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Abstract: This paper examines the position of Indiain the world trading system. It considers
three separate questions: Firstly, how integrated is Indiain world trade? Secondly, what gains
could Indiareap from further trade liberalization? Thirdly, what are the best meansto achieve
greater trade openness? The paper argues that while India s trade barriers have fallen since ex-
ternal sector reforms started in the early 1990s, they remain high relative to most devel oping
countries, in particular China. As aresult, the volume and structure of trade in India have experi-
enced a slower evolution away from quasi-autarkic patterns than China's. A survey of existing
estimates of the effect of trade openness on economic growth and the quality of policy and gov-
ernance suggests that India would have much to gain from further integration into the world trad-
ing system. Finally, the paper assesses the scope for liberalization through unilateral, regional or
multilateral means. The latter is both the most politically feasible path for further liberalization,
and the most likely to deliver significant gains from trade. The extent to which India can shape
upcoming multilateral negotiations, however, is unclear.
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1. Introduction

In recent decades, many developing countries have embarked on programs of external economic
liberalization. Figure 1 shows that, in 1960, 15.6% of the countries in the world, representing
19% of its population, were “open”, in the sense defined by Sachs and Warner (1995).% In 2000,
atotal of 73% of the countriesin the world were open to international trade, according to the
same criteria. However, these countries represented only 47% of the world' s population. The
main reason for this discrepancy is that, as of the year 2000, the world’ s two largest countries,
Chinaand India, remained essentially closed to trade.® In this, they shared the condition of such
countries as Algeria, Gabon, Haiti, Iran, Irag, Myanmar, Nigeria, Somalia and Syria, among oth-

ers.

These high barriers to trade remain despite recent efforts by Indiaand Chinato liberalize their
trade regime. These external sector reforms were begun in the mid-1970s for China, and in the
aftermath of the 1991 balance of payments crisisfor India. Aswe will argue, they resulted in
significant reductionsin trading barriers, and in the concurrent rise in the volume of trade in both
countries. They can aso be credited with significant improvementsin living standards. Yet, asa
variety of indicators of openness show, much remains to be accomplished to integrate almost two
and a half billion people to the world trading system. Thisis especially true for India, since ac-
cording to many measures of economic integration, its trade regime remains much more protec-
tionist than China’'s. Part of the difference in standards of living between these two countries can

be ascribed to this basic differencein policy.

In this paper, | will examine the current state of India’ s trade integration. | will argue that, while

recent reductions in policy barriers have gone some way towards increasing the extent of cross-

2 Sachs and Warner (1995) classified countries as being closed if one of the following criteriais satisfied: the aver-
age level of tariffsis greater than 40%, the coverage rate of non tariff barriers exceeds 40%, the black market pre-
mium is greater than 20%, there is a state monopoly on major exports, or the country’s economic system is socialist.
While these criteria may seem arbitrary, the statement that many more countries have chosen to open their trade
regimes in recent decades can hardly be disputed, and the Sachs and Warner classification provides the advantage of
aclearly defined and comparable metric of openness. Using the same criteria, Wacziarg and Welch (2002) have
recently extended the Sachs and Warner classification in space, to transition economies of Eastern Europe and the
former Soviet Union, and in time, to the year 2000. Figure 1 is based on both sources.



borders flows of goods and services between India and the rest of the world, India s trade regime
remains highly restrictive. In particular, India remains much more closed than the best available
comparison country, China. As | will detail below, according to many measures of trade policy
and trade volumes, Chinaistwice as open as India. In terms of per capitaincome evaluated at

purchasing power parity, Chinais also almost twice as rich.*

The natural question that follows this description of India s current trade policy is: How open
should India become? Large countries already have a diversified domestic production base and a
sizeable domestic market. As aresult, they tend to be more closed to trade than smaller coun-
tries, in terms of both trade policy and trade volumes.® This may explain why India remained
closed for so long, but carries little implication for how open it should now seek to become. To
answer this question, | will survey the likely effects of greater liberalization on Indian economic

growth and other economic outcomes.

Having argued that greater openness to trade is a desirable goal of Indian economic policy, | will
ask by which meansthis goal can be best achieved. In principle, liberalization can take severa
forms:. unilateral, regional or multilateral. The political feasibility of each of these differs, and
the likely gains from trade from various types of liberalization also differ. In the case of India,
the potential scope for and likely effects of regional trading agreements do not make them an ap-
pealing possibility, despite recent calls for an expansion and deepening of South Asian regional
agreements. Unilateral liberalization, while desirable to bring the average levels of policy-
induced trade barriersin line with most other developing countries, especially in Asia, is con-
fronted to a host of domestic political impediments, which | will review. Thisleaves multilateral
liberalization, the most promising avenue for further liberalization. Unfortunately, like many de-
veloping countries, Indiais not likely to carry much weight in upcoming WTO negotiations, in
part because its protectionist record does not give it much standing to argue for market access.

Since, in multilateral talks, obtaining concessions from trading partnersis often a precondition

® The reasons for this differ between the two. In the case of China, the country was classified as closed in 2000, ac-
cording to the Sachs and Warner criteria, because of its black market premium and its socialist economic regime. In
the case of India, the classification as closed is due to the level of tariff and nontariff barriers as of 2000.

* According to the World Bank, in 2000 China's per capitaincome at purchasing power parity was $3,920, while
India' s was $2,340.

® For more on this point, see Alesina and Wacziarg (1998), Wacziarg (2001) and Spolaore and Wacziarg (2002).



for agreeing to greater openness, especially with respect to obtaining domestic support for liber-
alization, the scope for great strides in liberalization through upcoming WTO negotiations ap-
pears limited a priori.

To summarize, this paper is organized as follows. Section 2 asks: How integrated is Indiato the
world economy? Section 3 will address: What are the potential gainsto Indiafrom greater trade
openness? Finally, section 4 seeks an answer to: What are the best means for Indiato achieve a
higher level of commitment to trade openness?

2. How integrated in India to the world economy?

Since the early 1990s, India has progressively reduced policy impediments to trade in goods and
services. The early impetus for these reforms came from IMF sponsored adjustment in the wake
of the June 1991 balance of payments crisis, and was sustained in the form of tariff reductions
throughout the first half of the 1990s, before slowing down significantly in the second half. The
reduction in policy barriers led to a significant expansion of the volume of trade, even in relation
to GDP. Below, | review the dynamic evolution of Indiatrade volume, trade structure and trade
policy, focusing in particular on a comparison with China s.® Before doing so, several remarks

areinorder.

Firstly, it is clear that the are many ways to define openness — either by policy measures (tariff
and nontariff barriers), by computing rates of effective protection or simply by the ratio of im-
ports plus exports to GDP. Moreover, these variables can be expressed either in levels or in time
changes. Implementing protectionist policies can involve “creative’ non-formal barriers, such as
phytosanitary measures, export marketing boards or small scale reservations, all of which are
used and abused in India. In principle, exchange rate policy can aso have a bearing on trade bar-
riers. For example, asiswell known, if exporters have to purchase some foreign inputs using

foreign currency obtained on the black market, but remit their foreign exchange receipts from

® Excellent discussions of similar issues can also be found in Srinivasan (2001) and Srinivasan and Tendulkar
(2001), athough the treatment of India’ s trade policy there does not focus on a comparison with China.



exports to the government at the official exchange rate, a system of dual exchange rates can act

asatrade restriction.’

