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I. EXECUTIVE SUMMARY

One out of every six people on earth is an Indian. The
world's largest democracy is gradually opening its
economy and taking real steps to enter the world stage.
Significant progress has been made by India evidenced by
economic growth and export. The carefully controlled
changes in economic and industrial policy have made the
difference. India is a good investment for the long term.
Careful entry, selection of the right partner, long term
perspective, and great patience will reward the global
player that is established in India.

There are strong reasons for optimism in the long term, but
certain current events warrant constant study. The Middle
East destabilization has raised oil prices to $30/barrel; if
protracted, this will exacerbate an already serious balance
of payments problem for India. GOI might be forced to
slow, or even reverse, the promising policy steps of the past
decade.

Population growth is the biggest social problem, pressuring
every thread of the Indian fabric--growth 40,000 /day;
15,000,000 /year! The requirement to feed, house, care,
educate, and employ one billion people by the year 2000
will be a Herculean task. GOI will have to initiate creative
programs to handle basic human needs and ultimately bring
population growth to manageable levels. The specifics of
the eighth five-year plan will reveal how GOI intends to
balance this priority with everything else.

The communication revolution is underway in India; some
1200,000,000—ta_300,000,000 people see television daily.
This is not just a middle class phenomenon; TV antennas
are sprouting like mushrooms from the shantytown slums
to the rural villages. This powerful medium will paint new

expectations for the masses and fuel a vigorous consumer-
oriented demand from the middle class. TV can energize
the economy, and it just might create increased social
tension due to the exposure of gaping disparity. It could
also be a powerful tool in educating people and bringing
the outside world to the nooks and crannies in Indian

society. Today 500,000 of the 700,000 villages are
electrified; this will continue to receive priority in the
eighth plan. Can television help fashion the solutions to
increased agricultural productivity? Can this medium bring
the lesson of birth control to the rural areas where it is
needed most? It can have dramatic impact and will be
interesting to watch.

Two political issues could threaten the historically stable
democracy. The dispute with' Pakistan over Kashmirmay
_hever be resolved, but it is imperative that it be kept under-
control. Open warfare would be a serious setback on all
fronts. Internally, implementation of a formal
recommendation to reserve opportunities for the
unscheduled and backward classes is political and social
dynamite. Simply stated, the Government plans to reserve
27% of job openings in the government sector for the
socially and educationally backward classes. This is in
addition to and existing 22.5% reservation for the
scheduled castes and tribes. The government represents an
"Elite" 6% of the country's labor force. This recent
enigmatic move by Singh's national front government
could impose uncontrolled social tension in a society that
already copes with political, religious, tribal, and economic
polarizations. '

India has abundant natural resources, but its great strength
lies in its people. = Mind-boggling in numbers and
problematic in growth; the core is a proud, determined,
energetic, bright nation, with a flair for trading and
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business that will bring India into the global economy in
the next century.

Industrial development in India may bring world class
position in segments like textiles or leather goods.
However, the major role for india in a global context will
come from agriculture and services. This will match local
resource and demand with global requirements on a
competitive basis.

This opportunity is clearly supported by a preliminary
examination of three segments closely tied to agriculture
and loosely related to value added service: food handling,
edible oil processing, and water purification. Preliminary
data would indicate that additional study in all three areas
should be undertaken to perform a detailed financial
analysis. India can be a global provider of selected
agricultural products and people services.

II. INDIA OVERVIEW
1. BACKGROUND

India is commonly defined as the country of contradictions:
Indeed it is the 11th economic world power, yet 37% of its
population is below the poverty level. It has Nobel Prize
winners and an illiteracy rate of ove@Xhighest of the
developing countries), even double that'among women,; it
has 14 different official languages, intense socio-political
and religious conflicts, but maintains a deeply-rooted
nationalist tradition. It shares high standards of moral
integrity, but corruption is widespread; India wants
modernization and strongly opposes it.  So many
contradictions, so many problems: the common question
is, "Will India ever take off?"

v

India, in spite of its long history, is a young nation, 47
years, living the dawn of its democracy--a nation facing
enormous challenges: controlling population growth,
defeating poverty, hunger, and coping with complex
environmental and infrastructure problems.

