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As Prepared

Thank you for that introduction. I appreciate the invitation from the Wilson Center to speak to you today. I’d also like to extend special thanks to the Federation of Indian Chambers of Commerce and Industry (FICCI) for sponsoring this conference, and for their outstanding support of the mission I led to India last November.  

Our theme today is “Globalization in India,” and in that regard, I would like to present a thesis: that the most critical element of India’s globalization today is its economic relationship with the United States. This might be a somewhat provocative point, but I say this because historically the bilateral relationship, politically and economically, has been underweight, and it is only in recent years that each side is giving due emphasis to this important relationship. Thus, as India continues to open to the world we tend to see this pattern most clearly in the bilateral relationship.    

Let’s begin by taking a step back and remembering where we were just a year ago when President Bush went to visit Prime Minister Singh. When they met it was clear that both leaders wanted to move the relationship ahead on the economic as well as the political front. We can see this clearly when we look at the economic initiatives that came out of that meeting. The two leaders decided to 1) Promote business and commercial ties and 2) Improve the economic policy framework between our countries.

In terms of promoting business, there is an enormous amount of activity underway.  Let me give you a few figures. Last year India’s GDP increased 9.2 percent, among the fastest growth rates ever since India’s independence. In fact, just the growth alone in India’s economy last year is the equivalent an entire Indian economy of 35 years ago. 

Contributing to this positive trend is India’s trade with the world and with the U.S. in particular. India’s worldwide trade has more than doubled in the past three years and last year trade with the U.S. increased 26 percent. To put it in perspective, India’s trade with just the United States last year was more than India’s trade with the entire world in 1987. India has replicated on a bilateral basis what it had achieved globally 19 years before. 

So we believe it is fair to say that the pace of business activity has picked up substantially. We see it in our trade missions; the mission we took to India last year turned out to be the largest ever undertaken by the U.S. government to any country in the world. We have just announced we are increasing our commercial staff in India and opening our seventh office there, more offices than any country in world. 

Good News and Good Progress  

But I want to be clear: this good economic news is not so much the result of our work, but of the policy choices of the Indian government and the hard work of the Indian people. 

Let me give a few examples of these reforms:

1) In civil aviation, the U.S. and India signed an open skies agreement that increased the number of passengers and flights between our countries by more than 60 percent in a little more than a year. 

2) India has had a program of annual cuts in the tariffs on industrial goods. This year’s cut was from 12.5 percent to 10 percent.

3) The extension of basic patent protection to pharmaceuticals, agricultural chemicals and various food products. This will encourage innovation and investment in India.   

4) In the past two years, India relaxed investment caps in areas like telecommunications and single brand retail; and,

5) The U.S. plans to launch a television show in India this fall about educational opportunities in the U.S. Already, more students from India study at U.S. universities than from any other country.

Challenges

Yet despite all of this good news, significant challenges remain.  Let me give you a few examples:  

First, there are significant limits on foreign investment and ownership in businesses in India.

Opening India’s retail sector to foreign multi-brand retailers will allow Indian consumers access to the improved product and pricing selection and will improve supply chain efficiencies. Despite recent news stories about cracks in the dam on retail access, the fact is that barriers remain.  

Similarly, eliminating investment limits in financial services, banking, and insurance will allow investment to flow to where it is needed most. Right now, investment caps are very low. 

· In insurance it is 26 percent,

· Foreign companies are prohibited from participating in the pensions sector, 

· Government owned banks still dominate the financial services sector in India, and investment caps effectively limit foreign ownership to 49 percent.  

Opening these markets will lower borrowing and premium costs, increase the volume and effectiveness of capital allocation, enhance the breadth of product offerings that Indian consumers deserve, and act as a catalyst that will help build out India’s physical infrastructure needs.  

Remember, reforms like these are as much about infrastructure as they are about benefiting consumers. It’s the long-term funding insurance companies provide that contributes to paying for infrastructure development and other forms of foreign direct investment (FDI) that India needs to attract.

Although new FDI grew by 44 percent last year to $9.5 billion, this is far less than the $320 billion that Prime Minister Singh suggests will be needed to meet India’s infrastructure demands in the next few years. To put this in perspective, while India received $45 billion of FDI investment last year, Singapore received $186 billion, about four times as much. Of that, the U.S. invested $8 billion in India while Singapore received $48 billion, about six times as much.  So there is plenty of room for growth. These investments will go to improve and build the power plants, factories, roads, airports, rail and seaport systems that will pull the Indian economy ahead.   

Beyond investment caps, a second point is India’s tariffs which are still high compared with the rest of the world. India’s tariffs average more than 20 percent, and in some cases tariffs are more than 100 percent. Compare India’s average tariff on industrial goods of 10 percent to the U.S. 4 percent average. 

Third, laws that protect patents and copyrights will encourage Indian entrepreneurship and creativity. India’s patent law does not meet the needs of the 21st century marketplace, and India’s copyright law does not fully meet WIPO standards. Robust intellectual property rights protections are essential to encourage the investment of foreign technology into India.  

At the risk sounding negative, intellectual piracy remains a serious problem. An estimated 74 percent of software in India is pirated, and India is one of the world’s leading manufacturers of counterfeit pharmaceuticals. The entertainment industry in India has suffered as the result of the inability to adequately protect its movies and music. When in India, many of the Bollywood producers I spoke with were quite keen on this issue. Indians are an endlessly innovative, entrepreneurial people, and when they invest in creative pursuits they deserve to benefit from their hard work.   

There are other areas where India and the U.S. can work together to improve our economic relationship including:

· Ensuring postal reform to allow continued competition from express delivery companies;

· Eliminating non-tariff barriers to trade in areas such as medical devices; 

· Liberalizing the financial sector to help create a regional financial center in Mumbai. 

· Allowing open access to foreign broadcasting and cable TV.  

All of these issues are part of our ongoing discussions with India, and our talks continue to take pace in the spirit of friendship. Generally I feel that there has been more convergence to our policy discussions than divergence, and I’m hopeful that we will be able to find solutions that are beneficial to both our countries.  

Conclusion

Let me conclude with this thought: India is moving in the right direction and the energy and growth is dynamic. The question in front of us, however, is this: Is India on a long-term path of reform, or are we simply looking at “the Indian moment?” Will these reforms continue, or will India pull back? The Indian people and their government will answer this question.  We sense in India an ongoing competition between economic nationalism and economic rationalism.

As India grapples with this competition, it is important that the voice of people like those of you in this room is heard both here in Washington and in New Delhi.  

The United States supports India’s reform efforts, and we want to see both of our economies continue to expand and improve. As India internationalizes having an anchor relationship with the U.S. will prove to be critical in accelerating the benefits of reform. Such a relationship will provide access to markets, technology and to the friendship that can accelerate reform and mitigate the challenges that can arise when change is underway. 

I am optimistic about the future of India, and of the U.S.-India relationship, primarily because India is optimistic about itself.  If a country believes in itself and its capabilities, it is well on the path to overcoming any challenges the future holds.

Thank you