Secondly, there are strong interactions between trade policy and other domestic policies, so that
trade liberalization should not be viewed in isolation from domestic reforms. For example, liber-
alizing trade without removing regulations that limit the flexibility of domestic labor markets
may preclude the realization of gains from comparative advantage, which are mediated by sec-
toral change and require labor flexibility. Similarly, small scale reservations, which reserve pro-
duction of certain products such as pickles, bread and cashewnuts to the small scale sector, inter-

fere in obvious ways with India’ simports.

Thirdly, a comparison with Chinais useful because both countries are of comparable sizes and
both have a history of inward-looking trade policies. The comparison is also interesting because,
according to many observers, since 1975 China has managed to achieve unprecedented rates of
per capitaincome growth through gradual liberalization, so that India can benefit from China's
experience with trade liberalization. However, the reader should be cautioned that the compari-
son is not without its problems. China's selective liberalization amounted to arelease from a
command economy, while India s reforms occur in the contect of a controlled economy. For this
reason, it is not clear that China s growth rates can be sustained. Moreover, China stradeis
characterized by a high fraction of reexports, in particular viaHong Kong, so that trade volume
measures may not capture China strue level of openness. Despite these drawbacks, as we argue
below a careful comparison of India s trade policy regime with China's yields useful policy les-

Sons.

A. Trade policy reforms; 1991-2002

Tariffs. Figure 2 displays the evolution of average unweighted tariff rates for India, China, and
an unwei ghted average of 129 developing countries, using datafrom the WTO and UNCTAD.
The data show that the reduction in average tariffs is a general phenomenon. In India, the biggest

" However, complete discussions of India’s non-formal trade policy measures and exchange rate regime would re-
quire separate treatments and are therefore beyond the scope of this article. For an excellent discussion of India's
exchange rate regime, see Acharya (2002).



reduction occurred in the immediate aftermath of the 1991 balance of payments crisis, and that
the trend towards lower average tariffs was reversed in 1998. Indian tariffs have increased
dlightly since then, as aresult of the conversion of nontariff barriersto tariff barriers, in line with
Title X1 of GATT. Figure 2 also showsthat India s average tariff in 1999, at 32.2%, remained
higher than either China' s (16.8% in 1998) and the average of other developing countries (11.3%
in 1999). As stated by Srinivasan (2001), as of 2001, “India has remained one of the most autar-
kic developing countries”. In fact, looking a simple unweighted tariffs, it appears that Indiais

twice as closed to trade as China

Of course, asimple consideration of unweighted average tariffsis not enough to characterize In-
dia strade policy. Table 1 displays average weighted and unweighted tariff rates for Indiaand
China, for various years since 1990. Once weighted by the share of imports, the difference in tar-
iff rates as of 1999-2000 were similar to those for unweighted rates — 14.7% for China and
28.5% for India. The smallest difference wasin primary products (18.8% versus 23.2%, respec-
tively), with larger differences in manufactured products (13.7% versus 32.7% respectively).
Perhaps more importantly than average levels, the standard deviation of tariffs captures the de-
gree of distortiveness of the trade regime. It iswell known that the rate of effective protection,
which result from the fact that both a producer’ s output and inputs are covered by tariffs, is equal
to the statutory tariff rate if the latter is uniform across inputs and outputs. Moving towards uni-
form tariffs therefore goes some way towards reducing peak rates of effective protection. Part of
India’ strade liberalization has consisted of areduction in the dispersion of tariff rates. Table 1
shows that the standard deviation of tariff rates, computed using the tariff schedules at the 10
digit level (whichisthe level of disaggregation at which tariffs are set) has fallen from 39.4% in
1990 to 12.3% in 1999. The reduction in dispersion is even more pronounced for manufactured
goods, and is comparable in magnitude to the reduction experienced in China. Arguably, further
reductions in the dispersion of tariff rates, an often overlooked goal of trade reform, would go a
long way towards eliminating distortions, and might be easier to achieve politically than reduc-

tions in average tariff rates.

Another way to assess the magnitude of tariffs, weighted by the volume of imports, isto examine

the ratio of import tax revenues to total imports. This may provide aless accurate picture of the



state of current policy, since the figures do not refer to statutory rates. But they may provide an-
other notion of the degree of openness of the trade regime, perhaps closer to the actually en-
forced average tariff rate. Figure 3 displays this datafor India and, when available, for China,
between 1974 and 1998. This data confirms and amplifies previous observations based on tariff
rates. Firstly, in both countries the ratio has fallen over time, from 42.18% in 1990 to 21.05% in
1999 for India. Secondly, India sratio of import duties to total imports is much greater than of
China's (21.67% in 1998 versus 2.76% in Chinain 1998). The data for China are spotty and may
be relatively unreliable compared to those from India, so we should not make too much of this
huge difference. However, many Chinese imports are not covered by tariffs at al, which might
also explain the small figure and suggests that the actual differencesin tariff regimes based on
statutory rates may be somewhat underestimated.

A more disaggregated picture of India s tariff policy can be gleaned from Table 2, although with
data restricted to manufactured goods. The table shows the evolution of tariff rates since 1990,
for the 28 sectors of manufacturing activity that make up the 3-digit classification. A similar pic-
ture emerges, with areduction in average manufacturing tariffs from 87.04% in 1990 to 37.25%
in 1999, and a reduction in their standard deviation (from 24.67% to 16.17%).2 In all years, how-
ever, China s corresponding figures are smaller, and India’ s average manufactured tariffs ap-
peared dlightly less than twice as large as China sin 1999. India’ s tariffs rates in 1999 ranged
from 22.96% (Printing and Publishing) to 116.67% (Beverages).

A look at the more recent evolution of tariff ratesin India since 1999 reveal s atendency for av-
erage tariffsto rise.? Table 1 already showed atendency for increases in average tariffs, both
weighted and unweighted, between 1997 and 1999. This s particularly pronounced for primary
products, but holds also for manufactured products (Tables 1 and 2). The same worrisome ten-

dency has continued since 1999.1° As suggested above, thisis to alarge extent the result of the

® The average tariffs are unweighted and computed over the 28 sectors of the 3-digit classification. Similarly, the
standard deviation is computed over average tariffs within the 28 sectors, and might understate the true level of dis-
persion since there is considerable within 3-digit sector variation in tariffs.

° Figure 2 and Tables 1 and 2 do not display recent figures for lack of internationally comparable data.

1% However, the Union Budget 2001-2002 announced an end to a special 10% surcharge on customs duties and a
reduction in tariffsto “East Asian levels’ within three years. See the 2002 Economic Survey of India, section 6.36.
Whether the latter announcement will be implemented will largely be afunction of domestic political developments,
and is therefore uncertain.



conversion of quantitative restrictions (QRs) to tariff barriers, required as aresult of GATT’ s Ar-
ticle X1. Higher tariffs substituting for phased-out QRs were possible in the context of high nego-
tiated tariff bound rates under the Uruguay Round agreement, as suggested by Srinivasan (2001,
p. 6).1* The 2002 Economic Survey of India (section 6.36) describes with glee the various “trade
defense measures’ put in place to “provide adequate protection and alevel playing field to do-
mestic players vis-a-visimports’, as aresult of phasing out QRs. These include concentrating the
imports of several agricultural productsin the hands of a“ State Trading Enterprise”, raising cus-
toms duties on selected agricultural products, more stringent enforcement of “sanitary” measures
on such products, real time monitoring of import surges, and active antidumping actions. The
bottom line is that the impetus for further reductions in tariffs has been halted since 1998, and

even reversed, especially in the case of primary products.