India is a country which is diligently trying to build a
modern future. It wants to do it by itself, gradually, as a
consequence of a peculiar national heritage which is
marked by enormous pride and a spirit of self-reliance.
The process of building will take time, but time is a relative
notion in India.

2. POLITICS

India is a sovereign, socialist, secular, democratic republic
consisting of 25 states and 7 union territories. The head of
State is the President, but real political power is exercised
by the Prime Minister who is elected by the members of the
Lok Sabha, the lower house of India's bicameral
parliament. Each Indian State has its own government,
State autonomy is limited even though there are strong
pressures for decentralization.

Power is tightly concentrated in the hands of the central
government with the support of a potent bureaucratic
system. There are a number of political parties with
ideologies ranging from right-wing to communism.
Despite political tensions, India is a stable democracy,
whose principles call for socialism, democracy, popular
welfare, and non-alignment. The word socialism in India
has never meant anti-capitalism, but rather state-guided
capitalism joined with a strong public sector. Stability is a
consequence of heritage in India. It is also the foundation
of its entrenched bureaucracy. The largest party is the
Congress (I), which has in practice ruled India for all but
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four years since its independence in 1947. In the
November 1989 elections, a minority government was
formed, dethroning the Congress Party from central power,
possibly opening the way for a two party system in India.
The Prime Minister is V.P. Singh, of the Janata Dal Party,
who can currently count on the outside support of all
parties except Congress.

The minority arrangement may accentuate political
tensions; but we project a substantially stable scenario for
the long term. The main parties, in fact, basically share the
same political goals: growth, democracy, and
modernization with social justice. An increasing role for
the States in the decision making process and streamlining
of the potent bureaucratic system may be expected, but
Central Government will continue to direct the main
policies of the country.

3. SOCIAL

The major aspects that characterize Indian society are

poverty and cultural diversity.

India's population of over 800 million people is the second
largest of the world after China. Population continues to
grow at a tremendous pace in spite of past efforts to control
the rate of increase. According to the world bank report of
April 1990, the population of India will reach one billion
early in the 21st century.

One third of the population is below poverty level. Poverty
is a major contributor to the very high infant mortality
level: 9.9%. This actually encourages higher birthrates to
acquire "work force" as children under 10 are still a very
important part of the work force in rural areas. Poverty
also spawns low levels of education, high illiteracy rates,

poor housing, and disease. It is a vicious cycle: poverty
contributes to population increase, and population growth
creates more poverty.

Population growth is most remarkable in the rural areas.
Agricultural density is already very high; as a result, the
increased population cannot be adequately absorbed within
rural areas. Many are left with no choice but to migrate to
urban slums. If additional labor intensive opportunities are
not created in urban areas, crushing poverty levels will
become even worse in cities. Agricultural land has little
room for expansion. If agricultural productivity
improvement cannot keep pace with population growth, the
entire population could be vulnerable to starvation in a
season of draught or flood.

Long term projections offer some hope that population
growth will slow; the birth rate is now beginning to go
down and contraceptive use is going up as educational
levels improve. The efforts to increase female literacy,
now only 26%, also is a positive step to control birth rate.
The middle class population in India is now approaching
150 million, more than the entire population of Japan. This
powerful new group is a main source of Indian "yitality."

Cultural diversity is extraordinary. India consists of two
major ethnic groups, Dravidian and the Indo-Aryan. India
also has a sizeable tribal population, numbering 38 million,
or 6.9 percent of the population.

The religious majority is Hindu, constituting over 80
percent of the population. Muslims form the next largest
sect. Christian, Sikh, Buddhist and Jains are comparatively
small in percentage, but significant in absolute members
and quite strong. Each minority religion is also a potential
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majority in certain states, where it can exercise
overwhelming political power.

Language in India is exceptionally diverse. India has 14
official native languages, not including English. Over 1500
regional languages, including dialects, are spoken. Some
are concentrated in specific areas, others are dispersed over
a wide area. The linguistic minorities resist absorption into
majority languages.

The well-known Indian caste system is officially prohibited
by the Indian constitution. However, in practice, the
system is still very much a part of Indian society. 22% of
government job openings are reserved for castes and tribes.
In addition, it is proposed that an additional 27% be
reserved for unscheduled classes and other backward
classes.

