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INTRODUCTION

Why You Need This Book Now

Whether you’re an executive, a manager, an investor, or a small-business owner, you likely know that the second fastest-growing market in the world is India—and that a piece of the tremendous opportunity that exists there could be yours. That’s why you picked up this book.

Is India right for you and your company? Or would you be just following the crowd?

As a native of India and a management consultant to top Western businesses on this very subject, I caution clients about the challenges involved in engaging with this region. Pitfalls are plentiful, and profitability could elude you for a decade or more if you are not careful about picking the right opportunities. Located halfway around the world from North America, India may require a flight of more than fifteen hours (if you are lucky enough to live near an airport that offers nonstop service). Many supposedly adventurous executives hesitate to relocate their families to India, and even global giants such as Apple Computer and Starbucks Coffee have announced, then shelved or delayed, plans for India.

It is easy to come to the wrong conclusion when you start to engage with India. It’s a complicated, confusing place. With two dozen languages and a billion people, this is the world’s biggest and most fractious democracy. State governments change regularly, mind-numbing lists of regulations flourish and multiply, and the cacophonous traffic could drive even a seasoned Bostonian crazy. There are no magic formulas or simple solutions to success in a country that American ambassador and Indophile John Kenneth Galbraith once described as a “functioning anarchy.”

On the other hand, for every company that has retreated from India, there’s one that has had a go at it—and some have reaped great rewards. Take IBM. When it was included among the NASSCOM trade association’s top twenty information technology and software services exporters in June 2004, IBM asked to be removed from this list. Friends inside the company told me that the company feared a possible backlash, due to the offshoring of American jobs, on Main Street and even on Capitol Hill.

But just two years later, IBM changed its tack dramatically. For the first time in its history, IBM held its annual stock analysts’ meeting outside the United States—in India! Fifty top stock analysts from the likes of Deutsche Bank, Goldman Sachs, JPMorgan, Lehman Brothers, and Morgan Stanley flew halfway around the world to report on this pep rally for IBM investors. BusinessWeek compared it to a rock concert. And indeed it was a memorable event in June 2006, when IBM’s CEO Sam Palmisano stepped in front of eleven thousand people under a giant air-conditioned blue tent in the city of Bangalore to announce that the company was about to invest $6 billion in India over the next three years, tripling its original $2 billion outlay over the previous three years. With forty-three thousand IBMers in fourteen of its cities, India was host to IBM’s largest country organization outside the United States. (As of December 2007, one out of five IBMers is based in India, with a total of seventy-three thousand employees in-country.)

There was no mistake about it: Palmisano and his IBM team had made the momentous and strategic decision to tie the firm’s future to India. Now they wanted the world to take notice.

IBM’s dramatic expansion of its Indian operations helped change the way corporate America looks at India as a market, as a resource, and as a long-term strategic opportunity. In later chapters, we will look at General Electric, Citibank, PepsiCo, and others that also led the way.

This book will equip you with the knowledge and skills to ask the right questions about business in India and listen to surprising answers with an open mind. I’ve written it from the point of view of a practitioner rather than an academic or a researcher. Reading it won’t make you an India expert. In fact, parts of India’s business scene are changing so rapidly that few can claim to be experts for long. However, with the aid of input from seasoned top business people in the region—both Western and native—I will show you how to become an India student, and I will give you the tools to identify and pursue top business opportunities in this emerging market.

One of the most essential (and encouraging) things to understand about India is that contrary to many outsiders’ expectations, its secrets are not hidden behind an arcane culture, a complex language, or citizens who won’t talk to you. On the contrary, India is an incredibly open society. For example, many senior government officials list their home addresses and phone numbers on their business cards. Unlike many of its Asian neighbors, India enjoys a domestic press that is one of the most free, expressive, and competitive in the world. And Indians have ready access to most media from the West. Still, India can be hard to understand, because it emits a thousand conflicting signals to the new visitor. Two smart, well-traveled Americans can witness the same business situation and come away with dramatically different conclusions. It happens all the time, and keeps my California-based management consulting practice quite busy.