Quantitative Restrictions. Other measures of trade policy restrictiveness include quantitative

measures and other nontariff barriers. The data for these are less straightforward to interpret and
to compare internationally than tariff rates. Typical measures of quantitative restrictions refer to
their coverage rate, as a share of tariff lines or product categories, rather than to how binding
these restrictions actually are. The phasing out of QRs has arguably been the single most suc-
cessful area of trade liberalization in Indiain recent years. This may result from the fact that it
came as adirect consequence of India’ s commitments under GATT agreements, chiefly the Uru-
guay Round. According to Srinivasan (2001), who cites data from Pursell (1996), “in the pre-
reform period, the QR protected share was as high as 93% in total tradable GDP, and it had come
down to 66% by May 1995”. A less satisfactory but easier to compute measure for the coverage
rate of nontariff barriers consists of the share of tariff lines that feature such restrictions. Data
from the World Bank suggest that, in the period 1991-1993, the coverage rate of nontariff meas-

ures for Indiawas 62.6%, and for China 11.3%, as a percentage of tariff lines.'? According to

™ According to the WTO's Trade Policy Review of Indiain April of 1998, under the Uruguay Round, “India has
bound 67% of al itstariff lines, whereas prior to that only 6% of tariff lines were bound. The bindings range from 0
to 300% for agricultural products, from 0 to 40% for other products’. Negotiated reductions in these bound rates
have been slow to come since they were agreed to in 1990, providing the Indian government with considerable lee-
way to raise tariffs.

12 These measures comprise all quantitative restrictions (prohibitions, quotas, non-automatic licensing, VERs and
MFA), price control measures (minimum, reference or basic import price systems, price surveillance and voluntary
export price restraints), additional customs formalities and other entry control measures, and local content require-
ments, but exclude para-tariff measures, automatic licensing and import surveillance, advance payment of duties and
import deposits and anti-dumping and countervailing actions.



Lardy (2000), this coverage rate had fallen below 4% of all import tariff linesin Chinain 2000.
Table 3 shows the evolution of such ameasure since 1996 for India. The decline is quite spec-
tacular, with the coverage rate falling to 12.96% in 2000 and 5.30% in 2001. Out of 10,149 tariff
lines, 9,611 are free of QRs, 479 are “restricted” and only 59 are characterized by outright prohi-

bitions.*®

Oneironic feature of the removal of remaining QRs on imports as of April 1, 2001, isthat it does
not seem to have led to a surge of imports. The Economic Survey of India (2002) goes through
great lengths arguing that the effects of this removal were benign, in the sense that it did not af -
fect the domestic industry. Surveying imports of “sensitive items’ (including such strategic
products as umbrellas, locks and toys), the survey shows that from April to December 2001, their
imports increased by only 2.1%. This suggests either that the QRs were not binding, or that the
increase in tariffs and other “ defensive” measures to substitute for them were effective in protect-
ing domestic producers. Either way, the gains from trade do not seem to have been realized, else
asurge in imports would have been experienced. A trade economist should remind policymakers
that the removal of trading restrictions should lead to import (and export) surges, as the economy
adjusts to the market-driven pattern of comparative advantage. Barring this, liberalization
achievesllittle, in good or bad. The political motives underlying the tone of the survey is per-
fectly understandable, but if its message is correct, the removal of QRs may not have achieved
much, at least in the short-run.

Antidumping. The last item on the trade policy agenda concerns the use of anti-dumping meas-
ures, and the least that can be said here is that India has increasingly abused this unfortunate
loopholein WTO rules. Table 4 shows the number of antidumping (AD) measuresinitiated by
the top 15 initiators. India has slowly moved to near the top of the list, second only to the United
States in 2000-2001 with 116 measures initiated. According to the WTO, Indiais actually first
(or last, depending on how you view things) in terms of measures actually enacted, with 94
measures in place versus 65 for the United States in 2000-2001. In other words, Indiais the most

active user of AD measuresin the world.

13 Restrictions and prohibitions are allowed by the WTO “on the grounds of health, safety and moral conduct”, ac-
cording to the 2002 Economic Survey of India, section 6.27.



In contrast, China has not initiated or enacted a single AD measure since 1995. It has, however,
been the target of many (Table 5). In fact, roughly 20% of India sinitiated and enacted AD
measures were directed at China, by far India’s main target. Perhaps as aresult of the increase in
India’s use of AD, she has herself increasingly become the target of such measures, as shownin
Table 5. The main initiators and enactors of AD measures directed against India between 1995
and 2001 were the European Union, South Africa and the United States, in that order.

Antidumping thus appears to be a prime policy substitute used by Indiato replace reduced tariffs
and phased out quantitative restrictions. It is of course much more difficult to assess the actual
level of protection afforded to the domestic economy by AD measures compared to other protec-
tionist policies, but the substitution of this form of protectionism for the older onesis clear.

B. The volume of trade: a measure of actual integration

The gradual liberalization of India’s trade regime has led to a significant increase in the volume
of trade, especialy in the first half of the 1990s. Figure 4 displays the ratio of imports plus ex-
ports to GDP for India, China and a population weighted average of 166 other countriesin the
world. Although they follow the general pattern of increasing trade volumesin relation to GDP,
both China and India trade much less internationally than the average country. As we discuss be-
low thisislargely dueto their large size. Comparing Chinaand Indiais perhaps more meaning-
ful. This comparison reveals that, although China remained more closed to trade than India over
much of the period since 1950, it “took over” in the mid 1980s. Since then, China' s trade ratio
has tripled, while India s has less than doubled. As aresult, on this metric, once again, Chinaas
of 1998 appears almost twice as open as India, despite its larger size. Moreover, the ratio of trade
to GDP seems to have stagnated in India between 1995 and 1998.

A further comparison of the growth of imports and exports of merchandises separately can be
obtained from Table 6, which shows that the volumes of both imports and exports actually de-
creased in average annual ratesin Indiain the 1980-1990 decade, while they rose at rates of
13.9% (for exports) and 15.8% (for imports) in China. The effects of liberalization on the trend



in export and import volumes is apparent since both picked up in Indiain the ensuing decade
(1990-1998), although at a rate much slower than China s (the value of exports and imports also
grew much faster in Chinain both decades).

C. The structure of trade

The evolution and characteristics of India’ s trade structure have been superbly dealt with else-
where (see Srinivasan (2001) and Srinivasan and Tendulkar (2001)), so | will not dwell on them

too long. However, afew points deserve to be made, in particular in comparison to China.