The incredible diversity in race, tribe, religion, language
and caste has at times created serious regional conflicts.

4. INTERNATIONAL

India has a strong non-alignment policy. Its foreign policy
embodies three basic goals:

1) guarantee national security against invasion and
subversion from within. India basically stays out of other
country affairs.

2) self-reliance and enhanced security in defense and
economic development.

3) an increasing role for India in international politics.

%.

Relationship with countries in th

After years of conflict, India and Pakistan firmly
established a joint commission to promote economic and
cultural cooperation, but distrust lingers and a "no-war"
pact has not been signed. U.S.A. shipments of weapons to
Pakistan, and suspicion that Pakistan is supporting
extremists in Punjab make this the most sensitive regional
relationship. Relationships with other neighbors are cordial
with some sensitive exceptions including the internal Sri
Lanka problem and ongoing people movements across the
border with Bangladesh.

China relations are stable, but ongoing border questions
and long term fear of China's intent will continue to keep
these two nations at arm's length. The Russian relationship
has bloomed over the past three decades. Indo-U.S.
relations have been improving. This is not at the expense
of the Indo-Soviet relationship, but East-West issues are
increasingly irrelevant in India's relations with the major
powers.

The recent Middle East situation has complicated foreign
relationships for India. U.S., U.S.S.R., and United Nations
positions have forced India to walk a tightrope; much is at
stake: 1.4 million Indians work in the Middle East;
185,000 in Iraq and Kuwait. The return of these people is a
major issue today. Kuwait and Iraq were also oil suppliers
to India. India has not found non-alignment a useful
concept in this situation.

India's trading relations with foreign countries are fairly
limited. Indian exports of $17 billion (US) represents only
0.5% of world trade, and 6.3% of GDP. The main export
products are textiles and garments, leather goods, gems and
jewelry, agriculture and engineering products--primary
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destinations are the U.S. and U.S.S.R. Imports of $25
billion (US) represent 9.4% of GDP. The main imports are
capital goods followed by petroleum oil and lubricants
while the main origins are U.S., Japan and Germany. The
movement of most major economies toward free trade will
put great pressure on the policy of self reliance in India.

5. ECONOMIC

The Indian economy during the seventh 5-year plan (1985-
1990) performed remarkably well and average growth
reached 5.7%.

Growth has not taken place without increasing difficulties
in key aspects of the national economy, especially at the
end of the planning period. The underlying problem is
rapidly growing government consumption spilling over into
imbalances in the balance of payments, and into
inflationary pressures. Current account deficit amounts to
$8.5 billion (US) or 3.3% of the GDP.

Even though the current account balance seems to have
improved somewhat in 1989-90), it has not been enough to
alter the negative trend that started in 1983-84. The
sensitivity in the external balance lies in the following
factors:

- Increasing interest payments due to increasing
debt

- Levelling out of positive transfer payments from
Indians abroad

- High domestic growth driving up imports more
than planned

- Exports of textiles and garments, the biggest
export items, face quotas from many importing
countries

India imports about 300,000 barrels of oil per day and has
about 1.4 million workers in the Middle East. The present
conflict in Kuwait will almost certainly aggravate the
already existing external balance problem. The remittances
from Indians working in Iraq and Kuwait amount to $600
million (US) yearly. Further, a 3$/barrel oil price increase
will mean an increased import expense of roughly $1.2
billion (US) annually. Protracted oil price increases will
have a very serious impact on the Indian economy. The
assumption in this report is a 1.5% growth loss, but it could
be much higher depending on worldwide economic
consequences.

The external debt was estimated to reach $63.0 billion (US)
by the end of March, of which $55.7 billion is long term
and $7.3 billion is short term. After World Bank, Europe
dominates as lender, followed by the USA and Japan.

The other main problem of the economy concerns inflation.
The wholesale price level increase reached 8.5% in the last
fiscal year, in spite of a strong crop harvest. If inflation
rises, the level of future growth will suffer as a
consequence of tighter financial policies.