But before we delve into more of what Westerners are doing in India, let’s take a look at the story of the Ambani family, who exemplify the unique nature of business in modern India.

If the name Ambani sounds familiar to you, it’s probably because the Ambani brothers are the heirs to the largest private-sector company in India, called Reliance. Mukesh Ambani is ranked fifth on Forbes magazine’s 2008 list of the world’s billionaires. And his brother Anil is right behind at number six. (He holds vast interests in the telecom, power, and entertainment industries.) As you might guess, there’s a great story behind this filial rivalry. In fact, neither Hollywood nor its Indian cousin, Bollywood, could have soaped up a melodrama like the one that had India spellbound for seven months starting in fall 2004.

But first, a bit of important background.

Born to modest means in 1932, Anil and Mukesh’s father, Dhirubhai Ambani, dropped out of school and worked as a dispatch clerk in what is now Yemen, at a time when most of India’s large domestic private companies were run by men born to wealth. (Think Andrew Carnegie, who spent his early teens as a telegraph messenger in Pittsburgh eighty years before.) As in most rags-to-riches stories, few could have predicted that this son of a schoolteacher would one day control a $15 billion empire. Indeed, Ambani was India’s most remarkable businessman. Ever.

Ambani rose from being a spice trader to the founder and CEO of Reliance Textile Industries Ltd. When he took his company public on the Bombay Stock Exchange in 1977, he convinced millions of middle-class Indians to buy stock (in Reliance, of course) for the first time. And while corporate India chafed in the 1980s under the government bureaucracy known as License Raj, which constrained private-sector companies’ production capacity, Ambani insisted that he was deaf to the word no. As a result, Reliance grew exponentially, and so did its number of stockholders. By 2002, original investors in Reliance’s initial public offering had earned an incredible 43 percent per year compounded annual rate of return, and Reliance became the first Indian private-sector company to enter the Fortune Global 500.

That same year, Dhirubhai Ambani died without leaving a will. Elder son Mukesh was promptly elected company chairman, but rumors of discontent between his brother Anil and him began circulating in the press. Anil had allied himself with a north Indian political party, earning him a seat in India’s upper house of Parliament—which many viewed as a direct challenge to his brother. Reports of friction abounded, and in November 2004 Mukesh Ambani finally confirmed that there were significant problems between the two.

This public admission put the three million Reliance stockholders on edge, which, in turn, made the company’s customers, vendors, employees, and even government officials nervous. The media fed this anxiety as each brother and his camp began leaking stories about the other. Concerned banker friends, cabinet ministers, family members, and board members all visited the Ambani mansion to resolve the differences, to no avail. Months went by, with daily headlines from the contentious camps. Rumors, accusations, and worse swirled. Most people assumed Reliance’s best days were behind it.

In March 2005, there was a breakthrough of sorts—and not the kind you’d expect.

Astrologer Yogesh Aillawadi made a prediction in the Times of India, India’s largest circulating English-language newspaper: “Both brothers would become successful and [their company] Reliance will do better in future times to come.” He blamed the planet Mars for all the brothers’ troubles, and said they would resolve their differences by spring.

Three months later, as if on cue, the prophecy was fulfilled. Kokilabhen Ambani, Dhirubhai’s widow and the brothers’ mother, declared an “amicable” split of the Reliance fortune between Mukesh and Anil. According to The Economist, “This [announcement] followed late-night talks driven by Mrs. Ambani on the advice of religious astrologers consulted by the group on the timing of all decisions.” That day, the Sensex—India’s version of the Dow Jones Industrial Average—soared to a record high as Indians celebrated the power of motherhood and astrology to resolve disputes.

The lesson? No matter what the century, no matter how big the business, never underestimate the power of family—and of religion and astrology—in Indian business. I am not suggesting that you start basing your decisions on your horoscope or visiting palm readers. But keep in mind that your Indian customer, vendor, partner, or government official might do so, and I promise that you will begin to understand what makes the new India tick by the time you have completed reading this book.