The Sectoral Structure of Trade. The first aspect of the structure of Indian trade concerns the

main product categories imported and exported. Figures 5 and 6 display the 4 main exports and
imports of India, from 1960 to 2000.** The four main merchandise export categories consist of
non-metallic mineral manufactures (i.e. gems, jewelry and related products), clothing, textile
yarn fabrics and coffee, tea, cocoa and spices, which jointly account for almost 50% of goods
exports. One important difference with Chinais that China exports, as a share of total exports,
more machinery and equipment. China s four main exports are clothing and garments, yarn and
textiles, electrical machinery and equipment, and petroleum and related products, but these cate-
gories accounted for only 31% of Chinese goods exports. In other words, Chinese exports are
much more diversified than Indian exports. The structure of Chinese exports by products has also
changed much more rapidly than India’s, illustrating China’ s move “ up the value-added ladder”
(the evolution among the top four categories was characterized by a relative decline of textiles
and clothing, and a concurrent rise of the share of electrical equipment) . In contrast Figure 5il-
lustrates the great stability of India s goods export structure since 1980. Since Indiain that period
started out with a highly distorted trade regime, it is probable that the main adjustment in export
structure that should be expected to accompany trade liberalization has not occurred yet.™

4 For an in-depth analysis of India’ s export performance in comparison with other fast-growing Asian countries, see
Tendulkar (2000)

> More generally, Seddon and Wacziarg (2001) document the stability of sectoral labor shares following episodes of
trade liberalization in devel oping countries. The fact that economic structures, in the sense of sectoral composition,
respond slowly to major changesin the trade regime in devel oping countries remains a puzzle for international
economists. On the other hand, this fact should assuage fears of sectoral upheaval following liberalization.

10



Other features of Indian exportsin relation to China' s can be inferred from Table 7. Two notable
features are that China exports more manufactured goods, as a share of total merchandise exports
(88% of merchandise exports, versus 72% in India), and that India s service exports represent a
greater share of total exports than in China (27.60% versus 10.23% of total exportsin 1999). Ac-
cording to The Economist Intelligence Unit, (2001, p. 31), information technology (IT) products,
“mainly software, account for 15% of India stotal exports’. The increase in the share of services
in total exports, driven to alarge extent by IT, has been quite spectacular since the early 1990s.
The category “other” in Table 7, which comprises IT exports, rose from 22.7% of service exports
in 1990 to 30.3% in 1999 (although software exports slowed down significantly as aresult of the
IT “meltdown” in the United States since 2000). It is eminently difficult to establish what prod-
ucts a country has a comparative advantage in, but there is a strong presumption, judging by the
expansion of the IT sector in exports since the reforms began, that in the case of India, IT isone

are of comparative advantage.

Turning to the main import categories, Figure 6 shows that the four main import categories -
mineral fuels, basic manufactures, machines and transport equipment, and chemicals — account
for over 90% of India’ s goods imports. The shares of these categories have remained surprisingly
constant through time. This again contrasts with the less persistent shares of China smain im-
ports - industrial machinery, textiles, electrical machinery, and petroleum & petroleum products -
characterized by a decline of the first two and arelative increase of the last two over the last dec-
ade. Again, China’ s imports are more diversified, as the top four import categories account for
less than 35% of imports. The persistence and concentration of India s trade structure by product
category is another indicator of India’ s closedness, relative to China. One would expect changes
in the structure of imports and exports, and greater diversification (especially of imports) if and
when trade barriers are brought down from their still very high levels. This seems to be what

China has experienced since the early to mid-1980s.

Main Trading Partners. Figures 7 and 8 present the breakdown of India’simports and exports

(respectively) by main trading partners. The structure of imports by geographic source suggest a
declinein the shares of OPEC, the EU and the United States over the last decade, an increasein
the share of non-Asian developing countries as sources of imports (from 28.2% in 1990 to 54.7%

11



in 2000), aswell as a growing share of East and South East Asian countries as a source of Indian
imports. More interestingly perhaps, the structure of exports by destination zone has also
changed, with marked increases in the shares of the United States (from 11.1% of exportsin
1980 to 20.9% in 2000) and of Asia (from 13.4% of exportsin 1980 to 21.4% in 2000). A very
similar pattern was experienced by China, although the share of the EU and US in China s trade

rose faster than in the case of India

3. What arethe potential gainsto Indiafrom greater trade openness?

Thisanalysis of the dynamics of trade openness in India and China begs an important question:
how open should we expect large countries such as India and China to be? Some observers have
suggested that large countries like India and China can “afford” to remain closed to trade, be-
cause they have sizeable internal markets and diversified output structures. It istrue that larger
countries, whether size is measured by population or by the size of the market, tend to be more
closed to trade. A recent literature has explored the geographic and demographic determinants of
trade openness, and one of the most robust predictors of the degree of trade openness turns out to
be country size (see for instance Alesina and Wacziarg (1998), Wacziarg (2001) and Spolaore
and Wacziarg (2002)). Moreover, according to empirical estimates based on alinear specifica-
tion linking the trade to GDP ratio to the (log of ) the size of the population and some geographic
determinants of openness, both India and China were more open (over the period 1960-1989)
than we should expect them to be on the basis of their size and geographic characteristics

alone.®

The example of China shows that even alarge country like India could become much more open.
Indeed, the fact that alarge size makes openness less crucial and protectionism more sustainable,
while it may explain why India and to alesser extent China have remained so closed for so long,

does not preclude sizeable gains from trade for large countries, and has therefore little implica-

'8 Thisis done by comparing the fitted val ues from these models for India and Chinato their actual level of open-
ness. In typical regressions the predicted trade to GDP ratio for each country is on the order of 10 percentage points
below the observed level of openness, but thisis not surprising since India and China are in the upper tail of the size

12



tion for how open India ought to become. To assess this, a quantification of the potential gains

from trade openness is necessary, and we will now turn to this topic.

A. Trade and Growth

Figure 9 shows a moving average of the annual growth rate of India’'s GDP at factor cost, over
the period 1950 to 2001. The pace of growth over this period is characterized by roughly three
phases: Firstly, from 1950 to 1975, the period of the “Hindu rate of growth”, which was actually
closer to 3.5% than to the often-cited 3%. Secondly, from the mid-seventies to 1991, when
growth rose to an average of 4.8%. Thirdly, the post reform period, when growth averaged 6%
per year. Aswe will see below, part of the acceleration in growth during the reform period can
be credited to external liberalization. It is always worthwhile to remind the reader that an in-
crease in average growth from 4.8% to 6% can have enormous welfare effects over the long-run
due to compounding. Assuming an unchanged rate of population growth of 1.8%, and starting
from the 2000 level of per capitaincomein PPP US dollars ($2,340), a sustained growth rate of
GDP of 4.8% means that, in 2030, per capitaincome will have risen to $5,680, roughly the cur-
rent level of income of Panama. A sustained growth rate of 6%, in contrast, implies alevel of per
capitaincome of $8,040, roughly the current average income in the Russian Federation. If India
manages to raise the average rate of growth of GDP to the level that China claimsto have
achieved over the 1990s (9.9%), per capitaincome in 2030 could reach $24,210, approximately

the current level of France! (thisis admittedly avery far-fetched scenario).*’

Within the reform period, it isinteresting to note that the rate of growth was highest during the
aftermath of the 1991 crisis, which was the most active period of reforms, the years 1994-1996
being arguably the period of fastest GDP growth ever experienced by India. Asthe reforms

slowed down in the mid-1990s, growth also slowed, and was further affected after 1999 by the

distribution, and should therefore be expected to lie above the regressions line (given that openness is bounded be-
low by zero).

¥ The data on Chinese growth are heavily debated. Thereis, however, little doubt that China grew faster than India
over the recent two decades. According to official statistics, since 1981 there has been only one year when China did
not grow faster than India (1990). Over the entire 1981-2001 period China’s average annual growth rate of GDP was
(officially) 9.5%, while India’ s was 5.6%. The result of thisisthat Chinais, according to some PPP income esti-
mates, almost twice asrich as Indiain per capita terms: $3,920 in 2000, versus $2,340, according to the World
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slowdown in world growth. It is hard to infer causality from a single short time-series, and harder
even to infer causality from a simple correlation, but this pattern is indicative of arelationship
between trade and economic growth that a recent large and growing literature has documented

perhaps more convincingly.

