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Indra will rise above terror attack

Carnage of Nov 26-29 WI" have moderate, short-lived lmpact as the country’s fundamental attributes still remain

By AMITENDU PALIT

HE Mumbai terrorist car-

nage of Nov 26-29 hays

given rise to many new

worries, Foremost

among these are appre-

hensions over the reper-

cussions of the attack on

India's economic out-

look. Terrorism is not new to India.

Mumbai, in particular, has suffered

most fmm terrorist violence. Since

March 1993, when a series of blasts

ripped the city, Mumbai has experi-

enced ferror attacks on several occa-

sions. The latest, however, was un-

precedented in terms of loss of hu-

man lives and material resources.

The attack also occurred at a time

when India is trying to cope with the
adverse fallout of the | i

crisis. .

Congcerns have been expressed at

two levels. The first is on I ;

is not just another city.

one of the largest centres for trade

and finance in Asia for centuries.

transactions. It also houses the cen-
tral bank, two national stock exchan-

ges (the Bombay Stock Exchange and
the National Stock Exchange), the Se-

curities and Exchange Board of India,

one of India’s largest mints and the
multi-commodity exchange, Most of
India's banks and financial institu-
tions have their headqnm'ters in Mum-
bai. So do multinational corporations
as well as leading domestic firms like
Reliance and Tata.

‘South Mumbai was the focal point
of the attack. This is where most ma-
jor financial nstitutions and corpo-
rate offices are located. The intention
‘was clearly to inflict as much damage

as passtbla. albeit i 1;11 a pa.rlia.lly indj— g
"of

o anbaiwﬂl dro_p in the 1mmedla.te
future.  There are already reports of
bulk cancellations, particularly in
high-end hotels, which are perceived
to ha key targets for terrorists. These.
perceptions will ebb both leisure and
business tourist traffic, Travel adviso-

- ries issued by several countries cau-
tioning their citizens from travelling
to Mumbai will adversely affact the
city's tourism and hospitality indus-
tries.

The drop in tourist flow is also bad
news for retail and entertainment
service providers. This impact on
Mumbai, however, is expected to be
largely short-term. The jitters are un-
likely to last for too long, Mumbai is
too important a spot in the global busi-
ness map to be ignored. The city has
shown remarkable character and re-
silience by brushing off catastrophes
that have included not only terror at-

= surattgvelmayhkegm:aﬁm mrze- ta

cover, business travel is
resume after a few weel

_ Beyond Mumbai, concerns have
been expressed over the impact of the

attack on the Indian economy, These

effects, again, can be distinguished be-
tween short and long-term cpnse-
quences. The shori-term repercus-
sions pertain to a drop in tourist flows
and travel. Terror attacks inevitably
damage prospects for tourism wher-
ever they occur. This is evident from
the declines in tourist arrivals experi-
enced by New York and Bali after ter-
rorist violence in 2001 and 2002 re-
spectively.

India has also had similar experi-
ences in the past. This time, however,
the extent of the repercussions may
be somewhat greater than in previ-
ous oceasions, The reason is simple —
the terrorists targeted specific natio-
nalities in the attack, particularly

iy : , however, the reduction in tourist

verse impact on India's economic
prospects. Tourism is a relatwaly
small industry for India. This is in
sharp,cnutrast to several other econo-
mies in the Asian region whers fou-
rism is one of the main generators of
‘economic activity,

India’s foreign exchange earnings
from tourism stood at US$10.73 bil-
Jlion in 2007. This is barely one per
cent of gross domestic product (GDP)
which is r.urrant]y more than
US$1 trillion. Thus, in spite of a drop
in tourist flows, the impact on GDP
and foreign exchange reserves is ex-
pected to be minimal.

The latest terror attack could, how-

From a macro- acandmic parspec- j

is unlikely to have a major ad-

duetn the currem: attack, The shrin-

kage in the size of the corpus may

have other implications. The attack

‘has shown that India needs a much

larger terror insurance pool to cover
fature losses,

Contributors to the corpus will,
therefore, have to charge much high-
er premiums from corporate clients.
This implies an escalation in corpo-
rate budgets. Several firms are, in
fact, planm.ug to revamp their inter-
nal security to guard against possihle
attacks. Coupled with higher insu-
rance premiums, this may result in
substantially higher fixed costs for
companies.

Despite the recent Mumbai attack,

1!
.cheap and skilled labour, davaloped

1

tributes as an investmen
1t continues to enjor

technological capabilities, efficient fi-
nancial architecture and enabling po-
licies. These advantages assure high
long-term returns from investments
in India. Whatever downside risks In-
dia faces in its economic outlook are
outcomes of the global financial melt-
down. The terror attack will have on-
ly moderate, short-lived impact on
the country.
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