In 2006, Morgan Stanley Research declared China and India to be the “new tigers of Asia.” Yet as someone who grew up in India and has spent his adult life in California, I think the more apt characterization is an elephant. An elephant is more complex, more friendly, and more intriguing than a tiger. I’m not the first to make this comparison. When Vermont poet John Godfrey Saxe (1816–1887) scribed these verses inspired by an ancient fable from India (“Indostan,” as he called it), he might well have been describing modern American executives dealing with India.

The Blind Men and the Elephant

It was six men of Indostan

To learning much inclined,

Who went to see the Elephant

(Though all of them were blind),

That each by observation

Might satisfy his mind

The first approached the Elephant,

And happening to fall

Against his broad and sturdy side,

At once began to bawl:

“God bless me! but the Elephant

Is very like a wall!”

The second, feeling of the tusk,

Cried, “Ho! what have we here

So very round and smooth and sharp?

To me ’tis mighty clear

This wonder of an Elephant,

Is very like a spear!”

The third approached the animal,

And happening to take

The squirming trunk within his hands,

Thus boldly up and spake:

“I see,” quoth he, “the Elephant

Is very like a snake!”

The fourth reached out an eager hand,

And felt about the knee.

“What most this wondrous beast is like

Is mighty plain,” quoth he;

“’Tis clear enough the Elephant

Is very like a tree!”

The fifth, who chanced to touch the ear,

Said: “E’en the blindest man

Can tell what this resembles most;

Deny the fact who can

This marvel of an Elephant

Is very like a fan!”

The sixth no sooner had begun

About the beast to grope,

Than, seizing on the swinging tail

That fell within his scope,

“I see,” quoth he, “the Elephant

Is very like a rope!”

And so these men of Indostan

Disputed loud and long,

Each in his own opinion

Exceeding stiff and strong,

Though each was partly in the right,

And all were in the wrong!

Is India poor or rich, old or new, fast or slow, vast or small, powerful or weak? Does it celebrate religious diversity? Or does it condemn minorities? Can illiterate people support democracy? How can you have a free press in a country where millions of people are starving? You can visit India like the blind men and see just one answer to these and other questions, or you can read this book and begin to see the full picture.

If there’s one thing I’ve learned from my twenty years of consulting on the subject, there’s no single road map to success in India. Instead, I’ve tried to give you the next best thing: sound advice, inside knowledge, and important background, all drawn from the insights of many accomplished Western expatriates in the region, as well as from my own experience. It won’t put me out of business, but it will give you the best shot at plotting your course and discovering your own piece of business in India and its many rewards.


CHAPTER 1

The Big Opportunities

For the astute and prudent company, India today can be a gold mine. There is money to be made in the most unexpected places, if you look carefully and plan right. While major risks and significant pitfalls surely exist, a self-assured India now welcomes Western executives to its free market on fair terms in a vibrant and complex democracy.

Much of American media would have you believe that business in India equates to outsourcing and American job loss. Call centers near Delhi and computer programmers in Bangalore continue to be the staple of many news stories. But that’s only a fraction of global business based in India that we hear about. Western companies that successfully sell products and services in India seldom receive equal press coverage. For example, it’s been little reported that General Electric sold $3 billion of goods and services in India in 2006 and has publicly stated that its goal is $8 billion by 2010.

Let’s take a look at some current mega-trends—manufacturing, defense, infrastructure, consumer goods, and finally knowledge-based services—as well as some emerging trends that show signs of taking off in the near future.

Manufacturing

Every year, the Union of Japanese Scientists and Engineers selects a few companies for its prestigious Deming Application Prize for quality, named after the famous American management consultant who helped transform Japanese companies with the principles of statistical quality control. Until 1997, not a single factory in India had ever won a Deming, which has been called the Nobel Prize of manufacturing. Just nine years later, sixteen Indian companies, mostly in the automotive business, had won Deming awards, including Rane Brake, Sundaram Clayton, the seat division of Krishna Maruti, Rane Engine Valves, Rane TRW Steering Systems, Brakes India, and TVS Motors. That’s more winners than any country outside Japan.

