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There is an imminent danger of foreign companies shifting work to cther
emerging locations that provide low-cost iabour and other advantages

AMIT EAPOOR

he apprecialing rupee 1= posing a unique

setof challenges for the Indian

economy. The impact would not be

limuted to the macro-economy alone

hut move down 1o the leve! of firms.
Tu counter these challenges the government
would have to rework its economic policy and
firms would have 1o redefine their business mod-
els and strateges for success. The appreciat-
g rupee already seems 1o have had an im-
padt on the profis of i1 firms, who rely most-
v on exports. The country faces a similar
challenge where it would have toredefime its ex-
isting model for growth. The imtial success
story of Indin was cleariy built on labour arbi-
trage, thatis. the abihity of India to provide
low-cost labour in comparison to other countries
across the globe

indie is anamterestung case i the ight of
the aboeve reflections primarily because the coun-
try s fundamentally @ factor-driven economy.
A factor-driven economy is one whose compet-
:tiveness is primarily its low-cost labour and
exports One of the unique features of firms
operating within factor-driven economies is
that they produce producis thit are designed and
conceptualised m advanced countries. The strat-
o at the generic level for firms 1s to compete
at cheanteriitional leve! by providing significant
price advantages In addiuion, firms focus on
labour-intensive manufactuning and processes.
An economy at this stage of development is
sensitive 16 global business cvcles and. most
importantly, exchange rate fluctuations

fndia e clear case of low-cost labour that
I itble i the fields of 1T and KPO. The
success of firme within these sectors s sigmfi
cant, but 1t shouic be noted that the firms op
erate 2 the low end of the value chamn This s
reflected in the spate of recent changes that 17
companies are making to their work culture. These
changes range {ror jonger working hours per
duy. sin werking dayvs per week and reduction
i the pereentage o salary hikes The impact has
creaied @ situstion where the employees have
te slog ous for 1 te 11 hours per day.

1t is casy to understand these drastic changes
when we know that these firms are working with
@ billing rate that 1= Close 1o §24 per hour. With
¢ sudden spike ir the rupee, the operating
margins have drasucally reduced by around 14
per cent in the Jast vear zione The depreciat-
ing deilar has & huge impact on the sector as
Indian IT and KPO sectors are overly depend-
ent upon contracts from the US. The situation
1s further deteriorated by the increase in trans-
portation costs and rentals »

It seems that India today sits on the possi-
bility of contracung the Duteh Disease: in this sit-
uation, a rapid and significant contraction
happens within the traded goods sector due to

rise of the services secior tue shifted gears o
a hgh growtl: momentun, in the veat 20

The rupee in the Lust vear has appreciated by
L4 per cent, shaving of! o hupe portion of i
OPETating margins of cxpor [ocused Service cong
panies We expect the trend of an appreaiating,
rupee 10 continue and this can have a signifi-
cant impact on the status of Iy

s @ Jowecost

Thanks to the appreciation of the
rupee that we've seen so far,
ITeS workers are already
working 10-11 hours & day

destination for cutsourcing An appreciating
rupee over the next few vears would have an
impact on the strategies firmes adopt and the trade
inservices that happens within the country Ther
1s an immunent danger of foreign companies shift-
ing work to other emerging locations that are will-
ing 16 provide low-cost fabour and other cost
advantages.

The challenge thut the Indian economy
faces today is not that of an economic bubbie-
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vhonn ndic will have to sigiibicantiy s
afrastructore improve the skl sets of 1wy
rinvestmentstha
thle produchiviey across the hog
Ordy those Qe that have S
mmprove teehnology and move highes o
value chain would weather the demang
this stage

Indse wal! have to defimiely acceieras

forte and matie bett

rans

mio tan

reforn: processes and start working on mak
1Ak mnovaiion<riven cconemy as these an
would determine whether the couniry wo
become & developed nation by the vear 2024
dream cherished by our former President
1 Abdu! m As @ natnon. we would have
start working on building the ability to p
duce innovative products and services that wo

watch the best in the business of giohal te
nology The focus should be on building proce
esthat would he dniven by innovation: thiswo
make the economy resistant te external shoe
vagaries of economic cveles and currency t
tuations.

The bottom Jine 1s that our policies should ¢
centrate on enhancing our capability in ma
tacturing, promote entrepreneurship. and p
vide incentives for innovation Last but not
teast. if economic growth has to be sustained,




