- Exporting
financial
ervices
to Ind

ndia’s rapidly growing fnancial
I services and wealth management

sector, collaborating largely with the
UK and US, provides a startling wake-up
call for the Australian financial services
sector. We are letting this opportunity
slip by, perhaps sitting moribund and
comfortably counting superannuation
dollars while the world around us
radically changes.

It was 10 years ago that the Wallis
Inquiry inte the financial system was
to herald a new era, but since then the
industry has simply developed along
with the local economy. Bill Evans, chiel
economist of Westpac, has put it well
*The industry in realily is dragged along
by the rest of the economy.” It seems eco-
nomic growth has been due to construc-
tion, resources and communicalion, with
financial services just tagging along for
the free ride.

Many industries are judged by their
export achievements — in that case, the
funds management and financial serv-
ices sector in this country is a complete
failure. While our financial services sec-
tor sits at 7 per cent of GDP and has been
in this position for 15 years, the UK's
financial services sector accounts for 24
per cent of GDP, with the UK controlling
the savings of people in many countries.

And the Brits are working hard in
India, visit in big numbers, commit peo-
ple and systems to the place and will no
doubt profit from much of the financial
services growth there. Bul where is Aus-
tralia when the opportunities abound?

Providers of financial services oul-
side of Australia have been altracted
to India for two good reasons - first, the
rapidly growing middle class and, sec-
ond, it has the youngest population in an
ageing world, with a median age of just
25 years.

Whal is happening in this developing
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economy is a decline in agriculture as a
percentage of GDPF, now at 20 per cent
and down to 15 per cent by 2010, while
services industry ramps up. One result
is that since 2000 India’s sharemarkets
have outperformed Australia, China and
the US, though it has been a rocky ride
to the top.

The two key stock exchanges,
the Bombay Stock Exchange and the
Mational Stock Exchange, between
them have around 5700 listed compa-
nies, daily turnover of AS3.7 billion and
settlement periods of T+2, making them
among the most advanced in the world.

Global investors are heading to India
in droves, with the country now rated
as "second most favoured” for foreign
investment in the world, according to AT
Kearney's FDI Confidence Index. Why
are investors and marketers excited?
Consider these few facts:

1 India adds about five million new tele-
phone subscribers (mostly mobiles) per
month and will have 250 million subscrib-
ers by year end.

1 International and domestic air travel is
growing at 35 per cent.

1 The retail sector is growing at 46 per
cent and is estimated at US$350 billion.
0 Travel and tourism ranks at 5.3 per
cent of GDP and 5.4 per cenl of total
employment.

1 India exporls
garments.

11t is the seventh largest steal maker,

B It is the largest consumer of gold jew-
ellery in the world and largest diamond
cutting and polishing centre.

1 India is the second largest producer of
wheat and rice in the world,

1 Pharmaceuticals are growing at 13.6
per cent and will soon reach US$9.5
billion.

I The country will spend USS545 billion

USE6 billion on

&

on healthcare in the next five years.

As a further sign that India is an
economy to reckon with, Mumbai, long
the sleeping giant of financial capitals,
has grabbed a place in the world's top 10
financial flow hubs list, placing it ahead
of Beijing and Hong Kong. The surprise
for many investors is that China is not
represented at all in the top 10.

The implication is that investors need
to know their way around the financial
community of Mumbai, including stock
exchanges, ratings agencies, fund man-
agers and brokers.

The positive Mumbai result 15 driven
by high trading volumes for equities and
a strong presence of global banking and
financial services firms, according to a
survey compiled by Mastercard World-
wide, which looked at the size of finan-
clal services networks, equity trans-
actions, bond transactions, derivalives
contracts traded and commodities con-
tracts traded.

On first encounter, many of our busi-
ness leaders have been surprised and
challenged by the negotiating skills
and management performance of their
Indian ecounterparts, most of whom
learnt their craft in tight capital and
low margin markets, a combination few
in the west have experienced. To put it
bluntly, whether in business or politics,
India is no pushover.

Australia’s banks and insurers have
had a slart, stop, start again approach
to India and a general problem affecting
our ability to export there is poor under-
standing of how the place works. Any
investor dealing with India needs to fac-
tor in 10 realities, covering areas that are
currently chock full with myth.

1. Successful and confident

Indian entrepreneurs are now recognised
around the waorld and there is a national
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expectation that the next Bill Gates will
be an Indian. Growing reserves of corpo-
rate capital are finding a home overseas
and more western business icons are fall-
ing to Indian ownership.

This entrepreneurial spirit permeates
the nation, and sits comfortably with the
apparent contradiction of socialist lean-
ings, Mowhere is the spirit of small to
medium enterprise so aclive as in the
Communist run state of Kerala - but the
locals poinl out this is just “India”,

2. Never forget rural people
Indian business and political leaders may
live the urban and increasingly western
lifestyles, but they do not forget the small
towns and villages al the centre of rural
life. And it's not just the politicians with
an eye for votes, with major corporates
such as Infosys pouring resources and
funding into village developments.
Corporations seeking long-term busi-
ness relationships with India would do
well to ensure some of their investment
benefits rural people - because some-
where at the back of the mind of most
India business and political leaders will
be the nagging question: “What does
this mean for rural communities?*

3. Avoid pointing the finger

[ndia is a land of greal cultural diversity,
many languages and countless opinions,
but two things unite the nation - cricket
and the WTO. Indians become instantly
passionate when challenged on their high
tariffs, pointing to European and US agri-
cultural subsidies as well as restrictions
on the flow of capital and people out of
India.