Ten years ago, most of the industrial world did not regard India as a manufacturing powerhouse, but since then a number of remarkable accomplishments have made the nation one of the world’s top destinations for manufacturing.

Here’s a quick survey: $58 billion Korean carmaker Hyundai established a presence in India in 1996 and is now the country’s second largest. A few years later, Hyundai began exporting cars made in Chennai, India, to markets in Europe, Africa, the Middle East, and Latin America. In 2008, Hyundai plans to export three hundred thousand cars from India. India is one of the few countries that features homegrown automotive companies. Tata Motors gained the world’s attention at the 2008 Delhi Auto Show, when it showed the world’s least expensive car the Nano, but it has been selling the Indica, a hatchback, followed by the Indigo, a sedan, for several years. All three models were designed entirely by Tata. Mahindra and Mahindra, whom we will also meet later on in the book, produces a sports utility vehicle called the Scorpio.

At the same time, spurred by strong domestic markets and smart management, automotive suppliers in India began improving their quality and productivity. Batteries, radiators, alternators, and other automotive components made in India are routinely exported to North America. Recently, I was invited to visit the world’s largest single location metal-forging facility, located in Pune about 120 miles from Mumbai. I was surprised and impressed to tour the factory, owned by Bharat Forge Ltd. Robotic assembly lines start with steel billets at one end and finish with completed crankshafts for cars and trucks ready to load onto pallets at the other, without any routine human intervention.

India’s manufacturing transformation is not limited to the automobile industry. Overall industrial production rose by 12.5 percent in fiscal year 2007 compared with the previous year. In the global pharmaceutical industry, it is not easy to receive manufacturing approval from the US Food and Drug Administration (FDA). Yet India now boasts seventy-five FDA-approved facilities, more than any country outside the United States; Italy is next with fifty-five FDA approved facilities, and China is third with twenty-seven.

If you want to understand the future of India, you should know about the city of Jamnagar, in western India. In 2000, the world’s third largest refinery, with a capacity of 660,000 barrels per day, began operations here. American companies such as Bechtel provided construction expertise. Others, including General Electric, Foxboro, and Rockwell Automation, provided equipment. Owned and operated by India’s largest private-sector company, Reliance Industries Ltd., the Jamnagar complex was built in less than three years and has won numerous industry awards in its six years of operations; it was named the most energy-efficient refinery in 2004 by Shell Global Solutions, and Refiner of the Year in 2005 by Hart Energy Publishing. A port and a power plant were built specifically to support the refinery.

Reliance is now building the world’s sixth largest refinery, a $6.1 billion plant next to its existing refinery. California-based Chevron Corporation decided to invest $300 million in return for 5 percent ownership. At this new refinery, ExxonMobil’s research and engineering unit provided the technology for the world’s largest sulfuric acid alkylation plant. Much of the new refinery’s product is meant for export to Europe and the United States. When the 580,000-barrel-per-day refinery is completed at about the time this book goes to press, it will make Jamnagar the world’s largest petroleum-refining hub.

You should also know about hundred-year-old Tata Steel, which recently transformed itself to become the lowest-cost producer of steel on the planet. World Steel Dynamics ranked it the best steelmaker in 2005 and 2006—and soon it will be one of the biggest. Not only is Tata’s principal Indian facility—located in Jamshedpur, and with a capacity of five million tons per year—undergoing a significant expansion, but three new locations are also being planned in the Indian states of Jharkhand, Orissa, and Chhattisgarh, with capacities of twelve, six, and five million tons per year, respectively. In a later chapter, we will look at Tata Steel’s remarkable overseas acquisitions.