The underlying root of the problem is the internal deficit.
Excluding capital expenditures, the deficit amounts to $8.5
billion (US) or 3.3% of GDP. Including capital
expenditure the domestic deficit is $26.5 billion (US) or
10% of GDP, which approximately corresponds to
household savings. '

In other words, today's government deficit levels would, if
financed domestically, absorb the entire current annual
household financial savings with nothing left over for
investments in other sectors of the economy. This is why
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deficits are spilling over into the balance of payments.
This is a bad spiral. Higher deficits would lead to higher
interests and again higher deficits. A cut-back in the
domestic deficit through less subsidies, rationalization in
public enterprises, reduced defence budget, etc., would also
ease the pressure for inflation.

In addition to reduction of the domestic budget deficit,
India must maintain its agricultural performance as well as
encourage investments in export-oriented industries and
services. Foreign capital could play a certain role here,
leading the way to industries with international
competitiveness. However, the main restructuring of the
industry toward export orientation and international
competitiveness must be made in domestic industries;
acquisitions, mergers, rationalization of inefficient
industries, lower tariffs for necessary components, etc.
must take place in order to properly utilize the competitive
advantage that India offers. We believe that the Indian
government and parliament is aware of its economic
challenge. Recent industrial policy announcements reflect
this and suggest that Indian government will try to take
steps to correct the problem.

Unfortunately India needs time to readjust. A likely
medium-term scenario (1-3 years) indicates a lower growth
rate than the last years, a rate of 3.5-4.5% yearly. This also
takes into consideration the medium-term negative effect of
increased oil prices and less income from Indians working
abroad. Inflation will only slowly be reduced from today's
8.5% to 6-7% in medium term. Export will have to grow
14% yearly, primarily from manufacturing and engineering
sectors, while imports must be limited to 10% yearly
growth. The trade deficit will narrow, but balance of
payment will increase slightly to $9.5 billion (US). The
foreign debt in the middle of the 90's will probably exceed
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$105 billion (US). Once India has readjusted, a stronger
growth perspective could be realized, maybe 5-6% yearly.
Substantial higher growth could be identified in certain
states such as Punjab, Gujarat, and Tamilnadu.

6. BUSINESS ENVIRONMENT

The Government operates key infrastructure industries like
transportation, telecommunication, and power. It
controls/influences a good portion of private industry
through license approval and complex regulations (see list
of significant laws above). Private industry is dominated
by some large family controlled conglomerates; but there
does exist a thriving medium, small scale industry group of
enterpreneurs. Investment by foreigners is restricted by
segmented lists of industries administered by the
government, designed to protect local firms.

The bureaucracy is an onerous business burden in approval
of initiatives. = The bureaucratic process is deeply
entrenched in Indian methods. Management of government
approvals is a major business issue and applies to both
national and state organs. Full time liaison staff in Delhi is
an essential business function. Corruption is also a
significant problem; it is estimated that the "second
economy” could be as much as half of the reported
economy.

The business environment is heavily influenced by
government  requirements for foreign  exchange,
employment, and technology transfer. In spite of tight
regulation, the environment must be considered positive.
There has been significant movement to deregulate and
liberalize industrial policy. "It's still difficult but it's better
than it was" is a typical MNC report. Foreign equity share
in joint ventures is still limited to 40%, but more
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FOREIGN INVESTOR QUICK REFERENCE FOR: INDIAN LAWS

Payment of Wages Act (1936) Regulate Wages.
Minimum Wages Act (1948)

Indian Arbitration Act (1940) Applies to All Disputes. Parties Must
Agree in Writing to Accept Decision.

Industrial Disputes Act (1947) Industrial Relations: Curbs Unfair
Labor Practice by Employer, Workers and
Unions. Layoff, Exit Legislation.

Industries Development and Regulates Industrial Investment.
Regulation Act (1951)

Income Tax Act (1961) Major Changes and Incentives
Monopolies and Restrictive Trade Covers Large Investments. Controls
Policies Act (MRTP) (1969) Asset Accumulation Levels.

Patent Act (1970) Applies to Foreign and Domestic Firms.

Not as Strong as Developed Countries.
(Intellectual Property is a Problem

Foreign Exchange Regulation Act Covers Foreign Equity and Licensing
for Investment. Grants GOI Broad
Powers.

Agreements for Joint Venture approved by appropriate ministries and Reserve Bank of
India (RBI). RBI also approves Repatriation of Income and Capital, Mergers
Acquisitions, and Expatriate Permits. Secretary for Industrial Approvals (SIA)
single window for application.






