In 2007, as I speak today, shall I call, for the want of a better phrase, a “problem of plenty”. With nearly USD 210 billion as foreign exchange reserves, the massive surge in foreign inflows is now pushing India’s Rupee to appreciate against the US Dollar, thereby affecting India’s export competitiveness. This is happening despite the Indian Rupee being overvalued by 12%. 

Thus, a variant of the so-called Dutch disease is being played out in the Indian economy largely on account of the high fiscal cost of RBI intervention in the foreign exchange market and also because the high economic growth has led to what many call an over-inflated Indian economy.

In the last fiscal year, India’s economy grew by 9.4%. This implies that in the land of the “Hindu rate of growth”, a near tripling of the rate of growth is possible provided policy measures can create an enabling environment for Indian businesses to take on the challenges that exists. There is much debate in India today whether this growth is sustainable. But when one looks at the data, it is clear that in the last couple of years’ of high growth, there has been considerable rise in investment and this incremental investment has largely been financed from domestic sources indicating that one need not be terribly worried about the sustainability of high economic growth at least in the medium term. Moreover, the sharp escalation in inflation, particularly, in manufactured goods indicates that there is much room for supply creation in the economy since that can only be the ultimate solution to price inflation.

This, however, does not imply that we have attained “nirvana”. On the contrary, as our economy has grown, our problems too have taken new dimensions that require considerable skilled policy management. As an exporter, while accepting the fact that things have improved much from yesteryears, it must also be stated that there is still much room for reform particularly for small and medium scale businesses. 

At one level, some of the defects are systemic in nature while the rest is because we have not invested much in infrastructure. Hence as we grow fast, without commensurate infrastructural investment, there will always be a “lakshman rekha” beyond which high growth will be circumvented.

There are two kinds of infrastructure where investments requirements are increasingly becoming a barrier to increased economic growth. The first relates to “hard infrastructure” such as good road networks, highways, super highways, improvement in power supply, port development, airport infrastructure, etc. These infrastructural inadequacies are regularly being discussed in the public domain and the government is seized of such matters. 

The second type of infrastructure is what I would call the “soft” infrastructure that is not so-well discussed in the media. This relates to developing systems, institutions, upgrading human resource skills particularly within government departments so that efficiency can be enhanced in line with the speed with which Indian economy is growing. So on the one hand, we are introducing new laws like, say, the Right to Information Act, and newer commercial technologies like EDI and on-line tax payments systems, on the other, we still have to grapple with bureaucratic inertia and corruption whenever there is contact with the bureaucracy. Clearly, as Pandit Nehru once said, you cannot build a modern world with a 19th century mindset!

Skill development is emerging as one of the most critical ingredients towards sustaining high economic growth. For only a modern mind can realize the cost of inefficiency and how it implies holding back the nation’s progress. I do, therefore, hope that the education that will imparted to you during your stay with IIFT will make you conscious of the importance of “time” in today’s world of constant change and competitiveness.

As India progresses, we as businesses, government and other stakeholders also need to realize that the world will react in a different manner to the way it reacted to our country even a decade back. 

Today, we live in a world infested with rules and legislations emanating from the World Trade Organization as also the increasing Free Trade Agreements that India is signing bilaterally as well as regionally with many countries in the world. The case of the WTO is, indeed, interesting. The WTO which came into existence on January 1, 1995 has the mandate to reduce barriers to trade so that international trade can become free and has less of distortions. The current round of trade negotiations, called the Doha Round, is increasingly being held hostage to the intransigence of the Developed world to cut their agricultural subsidies. 

Thus, while outwardly expressing wonder and amazement, many trade partners may also consider our products to be a threat to their own goods in their countries. This is beginning to happen and the increasing use of non-tariff barriers, reduction in GSP benefits to Indian goods and other goods of the emerging countries, are signs that while we are coming of age, we will have to continuously innovate and remain cost competitive through such innovations. 

Here the role of skilled personnel like you all when you graduate from IIFT together with promotional institutions like the Export Promotion Councils and the Government will become an indispensable pre-requisite for meeting the challenges of the future that beckons us. This implies that we will have to spend a lot of effort in strategic planning together as opposed to the “physical planning” of the pre-1991 India.

I also feel that in the post-WTO world, India is indeed gearing up to meet the challenges that face our foreign trade sector. For instance, my own organization, the Engineering Export Promotion Council (EEPC India), an Export Promotion Council under the Ministry of Commerce & Industry not only bats for the welfare of the engineering exporters, but also carries out policy work, information dissemination, organization of promotional events abroad, and a host of other services to ensure that it forms a bridge between the needs of the engineering exporters and Government as well as foreign trade partners. Today, engineering exports accounts for a fifth of India’s total engineering exports and contributes the largest to India’s foreign exchange kitty. 

The EEPC has recently embarked on looking at the prospects of Engineering Services exports from India and has just published a Strategy Paper on Growth of Engineering Process Outsourcing (EPO) from India, which was commissioned by Deloitte & Touché, the leading international consultant. 

The Indian EPO market has the potential to assume a size of USD 25-30 billion annually by the year 2015 and we in the EEPC feel that EPO is a next generation service that our engineering companies have to concentrate on in the years ahead.

An interesting feature of present India is the active role played by State Governments in promoting an enabling environment for industrialization. State Governments also have an important role in promoting exports from the country and thereby becoming a true facilitator for growth of global trade. Thus, state governments need to look at investments not only from the perspective of job creation, but also from the perspective of expanding markets for those companies already invested or will invest in the state. For only then the existing employment and new employment will become self sustained secured employment for long periods of time. 

The State of West Bengal, for instance, is a classic case of a moribund state suddenly waking up to the needs of the time and wanting to move ahead at break neck speed. Not surprisingly, when you take a sudden U turn, there are bound to be political hot spots and there has been much coverage in the media on this aspect. But the more important point is the steadfast resolve of the state government to go ahead with its industrialization process. 

Today, West Bengal is an important investment destination in the country and in 2006 witnessed the signing of 295 Industrial Entrepreneurs memorandum (IEM) involving an investment of Rs 15,261 crores with an employment creation of 21,041 persons. 83% of these IEMs were accounted for by mega projects. It must, however, be stated that while mega projects are important, it is equally critical to ensure that the Small and Medium scale sector is not given a step-motherly treatment. This is because the history of industrialization shows that employment creation is best done through SME sector development. And with the emergence of new concepts like Cluster Development, it is possible to lessen the problem of scale economies for the SMEs and thereby enhance their competitiveness further.

To conclude, we live in very interesting times and what we do today can either ensure that we become a fully developed country in the next 25 years or continue to remain classified as a “developing country”. All of you will play a critical role either way, as our country heralds into the unknown future. As you begin your exciting journey today, I wish you the very best and hope that you enjoy this journey to the hilt taking both success and failures in your strides. 
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