There are other signs of strength in manufacturing in India from diverse sources. The world’s second largest producer of blank CDs and DVDs, Moser Baer, is located near New Delhi. If the manhole covers in your city are imported, chances are good that they were manufactured at a foundry in India. Swiss engineering giant ABB Group is in the midst of a $200 million expansion in India. Its president of global markets, Ravi Uppal, summed it up when he told BusinessWeek in October 2007, “Manufacturing is where India’s future lies; this is the real economy.”

The boom in manufacturing in India brings about three types of opportunities. First of all, if your company supplies any products, equipment, or services to manufacturers, you may find a very ready market in India. Second, if you want to benefit from India’s manufacturing prowess, you may find a good vendor partner. Third, your company may benefit from setting up its own facilities in-country.

Defense

India has the world’s largest military that depends primarily on imported equipment. More than 1.1 million people serve in its all-volunteer armed services, and the country spends over 2.5 percent of its GDP on defense. The vast majority of its current installed base of hardware was purchased from the former Soviet Union, with some armaments provided by British, French, and Swedish entities.

But the future may not be like the past; in fact, it could be radically different.

In the wake of President George W. Bush’s war on terror, India and the United States see each other as allies fighting the same immediate enemy. Military planners in India view their strategic interests spanning the Indian Ocean littoral from Africa to the Straits of Malacca; they want its aircraft to be able to reach Central Asia and its ballistic missiles to be a threat to more than just Pakistan.

Fifty thousand vessels a year pass through the Straits of Malacca, south of Singapore, making up one-quarter of all oceanic trade worldwide. At one point, the navigable channel is just a few miles wide. The Nicobar Islands, six hundred miles east of Chennai in the Bay of Bengal, are part of India and offer an excellent potential choke point for this trade. Some people refer to the island of Car Nicobar as India’s stationary aircraft carrier, standing sentinel over these vital lanes. Economic growth and increased trade make India eager to defend shipping lanes from the Persian Gulf toward East Asia. In this, the United States and India are aligned.

Perhaps driven by frustrations that former Soviet vendors are now spread across Russia, Ukraine, Georgia, and other countries, and perhaps by a desire to align more closely with geopolitical realities, the Indian government has broadened its sourcing plans.

The best evidence of this is Israel. India and Israel did not even have full diplomatic relations until 1992. By 2006, however, Israel had leapt into place as India’s second largest military supplier, and India has become Israel’s largest customer of defense products and services.

The United States has made some progress in winning defense contracts as well. India ordered about $150 million of Raytheon Corporation weapons-locating radars in 2002, and purchased the former USS Trenton warship from the US Navy for $48 million in 2006. In September 2007, when the country released its largest-ever request for proposals—126 modern aircraft—both the Boeing Company and Lockheed Martin Corporation were invited to bid on the $10.5 billion program. In the near future, India plans to buy field artillery guns, airborne early warning systems, long-range maritime surveillance aircraft, several kinds of helicopters, and unmanned aerial vehicles (UAVs). It plans to spend $30 to $50 billion on defense purchases in the coming decade. Western companies can bid freely for most of these contracts. Will there be substantial wins? No one knows for sure. But it’s a huge new opening.

Infrastructure

To many visitors, India’s infrastructure in the twenty-first century looks like it was transplanted from the nineteenth century. On city streets, you might see cows, camels, donkeys, mules, horses, and an occasional elephant competing with automobile traffic. In rural areas, paved roads are a luxury. Local trains in Mumbai run overfull and don’t even have doors for safety. Electric power plants are inadequate and outdated; they suffer high failure rates. Power to homes, offices, and factories continues to be unreliable across the country. Educated people hesitate to drink the municipal water unless it is boiled or filtered first. A growing population and a booming economy only add stress to the creaky infrastructure.

You could complain about these challenges and give up on India. Or you could look upon each of them as a business opportunity. Let’s look at some recent examples.