Table 8 presents estimates from some recent papers attempting to quantify the relationship be-
tween trade and economic growth. Most papers focus on the impact on growth of per capita
GDP, but some, such as Edwards (1993), focus on TFP growth, and others on the level of per
capitaincome (Frankel and Romer (1999)). Similarly, some papers evaluate the impact of differ-
ence in trade policy, others trade volumes. This literature therefore provides a good opportunity
to examine the potential income gains that India could reap from further liberalization, based on
avariety of indicators.’®

Probably the most often cited investigation of the effect of outward orientation on growth is
Sachs and Warner (1995). They construct an indicator of outward orientation for the 1980s, and
include it in agrowth specification controlling for other common determinants of per capitain-
come growth. Their indicator takes avalue of 1 if none of the following conditions is satisfied:
the average level of tariffsis greater than 40%, the coverage rate of non tariff barriers exceeds
40%, the black market premium is greater than 20%, there is a state monopoly on major exports,
or the country’ s economic system is sociaist. As argued earlier, for India and China, thisindica-
tor takes on avalue of O for the 1980s.® The potential gains from switching to avalue of 1, ac-
cording to Sachs and Warner, is equal to a huge 2.45 percentage points of annual growth, after
controlling for other common growth determinants. The change in trade policy under considera-
tion isone that occurs from very high levels of protection, which may explain the size of the ef-
fect. Moreover, the indicator has recently come under attack for reflecting mostly the level of the
black market premium on the exchange rate, which may proxy for poor macroeconomic man-

agement rather than trade openness (see for instance Rodriguez and Rodrik (2000)). For these

Bank. PPP comparable per capitaincome data for 1998 from the recent release of the Penn World Tables (version
6.0) suggest asmaller difference - $3,203 for China, versus $2,464 for India, in 1996 US dollars.

18 The papers cited in Table 8 are but part of amuch wider literature arguing that trade openness is good for growth.
For the sake of completeness, we should cite Dollar (1992), Ben-David (1993), Krueger (1998), Ades and Glaeser
(1999), among many others.
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reasons, an estimate of 2.45 percentage points of growth is probably a gross overestimation of

the effect of changesin trade policy aone.

In arelated paper (Wacziarg (2001)), | addressed the confusion that often arises between policy
measures of openness, and the volume of trade. What we are redlly interested in is the effect of a
changein trade policy. | constructed a measure of openness that captures the extent to which
trade policy measures — namely tariff barriers, the coverage rate of non-tariff barriers, and an in-
dex of overall outward orientation — affect the observed volume of trade. | then used this policy
component of trade volumes as a measure of policy openness in a growth regression. Obviously,
trade volumes are increasing in the openness of trade policy. The estimated effect suggested that
raising trade volumes by 10% through changes in trade policy alone could raise the annual rate
of growth of an economy by roughly 0.7 percentage points (the estimates are based on instru-
mental variables estimation to correct for possible reverse causality between openness and
growth). This estimate rose to 0.85 percentage points when the regressions were run on a sample
of developing countries only, hinting that the potential gains from trade liberalization are larger
for LDCsthan industrial countries. Looking at India s trade to GDP ratio over the 1990s (Figure
4), we see that it rose from 17% to 25% between 1990 and 1998. Surely not all of it was due to
trade policy liberalization, but the orders of magnitude suggest that, if my estimates are taken
seriously, about half of the increase in growth in Indiain the 1990s compared to the 1980s can be
attributed to increased trade openness.

Other papersin thistradition deliver asimilar message. Frankel and Romer (1999) estimated the
effects of changesin the volume of trade (measured by the trade to GDP ratio) on the level of per
capitaincome, using an instrumental variables estimator to identify the direction of causality.
Their estimate suggests that a 1 percentage point increase in the trade to GDP ratio is associated
with an almost 2% increase in the level of per capitaincome. If we believe their estimate, the 8
percentage point increase in India’ s trade to GDP ratio between 1990 and 1998 might well be
responsible for a 16 percentage point increase in the level of per capita GDP in Indiaover this

period (the total increase in per capitareal GDP during this period, according to the Penn World

¥ Horn and Wacziarg (2002) updated this indicator for the 1990s and found that both India and China remained
closed as of 2000. For India, this was largely due to the high levels of tariffs and NTBs over the period.
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Tablesversion 6.0, was 40%). Finally, Edwards (1993) looked at a variety of indicators of trade
openness, and examined their impact separately on the rate of technological progress (TFP
growth) in a cross-section of countries in the 1980s. For seven out of nine indicators, the esti-
mated effect of openness was positive and statistically significant. Table 8 displays three of these
estimates. For example, a 10 percentage points reduction in average tariffsis associated with a

0.45 percentage point increase in annual TFP growth.

A discussion of India s potential gains from greater openness would not be complete without a
mention of arecent famous study that many interpret as casting doubts on this result, that of
Rodriguez and Rodrik (2000). | do not view this paper as succeeding in overturning past results,
however. In this paper, the authors examine the sensitivity of the estimated coefficients of the
main studies in thisliterature (including all the ones mentioned above) to changes in specifica-
tion, samples, and measures of openness. They conclude that the estimated effect of trade open-

ness on growth is much more fragile than the literature would lead a naive reader to believe.

My interpretation of these resultsis that they boil down to two main points: Firstly, it is possible
to find econometric specifications that will make the effect of openness statistically indistin-
guishable from zero (they state that “we know of no credible evidence--at least for the post-1945
period--that suggests that trade restrictions are systematically associated with higher growth
rates.”). This, of course, istruein any empirical application and is not very informative of the
most “reasonable’ estimates. The range of estimates reviewed above, in fact, reflects closely the

consensus of the economics profession asit results from amultiplicity of empirical studies.

Secondly, protectionismis highly collinear with other “bad” policies, such as ahigh level of do-
mestic price distortions, poor macroeconomic management and defective governance, soin a
context where all these policies are measured with error it is econometrically difficult to tell
apart which istruly adeterminant of growth. Thisis part of the reason why the effects of protec-
tionist policiesisless robust than might be expected. The correlation between “bad policies’ is
indicative that part of the effect of openness on growth might occur indirectly, through its effect

on domestic policy quality, atopic to which we now turn.
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B. Trade, Inequality and Intersectoral Labor Movements

Growth, of course, is not the sole outcome of interest to policymakers. It is widely recognized
that the impact of trade liberalization on average per capita growth might be outweighed by
negative effects on income distribution and intersectoral (or intrasectoral) worker displacements.
There is no convincing cross-country evidence suggesting that greater openness to trade is asso-
ciated with greater income inequality in developing countries, although there is a controversial
literature arguing that increased trade has led to greater wage dispersion in the United States. In
fact, according to the Heckscher-Ohlin model of trade, greater openness in developing countries
should lead to arise in the wage of unskilled labor and areduction in the relative rental to capi-
tal, because of atendency towards international factor price equalization brought forth by open-
ness. But leaving aside this interesting theoretical possibility (itself based on amodel that has not
received overwhelming empirical support, to say the least), as a matter of empirics there is scant
evidence of any link between openness and inequality (this may be duein part to the poor quality

of cross-country comparable data on income inequality).

