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Introduction:

This document is a synopsis of the Cabinet Office briefing on India for the IBPN board done earlier this month. The objective of producing this document is to highlight the key aspects of a much lengthier report and to focus on the key messages for businesses interested in establishing commercial relationships with Indian businesses as customers, partners and suppliers. The sections below discuss the India and China within the emerging markets framework and how they compare with each other.
The emerging economies of India and China

China and India are already the 6th and 10th largest economies in the world at market prices. But by 2020 they could be the 2nd and 6th largest respectively. They are already the 2nd and 4th largest economies in the world on a Purchasing Power Parity basis.  In PPP terms they contributed 40% of global growth between 2001 and 2004. 

There are three long-term structural transformations underway in both countries: a shift from agricultural to industrial/service economies; from state to market-led development; and from closed to open orientation. 

China plans to quadruple its economy between 2000 and 2020. It is already the workshop of the world, with a labour force far larger than that of the whole OECD
, and foreign reserves of over three-quarters of a trillion dollars. India too is enjoying rapid and stable growth. It attracts around a tenth as much FDI as China, and has a much smaller manufacturing sector, but there is significant scope for increases in both. India is a major global provider of services, including outsourcing (already a $17 bn industry – over 40% of the global total), IT and human capital, and will overtake China as the world’s most populous nation in the next 25 years. Most of China and India’s economic output is labour intensive. They lack land, natural resources and capital inputs. As capital stock, including human capital, increases rapidly, the returns to labour and increases in output and productivity will be significant.

Opportunities and Risks

The opportunities presented by India and China include:
1. Supply of goods and services: China is the manufacturing workshop of the world. India is playing a particularly strong role in services. Both countries’ firms will number among the largest and most dynamic in the world. Relative labour costs will sustain their position as major suppliers of high quality, low cost goods and services to the world’s consumers for the foreseeable future. 

2. Consumption: China and India’s growth will be increasingly domestic demand-driven. On the consumer side, each has a middle class already numbering in the hundred millions that are major purchasers of luxury and high value goods and services. On the producer side, both countries are resource-poor, relying heavily on others, particularly in South East Asia, for inputs into their production processes. Surpluses with the EU and US are matched by deficits with the rest of Asia and others.  Foreign Direct Investment (FDI), particularly management know-how and technology, are crucial, as will be a wide range of tertiary services.  In terms of human capital and investment, the UK has expertise in a number of the key areas where China and India need partners, including creative industries, energy, pharmaceuticals, urban planning, environmental and energy efficient technologies, professional and financial services. China and India will develop two of the largest social security, health, pension and education systems in the world in decades to come, with particular opportunities for UK exports of education and health.  

3. Locations for outsourcing of production and services: UK businesses are increasingly global, not national, entities. China and India have a comparative advantage in well-educated, low cost (and in India’s, but also increasingly China’s, case, English speaking) labour, and in mass production techniques. China and India’s advantages are an increasingly integral part of UK firms’ supply chains, freeing UK resources for use in higher value-added sectors to the benefit of UK consumers and producers. The branching out of Indian and Chinese firms beyond national boundaries will further accelerate the efficiency gains from global supply chains. 
Risks

China and India’s emergence will also bring challenges and risks: 

1. Recession/Major slowdown: India and China’s growth rates will inevitably moderate over the medium to longer term. But a greater concern is a major shock or recession (something which no large economy on the road to industrialisation has ever avoided). This would have an increasingly significant impact on the global economy. There are a number of potential, interrelated triggers: 

· Resource misallocation/Financial inefficiency and instability/Fiscal crisis
· Unemployment/social instability: China and India’s massive populations are both a resource and a burden. China and India’s focus on capital-rich higher tech industrialisation will have to be balanced by the more pressing need to create jobs. India’s renowned IT/office services sector employs only around a million workers, out of a population of over 1 billion (though it has a major multiplier effect on jobs and growth in other sectors).  Further expansion of the manufacturing sector will be needed for India to sustain employment for its rapidly expanding labour pool. 

2. Competition for markets and investment: The balance of global activity will shift rapidly with an increasing proportion of output coming from China, India and other emerging economies such as Russia, Brazil, Mexico and the South East Asian Tiger economies. By 2015 China and India will account for 25% of world output in real terms. The new markets will provide production and investment opportunities, but will also present a massive challenge to industries and sectors in developed economies. All countries can continue to grow. But there will be increased direct competition from Chinese and Indian firms in third countries. There will also be competition to attract investment. Foreign Direct Investment (FDI) previously flowed primarily into highly industrialised economies but now China is one the world’s largest recipients of FDI, and India’s share is growing. 
3. Pressure on global resources: By 2015 emerging economies are expected to account for half of world energy demand. China is already the world’s largest commodities consumer and largest burner of coal. Without access to secure, cheap energy India and China will not be able to sustain their high growth rates. India and China have infrastructure (electricity and transportation) bottlenecks, which constraint domestic production growth. There will be major returns to investment in clean, efficient low carbon and alternative energy technologies. 
4. Climate change and the environment: Emerging economies will have an enormous impact. The current annual increase in Chinese power station capacity – mostly coal-fired – is said to exceed the UK’s total stock. Deforestation; desertification; water shortages; and river, sea and air pollution have major cross-border externalities. 
5. Skills: Competition from China and India will put a premium on labour market skills and flexibility globally. Countries with inflexible labour markets will fall behind and lose market share. 
What does this mean for UK business interests?
China and India present enormous opportunities for UK businesses, particularly given the UK’s comparative advantage in high-value added services (we have a significantly higher proportion of knowledge-intensive services as a share of total service exports than any of our major competitors). UK-China economic links have grown strongly over recent years – annual trade in goods and services has increased by just over 100 per cent over the last 5 years and now stands at £13 billion. 

India is currently a smaller market for UK business, but the country is at an earlier stage in its economic reform program than China. As the economy continues to open up India is likely to offer enormous potential for British businesses, particularly given the close cultural and historical ties with the UK. India is the 8th largest supplier of investment into the UK. 

The opportunities available to UK businesses are as follows:

· Stage of development in China and India likely to bring new opportunities in sectors of UK speciality, e.g. finance, environmental technology, urban planning/design, legal and other professional services, civil engineering, design consultancy, construction, ICT, ICT convergence, healthcare and creative industries
· New business ideas and partners
· Increased number of tourists coming to UK from China and India
In availing these opportunities, UK businesses have the following strengths that they tap into:

· Quality of cutting-edge science and education
· Global business links
· Good e-communications
· Multiculturalism, including Indian and Chinese diasporas
Please contact Gill Ellis from Transitions at gill@transitions.co.uk for the full text of the cabinet office briefing. If you would like to learn more about doing business with India, please contact the author of this synopsis, Arun Muthirulan at arun@thinkindia.co.uk for more information.









� The Organisation for Economic Co-operation and Development (OECD) based in Paris has a membership of 30 like-minded, market-oriented democracies, which work together to address the economic, social and governance challenges of globalisation. The OECD helps governments to foster prosperity and fight poverty through economic growth, financial stability, trade and investment, technology, innovation, entrepreneurship and development co-operation. It aims to achieve growth, social development and environmental protection together, as well as promote employment, equity and effective governance. 
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