When India decided to build a world-class metro train system in the capital, Delhi, one of the five consulting companies hired for the massive project was Parsons Brinckerhoff (PB) of New York. The first phase of the train system was completed and operational well ahead of schedule. Delhi’s trains are air-conditioned and sleek, its stations are modern, and the system is transforming the way many people work and live. After seven years as an expatriate, John Triplett, who led Parsons India before becoming an independent consultant, believes the country has a great future. “I think that US companies, with the proper attitude and direction, can be very successful here. When I arrived in India, many people thought that Parsons Brinckerhoff was British.” PB is now well known and respected in India as a US company.

A thirty-year contract to improve, operate, and manage Delhi Airport was awarded in January 2006 to a public– private partnership (PPP) that includes Germany’s Fraport, for its operations expertise, and Malaysia’s Eraman for its background in airport retailing. Each has 10 percent, whereas India’s GMR Infrastructure Ltd. controls just over half. The government of India controls about a quarter through the Airport Authority of India. When completed, the airport will have the capacity to handle a hundred million passengers a year. In southern India, Hyderabad’s brand-new airport, with a starting capacity of twelve million passengers, is also a PPP owned by GMR. Malaysia’s Airports Holding Berhad is an 11 percent partner. The ultimate annual capacity of this airport might be forty million passengers. Mumbai’s airport is the busiest in India. It was privatized and handed over to a similar PPP led by GVK Industries Ltd. of India, which includes two overseas partners from South Africa, conglomerate Bidvest Group, and state-owned Airports Company, SA. In addition to the minority foreign investors in the PPPs, dozens of additional overseas vendors stand to gain as they sell the hundreds of millions of dollars of imported products and services that will be required to develop and operate these and other airports.

While several American companies have shied away from infrastructure opportunities in India, more than twenty-eight hundred employees of the Bechtel Corporation, with headquarters in San Francisco, have been working on the engineering, procurement, project management, and construction consulting for the $6 billion expansion to Reliance’s refinery in Jamnagar in western India since January 2005.

Chances to participate in improving India’s infrastructure will increase over time. It’s seldom easy to win business deals that involve any government. It is even harder when the victory involves an Indian joint-venture partner that holds a majority stake. However, in the next decade, the railways, highways, bridges, seaports, power plants, and refineries of India will need hundreds of billions of dollars of upgrades to keep up with economic progress. Western firms can hardly afford to sit out the dance.

Consumer Goods

On July 24, 2006, a new character entered the world of Archie Comics. Raj Patel was featured in a story called “Out-raj-eous Behavior.” In case you have forgotten, Archie and his friends Betty, Veronica, Jughead, and Reggie are students at the fictional Riverdale High School. The small New York company that publishes the comics is run by the sons of two of the original founders. While the comics might be past their prime in the West, they are immensely popular among Indian middle-class schoolchildren. The debut of Raj Patel was front-page news—because he is Indian.

Penguin India, publisher of J. K. Rowling’s Harry Potter and the Deathly Hallows, reported more than 252,000 advance orders for the new title in 2007. Tent-pole Holly-wood movies are often released at the same time in India and are being dubbed into local languages. American media giants including MTV, CNN, Google, Yahoo!, and MSN are all popular in India.

The Western media in all its forms influences and shapes Indian middle-class opinions and expectations. The Washington, DC–based Pew Research Center found in successive surveys (2002, 2005, and 2006) that most Indians have a positive view of the United States. In Russia and China, two other large markets with economic growth potential, most citizens view America negatively according to Pew’s 2006 findings. Many American companies have an opportunity to leverage this attitude into business.

A growing population, rising per-capita income, and an expanding middle class have created a “perfect storm” of increasing demand for almost every type of consumer product or service imaginable. Whether your company sells consumables, durables, or services, few locations will let you grow your top line to the extent that you can in India over the next decade. We will explore this further in chapter 5, “Marketing in India.”

Knowledge-Based Services

If your company has any work that is to be performed using a computer or a telephone for Western customers or for in-house use, chances are you might benefit by having some of that work performed in India. The correct term for this process is offshoring.