Turning to intersectoral labor movements, it is widely recognized, again as a matter of theory,
that areduction in trade barriers should lead to a reallocation of labor to sectors with a compara-
tive advantage. Thisreallocation is often faulted for creating costly social adjustment and persis-
tent unemployment in the context of imperfect intersectoral labor mobility. However, in Seddon
and Wacziarg (2001), we examined 25 recent episodes of trade liberalization in developing or
transition economies, and in most of these countries found little evidence of sectoral upheaval,
defined by increased cross-sectoral labor movements at a horizon of 5 to 8 years following liber-
alizations. This confirmed case study findings of developing countries trade reform, surveyed in
our study. The explanations for these puzzling findings are several. Some devel oping countries
have enacted domestic policies of industry subsidization that have partly undone the effects of
external sector reform. Others had rigid labor markets that precluded adjustment, or entailed ad-
justment through other factors of production besides labor. In some cases, |abor movements oc-
curred within sectors, across firms, rather than across sectors, with correspondingly more benign
effects on welfare. Finally, when it comes to devel oping countries, in the midst of rapid struc-

tural transformation, variationsin trade openness likely account for asmall portion of the vari-
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ance in sectoral labor shares. Irrespective of the cause, our findings cast doubt on the most often
cited source of the gains from trade, at |east in the short to medium run: the classical sectoral re-
allocation allowing countries to reap the benefits of comparative advantage. In the short to me-
dium run, the observed surge in growth resulting from liberalization probably finds its source

elsewhere.

C. Incentives, Investment and Governance

As| have just argued, gains from comparative advantage are only one aspect of the overal gains
from trade. Since specialization according to comparative advantage involves |osers and winners,
astrict focus on comparative advantage could lead to understate the political feasibility of re-
formsif the gains from trade also occur through other channels. One recent area of inquiry has
focused on the effects of trade openness on incentives — to accumulate, innovate or improve eco-
nomic policy. One often cited effect of liberalization is its procompetitive effects — by increasing
the extent of the market, trade openness reduces the monopoly power of domestic producers,
yielding incentive gains in the forms of lower markups and higher output volumes. Wacziarg
(1997) demonstrated how these procompetitive effects could trandate into dynamic gains from
trade.

Theories that focus on procompetitive effects have received considerable empirical support from
microeconometric studies of firm behavior. Harrison (1994), using plant-level data on Cote
d’Ivoire, reports that ignoring the changes in market structure may lead to understating gainsin
productivity growth which resulted from the 1985 trade reform; in particular, this paper shows
that liberalization reduced price-cost margins and excess profits. De Melo and Urata (1986)
found similar results when looking at industry markups before and after the 1976 Chilean re-
form. Harris (1986), in the context of a CGE model for Canada, argued that “large welfare gains
are explained in terms of scale economies and the procompetitive effects of import competition”
resulting from a 50% reduction in trade barriers. Lastly, Levinsohn (1991) examines the size of
markups for five Turkish manufacturing industries before and after liberalization, and observed

that statistically significant reductions in markups occurred in four of the five industries.
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In Wacziarg (2001), | attempted to quantify empirically the channels whereby trade affects
growth. The main channel by far is through the rate of physical capital investment, accounting
for over half of the estimated effect. This confirmed results from Levine and Renelt (1992), who
could not reject the hypothesis that the only robust way the volume of trade affects growth is
through itsindirect effect on investment rates, and Baldwin and Seghezza (1996), who stressed
trade-induced, investment-led growth as a general consequence of greater openness. Figure 10,
which displays the time path of the gross savings rate in India since 1980, confirms asurge in
domestic savingsin the reform period. India as a case study therefore appears to conform to the

more general findings of the cross-country literature.?

Researchers have also explored the effect of increased trade openness on the quality of policy
and governance. For instance, Ades and Di Tella (1999) showed that countries with greater im-
port penetration tend to display smaller indices of corruption. Their argument is that openness to
international markets increases the sanction imposed for poor governance, because businesses
have an option to move to less corrupt countries. They state: “Using data on corruption

from two different sources, we find that corruption is higher in countries where domestic firms
are sheltered from foreign competition by natural or policy induced barriersto trade(...)”. For-
merly, Mauro (1995) had shown the negative impact of poor governance, in particular corrup-

tion, on rates of per capitaincome growth.

Beyond its impact on physical capital investment and governance, greater openness also has di-
rect effects of policy. In Wacziarg (2001), | examined the quality of macroeconomic policy asa
possible channel linking openness to growth. | constructed an index of macroeconomic policy
quality based on a country’s performance in terms of inflation, fiscal deficits and public debts,
relative to other countries. The index ranged from 1.7 for the country with the worst macroeco-
nomic management, to 8.5 for the country with the best quality of macroeconomic policy. A 10
percentage point increase in the trade to GDP ratio, attributable to more open trade policies only,
was estimated to raise the index by a statistically significant 0.27 points. In turn, such an increase

in the index led to an annual increase in growth of 0.13 percentage points (0.17 pointsin a sam-

% Again, the reader is cautioned that a single, short time series can only count as presumption rather than proof, and
that a correlation does not imply causation.
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ple of developing countries only). In other words, greater openness has the potential to raise
growth significantly through its effect on the quality of macroeconomic management alone. The
economic argument accounting for this effect is twofold. Firstly, the cost of sanctions from inter-
national markets for macro mismanagement, in the form of capital flight, is greater in more open
economies, providing a better check on policymakers. Secondly, the imperative of domestic
macroeconomic stability is greater when firms are engaged in trade in a volatile international

context, raising the benefits of better macro management.

To conclude, the existing literature on trade and growth points to potentially large growth gains
from further liberalization of India s trade regime. These gains are mediated by better incentives,
higher rates of physical capital investment, better governance and better macroeconomic man-
agement. Finally, trade liberalization in developing countries does not seem to be associated with
widening income disparities or with intersectoral upheaval, contrary to frequent claims from op-

ponents of globalization.

4. What arethebest meansfor Indiato achieve a higher level of commitment to trade

openness?

The last question posed by this paper is: how can India best achieve greater integration to the
world trading system? There are three basic, non-mutually exclusive options to consider: India
could choose a path of unilateral liberalization, whereby trade barriers are brought down as a
result of domestic conditions and domestic policy changes, without being negotiated with an out-
side party. Thisis essentially what occurred in the aftermath of the 1991 crisis, athough the IMF
and World Bank provided advice and impetus. India could also participate more actively in exist-
ing regional trading arrangements, in the context of the South Asian Association for Regional
Cooperation (SAARC) or even of the Association of Southeast Asian Nations (ASEAN), or seek
to form anew one, such as a*“Bay of Bengal Community”.?* Finally, India could actively seek

market access in the context of the upcoming multilateral trade talks of the Doha Round, in ex-

2! See Baru (2001) for such a proposal.
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change for barrier reductions on the basis of the most-favored nation principle. In what follows, |

briefly consider the economic arguments for and the political feasibility of each of these options.

A. The Unilateral Option

Unilateral liberalization, characterized by further reductionsin the average level of policy-
induced barriers to trade, applying uniformly to all of India s trading partners (i.e. based on the
most favored nation principle) and further reducing the cross-product variance of barriers, could
in theory yield sizeable gains from trade through a reduction in pricing distortions and the other
channels discussed above. As mentioned earlier, this was essentially the reform model followed
in the aftermath of the 1991 crisis. However, as | argued in Section 1, the impetus for external
sector reforms has largely stalled since the mid to late 1990s. There now appears to be no politi-

cal consensusin favor of reforms.