This passion was seen at the WTO
walk out in Germany last month and
will be seen again at countless forums
around the globe. The message is, poinl
the finger at India and you can expect a
robust response,

4. Oceans of patience

Indians have oceans of patience which can
drive weslerners crazy, but it gives them
a special strength in negotiations. This
patience is derived from deeply held spir-
itual views such as impermanence - Indi-
ans are constantly reminded of the imper-
manence of this life, everything changes,
and they can wail when often we cannol,
Who has the advantage in this situation?

5. Not just an IT miracle
Do not be fooled with the view that the
Indian economic miracle is just driven
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western business leaders
need to be aware that the
Indians coming to negotiating

tables will be leaders who
confidently see that this
century belongs to the east.

by call centres and IT. Important as these
are, look also at insurance, energy, retail,
clean technology, manufacturing, phar-
maceuticals and even agriculture as arcas
where efficlency and good luck are pro-
ducing startling results, and where we
could play & part.

Opportunities abound across the
hoard, and there is barely a business sec-
tor that could not find successful collab-
oration in India. Important for the finan-
cial services sector is that this diverse
econcmy iz more driven by domestic
demand (fuelled by a young population)
than, for example, China,

Tounderstand how fast things change
in India, already the basis of the IT
industry is changing in India with much
of the “grunt” work actually outsourced
lo Southeast Asia while Indian firms get
a firmer grip on high value knowledge
work.

6. Dragon and elephant can dance

The dragon (China) and the elephant
(India}) have discovered Lhal they can
dance, and soon China will become
India’s major trading partner. Competi-
lors are becoming collaborators and pol-
iticians are pushing this hard, Decades
of acrimony and mistrust will begin to
diminish so western business leaders
need to be aware that the Indians coming
o negotiating tables will be leaders who
confidently see that this century belongs
Lo the east.

7. Not especially “Asian”

From the land of contradictions comes
another - while India feels great about the
success of “Asia”, in many ways it does not
feel particularly “Asian”. First and fore-
muosl, Indians leel Indian, and to thern that
is vastly more relevant than being geo-
graphically parl of Asia - so it is wize for
the visitor over there to refer to India rather
than to refer to Asian developments,

8. Remember the “Father of the Nation™
Whether dealing with the young or the
old in India never forget the “Father of the
Mation”, Mahatma Gandhi. 5o when Gan-
dhi said there was enough in the world for
everyone's need but not everyone's greed,
your Indian counterpart will have this in
their mind and they will want to know a
little about your heart and spirit, as well
as your wallet,

When Gandhi scorned western civili-
sation {on being asked what he thought
of western civilisation he said it would
be "a good idea”) This mighl account for
the smile on the other side of the lable.

9. Equity up there with democracy

Partly because of Gandhi, while the
importance of “freedom” justifies actions
in the US and other parts of the west, your
Indian business and political counter-
parts will be preoccupied with “freedom
and equity”. They see little value in giv-
ing people the vote but no fair share of the
food, and so on.

This is a key point of ideclogical dif-
ference which means Indian leader-
ship needs more than the rallying ery of
democracy to make it enthused. When
building relationships in India, remem-
bering this will prevent you getting inte
robust and probably pointless arguments
about our ally over the Pacific.

10. No junior partner

While many in the west see India as
a “developing” country and therefore
might underestimate its desire to make an
impact, the position it has taken at WTO
and other global forums is & clear sign thal
India has no intention of being a junior
partner or & bit player in the world, Invite
India in and you can expect them to want
to be at the head of the table, making the
running. This is a country whose time has
come - and the people you deal with are
highly aware of this.

Taking all thisinto account, every day
Australia sits on its hands we fall further
behind, because global business lead-
ers are preferring to build opportuni-
ties in India — a major new international
study by BT (British Telecom) revealed
that the majority of business leaders
across the US, UK, France and Germany
regard India as the most comforlable
BRIC economy in which to do business,
well ahead of China which rated second
while Russia came in last.

All of this goes part way to explaining
the health of India's foreign exchange
reserves, now USE180 billion,

For investors several industries are
standouts in the growth stakes [but
keop in mind restrictions). The Indian
insurance industry is growing at a mas-
sive 500 per cent, and this is indicative
of a fast moving financial services sec-
tor. Even faster is telecommunications
a5 shown by five million new telephone
subscribers every month, and outstand-
ing opportunities exist in retail, with
major new shopping malls coming on
line and demand for quality end prod-
ucts and brands exceeding supply.

It all adds up to an investment oppor-
tunity too good to be missed, Bul the key
to success s awareness of the special
[eatures of India plus finding the right
local partners to help grow your prof-
its — going it alone is a recipe for disas-
ter. Think collaboration, collaboration,
collaboration.

The Investment and Financial Serv-
ices Association (IFSA) is well aware of
the need to stir Australia's funds man-
agement sector into an export mode,
with recent studies including “Mak-
ing Australia a supplier of funds man-
agement to the world®. After all, [FSA
is well aware thal our funds manage-
ment industry is the fourth largest in the
world, and that smaller markets such
as Ireland and Luxembourg have suc-
ceeded as financial centres, while we sit
and wait.

The question remains: where is the
Australian financial services indus-
try in all this? Where are the financial
trade missions? Where are the Mumbai
fund manager conferences? Where are
the Aussie business presentations and
roadshows?

Recent moves by Macquarie Bank
and olhers show a gradual awaken-
ing, bul we need to move fast as India
is becoming very powerful. This is why,
earlier this year the US Bush adminis-
tration show in its negotiations over a
nuclear cooperation deal that it recog-
nises India is going to be a great power.

For Australia, bullding closer busi-
ness and political relations with India
makes a lot of sense, so long as we all
realise that this truly means there will
be an elephant in the room. ¥

Stephen Manallack, former chief
executive officer of the Austrolio India
Business Council, {8 a communication
consultant and writer for India’s higges!
business wehsite www.domain-b.com
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