You may have this work performed by a subsidiary of your own company. Citibank, Texas Instruments, and General Electric were among the earliest American companies to recognize how to profit from such an Indian operation. More commonly, such work is sent to a vendor with operations in India; this is properly called offshore outsourcing. In some cases, your outsourcing vendor is a Western company that has an Indian back end, such as Accenture, IBM, EDS, Cognizant, ACS, CSC, Hewlett-Packard, or the like. In other situations, you may find it expedient to use an Indian vendor directly. India’s largest offshore outsourcing vendors are Tata Consultancy Services, Infosys, Wipro, Satyam, and HCL. Hundreds of smaller Indian vendors thrive today, most by specializing in an industry, such as banking, video games, or pharmaceuticals, or in a function like customer contact, data analytics, quality assurance, or accounts payable. In common parlance, all such initiatives are lumped under the catchall of outsourcing.

An alphabet soup of acronyms describes these processes further, including information technology outsourcing (ITO), business process outsourcing (BPO), knowledge process outsourcing (KPO), legal process outsourcing (LPO), transcription outsourcing (TO), contract research outsourcing (CRO), information technology enabled services (ITES) . . . and the list goes on.

It is a mistake to think that this opportunity is only about labor arbitrage. In fact, the initial impetus for the information technology outsourcing business in India came about because there simply weren’t enough programmers in the West to cope with correcting software systems to meet Y2K requirements. The lower cost was gravy.

“Selecting a vendor is no longer about simply finding the best price. Western clients now look at the vendor’s focus area,” says Arjun Malhotra—who founded one of India’s top IT companies, Hindustan Computers Ltd., and built its US operations to $100 million in annual revenues in the 1990s. “They also look for companies that can add value to the business issues that are of central concern to their own company’s needs.” Malhotra now runs Headstrong, Inc., in Fairfax, Virgina, an IT and management consultancy.

Today, smart Western companies continue to use India for knowledge work to save money and expand capacity. But the really smart ones are those who also leverage resources in India to reduce time to market, to increase the rate at which new products can be launched, to free their onshore staff for more critical projects, and to be able to address Asian and third-world markets. In short, they use India as a strategic advantage against their competitors.

This is not painless, of course. Globalizing knowledge-based work has its pitfalls—and we will examine several of them in this book. But those companies that figure out how to do it well have become addicted to globalization. That is why direct employment in this field in India continues to grow at more than 20 percent per year. The best-run companies are growing in India at faster than 30 percent per year as of this writing.

Real Estate

Property prices in urban areas rose rapidly between 2004 and 2007. While subject to short-term hiccups, property is generally a good investment for Indians. Indian developers have been very successful in raising capital on domestic markets.

According to Karun Verma, the Bangalore-based local director of real estate services firm Jones Lang LaSalle Meghraj, India is different from other markets at this time because commercial real estate generally leads retail and residential development. Each square foot of commercial construction is followed by two to three square feet of retail and eventually seven to ten square feet of residential construction.

Verma states, “While construction, building sales, and tenancy practices are all at world levels in India, land acquisition continues to be a hazy process.” Foreign companies can buy land and build for their own use, but cannot speculate in real estate. Many foreign companies prefer to lease rather than buy. India still limits foreign investment in real estate, although rules were relaxed somewhat in 2005.

As of this writing, foreign investors can only invest in “greenfield” projects with minimum thresholds sometimes in excess of one hundred thousand square yards; there are several other rules as well. Most American investment interest has come from private-equity firms such as Starwood Capital Group and Walton Street Capital, both of which announced participation in a billion-dollar, twenty-million-square-foot township in Kolkata. Also active is Morgan Stanley, which closed a $150 million investment into Oberoi Construction—a builder of apartments and commercial properties. The world’s largest pension fund, Cal-PERS, which manages the retirement funds for California government employees, has announced that it is investing $400 million in Indian real estate.
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