Appendix 1 lists the views of the main partiesin the 13" Lok Sabha on globalization, external
reforms and the WTO, as expressed in their official manifestoes. The list includes all national
parties, aswell as six regional parties having obtained 10 or more seats in the house in the 1999
elections.” The first striking aspect of this review of party platformsis that none seems to em-
brace unilateral liberalization outright. The closest we come to an explicit statement of the need
for further external sector reformsisin the Indian National Congress's (INC) platform: “The ob-
jective of tariff policy will be to reach levels prevalent in South-East and East Asiain the next
two to three years and global levels shortly thereafter”. Thiswould be an ambitious program of
external liberalization given current levels of protection. However, the need to foster exports and
to gain market access through multilateral negotiations features more prominently on the INC's
platform. Thisis agenera feature of other manifestoes as well. The liberalization of imports
never features in these policy statements, and the closest we come to embracing greater openness
Is through statements of the need to expand exports and allow for “controlled” foreign invest-
ment and ownership. At the other extreme, we find such statements as the following, from the
Communist Party of India (M), the third party in the Lok Sabha by number of seats. “ The impe-

%2 471 parliamentary seats are covered by this summary out of atotal of 543 seats in the Lok Sabha (i.e. almost 90%
of the seats), the remaining 10% of the seats being highly fractionalized among generally minor regional parties or
independents.
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rialist driven globalization and the policies of liberalization adopted by the Indian ruling classes
have heightened the imperialist penetration in all spheres of our country”

The Bharatiya Janata Party (BJP), the leading party in the government coalition, states that its
“philosophy has been to propagate full internal liberalization and selective external liberaliza-
tion”, in accordance with the principle of “Swadeshi”. This matches well widely held and proba-
bly correct views on the current government’s attitude to reforms, in that domestic reforms have
proceeded faster than trade reforms over the last 5 years or so. The ambival ence of the BJP con-
cerning external trade is also reflected in the policy statements of arelated organization, the
Rashtriya Swayamsevak Sangh (RSS). A recent resolution from this organi zation states that “the
WTO isonly to further the interests of the developed countries at the cost of the developing
countries’, signaling its suspicious attitude towards greater openness to international trade. The
BJP s policy statements stress the need for encouraging export growth as an engine of growth,

but does not mention further dismantling of import restrictions.

One needs to delve deeper into less publicized statements of the government’ s policy intent to
find less unenthusi astic endorsements of greater trade openness. For example, in a speech made
on the occasion of the release of the 2002-2007 Exim policy, Mr. Murasoli Maran, Union Minis-
ter of Commerce & Industry (and a member of the ruling coalitions DMK party from Tamil
Nadu) stated: “(...) We should wake up from the stupor of export fatalism of the earlier years,
release ourselves from the feelings of export pessimism and apathy and employ international
trade as an engine of growth. (...) Thereis a strong co-movement between exports and output
growth in aliberalized trade environment. This lends support to the need for persisting with an
open trade system. Anti-export bias - both in policies and mind-set - needs to be corrected.” %
The new Exim policy itself is quite clear on the need for further encouragements for exports, but

much less so on the need to further reduce barriers to imports (Appendix 2).

To conclude, while desirable, the extent to which unilateral liberalization can constitute a politi-
cally feasible option for further trade reform is very doubtful, barring another balance of pay-

ments crisis that could raise the urgency of reform. The domestic consensus runs against unilat-

% http://dgftcom.nic.in/exim/2000/speech.htm
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eral barriers reductions, and the rhetoric of whatever pro-globalization political forces exist cen-
ter on the need to expand exports. This signals clearly that gaining concessions from other trad-
ing partners in the form of market accessis a political precondition to further reductionsin trad-
ing barriers. Such concessions can be obtained only through bilateral, regional or multilateral

agreements.

B. The Regiona Option

The traditional academic view of regional agreementsis that they are dominated by multilateral
liberalization based on the most favored nation principle (MFN). In fact, it is well-known that
regional (or, in thelimit, bilateral) agreements can generate net welfare |osses when the costs of
trade diversion away from third parties, and towards trade between the new regional partners,
outweigh the benefits of net trade creation that could result from regional liberalization. Whether
trade diversion dominates trade creation for a given trading arrangement is an entirely empirical
guestion, but it is also widely recognized that the regional agreements that are most likely to be
politically feasible are a so the ones that are most likely to be characterized by alot of trade di-
version. The reason is that domestic producers are less likely to oppose agreements that would
lead simply to a substitution of source countries for imports (trade diversion), rather than agree-
ments that would substitute foreign imports for their current domestic output (trade creation). In
other words, multilateral agreements based on MFN are always preferable to regional agree-

ments, and the status quo is generally preferable to politically feasible regional agreements.*

Thistraditional view has recently been supplemented by a potentially more favorable view of
regional trading agreements (RTAS) that originated in the literature on scale effectsin interna-
tional trade. If the gains from trade result from scale effects rather than specialization effects,
then increasing the size of the market will aways yield gains. If both speciaization and scale are
sources of gains from trade, then the extent of the benefits of scale need to be brought into the
picture when empirically evaluating RTAS. A recent literature has shown that scale effects play

an important role as determinants of country performance via a“size of the market” channel:

2 Vamvakidis (1999) showed empirically that while “broad” liberalization had a positive and significant effect on
subsequent economic growth in the post-World War |1 period in a panel of countries, countries grew slower and had
smaller investment rates after becoming part of regional trading arrangements.

23



Ades and Glaeser (1999) and Alesina, Spolaore and Wacziarg (2000) have shown that, control-
ling for avariety of growth determinants: 1) larger countries (where size is measured for exam-
ple by the log of total GDP) grow faster; 2) more open countries (where openness is measured by
the ratio of imports plus exports to GDP) grow faster; and 3) larger countries tend to benefit less
from openness than smaller ones (or, conversely, closed countries benefit more from size than

open ones).

Taking these ideas further, Spolaore and Wacziarg (2002) have evaluated empirically the effect
on 1960-1989 average annua growth rates of per capitaincome from removing al trade barriers
between neighboring pairs of countries. The effects are ambiguous because larger countries tend
to adopt trade regimes that are more closed vis-avis the rest of the world — hence the scale effect
of merging is partly or completely outweighed by the trade reduction effect vis-avis third coun-
tries. Table 9 presents the results applied to India and its immediate neighbors (the cal culations
are not available for Chinadue to lack of data). The table (column I11) clearly shows that the ef-
fects of a complete removal of bilateral trade barriers between India and any one of her
neighbors on annual growth in India between 1960 and 1989 would have been quite limited — at
most an increase of 0.1 percentage points of annual growth for liberalization with Pakistan or
Bangladesh. Thereason isthat all of these neighbors are relatively small in economic termsrela
tive to India (this also explains why the effect of removing barriers with India would have been
much larger in those countries — for example Pakistan would have gained 1.35 points of annual

growth).®

Even the effect of aremoval of trade barriers with all these neighbors simultaneously would still
only have been of the order of 0.24 points of annual growth for India. Thiswould correspond to
making the current South Asian Preferential Trading Agreement (SAPTA), acomplete free trade
zone (minus Bhutan and the Maldives) — a highly unrealistic prospect given the current political
animosity between India and Pakistan. The bottom lineisthat Indiais sufficiently large and its
immediate neighbors sufficiently small (in relative economic terms) for the scale argument in

favor of aregional free trade zone to be not too compelling at least as far as South Asiais con-

% Column IV presents estimates of aremoval of all barriers coupled with a complete political merger, whereby the
resulting country shares a weighted average of all other growth determinants of the original two countries. See Spo-
laore and Wacziarg (2002) for further details on this relatively complex methodol ogy.

