How To Attract World’s Top Manufacturers

India can sustain & accelerate its economic growth by focusing on labour-intensive industry for exports
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What will it take to
make Indiaa developed
nation by 20477 We
must not only sustain
but accelerate our
economic growth.
Growing at 8% in real terms will just about get ustoa
$20tn economy by 2047 —or a per capita income of $12k,
comparable to where China is today. Clearly, sustained
and rapid growth over 8% is essential to lift millions
of Indians out of poverty and create the 200mn-plus
high-quality jobs India needs.

Laser-sharp focus on exports is key to achieving and
sustaining the required rate of growth. The past 70 years
economies have only been able to consistently raise
living standards for their population by targeting high
growth via exports. Taiwan, Japan, South Korea,
Chinaand now Vietnam, have all grown rapidly by
taking advantage of their labour force to make

goodsforthe world market. India’s own growth "\

story has been export-led, but as yet just in
service and capital-intensive sectors.

Winning in exports requires a
country to be more competitive than
any other. It is very difficult for any
country to be globally competitive
in every category Hence, India
must focus on its biggest strength -
abundant low-cost workforce. It
has to take advantage of its
large working-age population, the
‘demographic dividend’, to unlock
exports inemployment-intensive sectors.

GOT hasshown intent on promoting manufacturing
for exports through schemes like PLIL. Some green
shoots of successare visible, with expansion of mobile
phone exports from India.

We must double down on expanding this suceess in
electronies assembly to similar employment-intensive
sectors like apparel, footwear, furniture, toys and
hand-tools to boost the growth trajectory. These sectors
collectively aceount for almost $1tn of global trade and

have the potential of creating over half of the 200mn
jobsweneed, many of which will go to women.

Issues holding up growth of Indian exports are
complex, and piecemeal reforms won’t suffice in
tackling them. They require a coordinated approach
across state and central govts, operating in mission
mode to help India get over its competitiveness hurdles.

Cornerstones of this strategy should be removing
tax and tariff distortions, creating world-class
manufacturing clusters and attractinglead brands and
anchor tenants. While this strategy is being put in
place, the near-term competitiveness gap can be
bridged through an incentive package targeted at
employment-intensive sectors.

High input cost is the
biggest constraint for
most labour-inten-
sivesectors inthe
export market.
This is largely
due to high
and, attimes,
inverted

duty structure on critical inputs like metals, fibres,
rubber - which raises their price in the domestic market.
Non-tariff barriers like quality control orders (QCOs)
further disrupt global supply chains by restricting
access tocritical inputs for manufacturersin India.
For labour-intensive manufacturing toflourish, it's
important to align duties on inputs with those in compe-
ting countries and provide easy access to raw materials
at globally competitive prices. Govt will separately
need to work with manufacturers of ecommodities to

ensure they can compete in alow-duty environment,

India has created thousands of industrial clusters
over the years, but most of them are sub-scale and
provide no extra advantage to manufacturers, GOI
should incentivise state govts to create large-scale
manufacturing clusters for labour-intensive sectors
where a highly attractive investment climate is created
through plug and play infrastructure, provision for
worker housing, simplified approval process and
relaxations around variouslaws and compliances.

Thisrequireslegislation that devolvesauthority for
making rules and granting approvals to alocallevel, on
the lines of Shenzhen in China and now GIFT City in
India. Ideally devolution of authority should extend to
most state-level rules and a few eritical central rules.

What India’s experience with Apple or Vietnam’s
with Samsung demonstrates is that large global firms
are required to be engines of exports. Through Foxeonn,
Apple already has India’s single largest factory with
over 45k employees under one roof. Similarly, Samsung
employs over 110k people in Vietnam and accounts for
exportsof over §65bn.

Because global brands and their eontract manufac-
turers across electronies, apparel, footwear and toys
bring the technology and scale to be globally competitive,
India needs to lay out the red carpet for them. These
firms need an ecosystem of suppliers that can largely
be local SMEs who'll benefit from large assured orders
aswell as from the mentoring by global players.

To succeed, given the intense competition among
countries to attract global value chains, India needs an
all-instrategy with tailored packagesforIndiatobethe
choice as the next manufacturing destination.

Finally, an interim support package will bridge the
competitiveness gap before the ecosystem in India
scales to the required level. Ideally, this should be inthe
form of an employment-linked incentive targeted at
labour-intensive sectors to spur large-scale job creation.

Poised to be an economic growth nucleus over the
next 25-30 years, India needs to focus on potential
high-growth sectors for exports and job growth, where
itmustleverage its unigue advantages.
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