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Among the key economic areas that New Dehi needs to address to maintain the pace of economic
reformsis promoting exportsand information technology.

The government needs to promote exports by stressing export processing zones, eiminating
product reservation for smal scale industry, encouraging the information technology sector,
eiminating adminigtrative barriers to foreign direct investment, and abolishing tax and tariff
sructures that are biased againgt exports. India could have achieved what China has achieved in
export growth. However, Indiafailed in basic policy srategy.

At the centre of Chinds strategy were the special economic zones in which favourable export
conditions were assured. SEZs were designed to give foreign investors and domestic enterprises
favourable conditions for rapid export promotion. All aspects of the export environment were
secured. Exporters were alowed to import intermediate products and capital goods duty free. They
were given generous tax holidays and assured decent physical infrastructure. This was done by
providing land, power, physica security and transport to ports within specid industria parks.

India too has experimented with smilar zones, but Indias gpproach has been one of rdative
neglect. Chinds five main SEZs have been successful in exports, attracting FDI and cregting large
scae employment opportunities. By contradt, Indials main export processing zones have not
succeeded in any of these aress.

Indias EPZs have not performed as well as Chinas SEZs for many reasons. They have been of
limited scde and are overcrowded. India has built insufficient logigtica links with ports.
Infrastructure near the zones has been poor with unpaved roads and poor physical security. Thereis
gtill much government ambivaence and red tape regarding inward FDI, as well as unclear incentive
packages about inward investment. State and loca governments, even the private sector, lack
aufficient authority and interest in the design, setup and functioning of the zones.

In China, the mgor respongbility for In SEZs restswith local and provincid governments. In

India, the responghilities lie heavily with New Dehi. Under these circumstances, many state
governments are actudly averse to locating EPZs in their Sate. Some of the initiatives announced

by the government in the export-import policy 2000-01, such as establishing SEZs in different parts
of the country and fully involving the state governments in the export efforts, are welcome. While
these measures will undoubtedly provide great impetus to Indias export efforts, it iscritica to
abolish product reservation for smal scae industry and to liberdize labour lawsiif Indiaisto attain
and sugtain high rates of export growth.

Indias labour laws make it costly to dismiss workers in enterprises of more than 100 workers. The
result isthat forma sector firms are loath to take on new employees. The vast mgority of Indias
employeesremainsinformd, in smal, tax evading, inefficient enterprises.



Remarkably Indias legidation continues to restrict the entry of large firms, or the growth of small
firmsinto large firms, in severd areas of potentid comparative advantage. Thus garments, toys,
shoes and leather products continue to be reserved for small scale producers. Indias high overall
tariff rates, especidly tariffs on intermediate products used by exporters, impose a heavy indirect
tax on export competitiveness.

Furthermore, the budget for 2000-01 proposes phasing out exemptions from income tax for export
earnings. The regulatory attitude to foreign direct investors, potential engines for Indias export
drive, continues to be ambivaent. The government promotes FDI on the

one hand, but then regul ates againg full foreign ownership and maintains lengthy approva
processes, on the other hand.

Service sector export based on info tech is another area where government policy could do much
more to spur export growth. Indiais becoming one of the world's most important infotech players.
It is the fastest growing foreign exchange earner. The government could do more for thisindustry,
not through direct subsidies, but through the liberdization of telecommunications, alowing for
lower priced telecom services and the entry of mgor internationd players.

These companies could lay down atremendous fibre optic network in India and increase the
bandwidth available for business. Thiswould push India even closer to the internationd scene.
New Dehi should find some resources to support basic science and research and development in
this sector. India has world class engineers and scientists who have dready brought Indiaup in an
important way in this sector and could keep Indiain the forefront of this new technology.

The continuing state monopoly of Videsh Sanchar Nigam in internationd telephony aswedl asin
internet provision within the Indian market serioudy raise the costs of telephone and infotech
sarvicesin India It is doing considerable damage to Indids internationa competitivenessin the
infotech sector. In addition, Indias telephone dengty is aysmdly low, at around 1.3 lines per
hundred personsin 1995.

Internationd telephone cdls originaing in India are among the most expensive in the world,

largdy due to lack of competition. Physicd infrastructure for data transmission within India-for
example, fibre optic cables -remains underdevel oped despite some recent progress. Redtrictive
policies on FDI have kept internationa chipmakers out of India, and have indirectly raised the
prices of persond computersin the Indian market. The lack of enforcement of intellectua property
laws mogt likely inhibits inward invesments in info tech sectors.

All of these problems are remediable through further deregulation of telecom and FDI, aswdl as
effective law enforcement in amore liberdized and competitive environment.

The engine of growth of the booming info tech sector is the software industry which has grown at
an average annud rate of 60 per cent between 1992 and 1999. The turnover of the Indian software
industry, which employs 160,000 professionas, has zoomed from a mere $ 20 million 10 years ago
to four billion dollarsin 1998-99, of which $ 2.6 hillion was exported.



Thisindustry has clearly emerged as amgjor export earner for the country, contributing eight per
cent of total merchandise exports. It has aso achieved worldwide reputation for providing excellent
quaity. Many locd software firms have earned International Standards Organization 9000
certificates. They have dso gotten the Software Engineering Indtitute's capability maturity model
certification, with five of them having reached level five. Only nine firms worldwide have reached
thislevd. India has achieved thisfeet by leveraging its most vauable resource: highly skilled
manpower.

Improvements in infrastructure through liberdization combined with regulation are needed. In
telecom this should be done through privatization and competition. In power, reforming the sate
electricity boardsis extremedly crucid. Liberdizing telecom would alow for lower priced services
and letting in more maor internationd players could raise Indian infrastructure to internationd
levels