24



cerned.?® Thisimplies that, for India, the potential for significant trade diversion in the context of

an expanded South Asian preferential trading agreement should remain afirst order concern.

This simple analysis shows the desirability of the regional option for Indiais doubtful relative to
aternatives based on the MFN principle, but even if it were not, the feasibility of expanding ex-
isting agreements and their likely scope in terms of increasing India s level of openness would
probably be limited. A rapid overview of the main regional agreements Indiais party to reveals
their very modest achievements so far and their limited potential for the future.

Themain RTA that Indiais part of isthe South Asian Preferential Trading Agreement (SAPTA),
signed in 1993 in the context of SAARC. This hasled to three rounds of trade negotiations, in-
volving preferential concessions to the seven SAARC members (India, Pakistan, Nepal, Bhutan,
Bangladesh, Sri Lanka and the Maldives). The latest round was concluded in late 1998, and a
fourth round is slated to start soon. The aim of SAARC isto transform SAPTA into a South
Asian Free Trade Area (SAFTA), as stated in the declaration of the 11" SAARC summit in Kat-
mandu (January 6, 2002). This would represent a significant extension of current SAPTA con-
cessions, which remain relatively limited in scope. However, progress towards drafting a SAFTA
treaty has been slow, and calls to speed up the completion of such afree trade area have charac-
terized every SAARC summit declaration since the 9" summit in 1997, without apparent effect
so far. Current tensions between India and Pakistan may make SAFTA difficult to put in placein
the near future, but irrespective of this such aregional free trade agreement would probably have
little impact on India: according to India’s Ministry of Commerce 2000-2001 report, exports to
SAARC countriesin 2000 accounted for only 3.74% of India s exports, and imports accounted
for only 0.68% of India simports.?” Trade with SAARC countries following a more ambitious
trading agreement would have to increase by alarge amount indeed to represent a significant rise

in India s overal level of trade openness.

% Things might be quite different if the preferential arrangement involved China, as has recently been proposed (see
“New Asian Trade Bloc Mooted”, Financial Times, February 7™ 2002). China has also recently (2001) joined the
Bangkok agreement, making this the largest preferential trade arrangement in the world in terms of population cov-
ered. It is not, however, avery “deep” agreement in terms of the extent of trade concessions involved.

%" http://commin.nic.in/doc/annual/Comm.htm
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As aresult of the slow progress of SAPTA/SAFTA, India has sought other bilateral or regional
agreements, leading to a proliferation of initiatives and of partially overlapping but aways very
limited PTAs. For example, afree trade agreement (FTA) was signed with Sri Lankain 1998 and
came into forcein 2000.%% Thisisan FTA in name more than in actuality, however, as trade con-
cessions are far from involving a complete removal of policy barriers between the two countries.
And again, Sri Lankais so small relative to Indiathat this agreement cannot possibly yield sig-
nificant gains to India (not so for Sri Lanka).

Other RTAsthat Indiais currently part of include the Globa System of Trade Preferences
among Developing Countries (GSTP), the Bangkok Agreement (BA) and Bangladesh, India,
Myanmar, Sri Lanka, Thailand Economic Cooperation (BIMST-EC). The GSTP, which came
into forcein 1989, isa PTA bringing together 41 developing countries, 28 of which (including
India) had exchanged limited trading concessions as of the end of the second round of GSTP ne-
gotiationsin 1998.2° BIMST-EC is a more recent organization, created in 1997, and its trade
component includes very limited sectoral initiatives for granting mutual trade concessions be-
tween its 5 member states.*® Finally, the Bangkok Agreement is probably the most ambitious of
these three regional schemes.** Signed in 1975, it initially joined Bangladesh, India, South Ko-
rea, Laos and Sri Lankain a system of preferential trade. A significant development was the ac-
cession of Chinato this group in 2001, coinciding with the launch of athird round of trade nego-
tiations. The scope of the Agreement remains however limited. While the accession of China
raises the proportion of India s trade affected by the agreement (in 1995, exportsto BA countries
accounted for only 2.2% of India s exports, and 2.4% of her imports), it is unclear whether the
third round of negotiations will expand the range of products covered by concessions. As of
1990, India had granted concessions to BA members on only 188 lines on a 6-digit tariff sched-

ule. In other words, the Agreement so far has been of very limited scope for India

To conclude, the reach and scope of regional arrangements involving Indiaremains very limited.
The desirability of pursuing this option for further trade liberalization is questionable from an

% http://www.indol ankafta.org/agre.html

2 http://www.g77.org/gstp/

% http://www.mfa.go.th/bimstec/index.html
3! http://www.unescap.org/itid/bkkagr.htm
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economic point of view, asthe likely candidates for further RTAs would not represent a signifi-
cant expansion of India s international markets. Despite these limitations, India seems to be ac-
tively pursuing the regional option. The reason for thisis familiar: domestic political resistance
to such arrangements is more subdued than resistance to MFN liberalization. Ironically, this also
signal s that these proposed arrangements would be characterized by much trade diversion, and

therefore would not be economically desirable. No miracles should be expected from them.

C. The Multilateral Option

Economic theory states that the benefits of trade liberalization in terms of alocative efficiency
are maximized if the reduction in trade barriers follows the most favored nation principle,
whereby concessions extended to one trading partners are automatically extended to all others.
Political theory tells usthat liberalization is easier to achieve if it is characterized by reciprocity,
i.e. if concessions are exchanged for greater market access. The interests of exporters that stand
to benefit from barriers reduction can then be pitted more easily against those of domestic pro-
ducers potentially hurt by imports. As aresult of these ideas, multilateral liberalization is gener-
ally recognized as more economically desirable than its regional alternative and more politically
feasible than its unilateral alternative. As described above, the rhetoric of exports as an engine of
growth seems more prevaent in Indian political discourse than the rhetoric of barriers reduction
as away to improve allocative efficiency. This provides evidence that areciprocal multilateral
approach to liberalization would be more politically realistic than another episode of unilateral

barriers reduction.

Our analysis in Section 2 revealed that China was a much more open economy than India Ironi-
cally, until recently Chinawas not part of the WTO and opened up to trade through unilateral
liberalization, while India, afounding Contracting Party of GATT and a founding member of
WTO, remained more closed. This difference can perhaps be traced to radically different politi-
cal system — one, the Chinese, which could abstract more easily from responsiveness to protec-
tionist lobbies, the other, India’ s democracy, more subject to the influence of concentrated inter-

ests, in both industry and agriculture, that stand to lose from liberalization.
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Indeed, India s long history with multilateral institutions does not mean that agreements reached
in the context of successive rounds of multilateral trade negotiations were binding constraints on
India strade policy. In fact, tariff bound rates negotiated by India during the Uruguay Round are
uniformly higher than India s existing statutory tariff rates. They were, however, aso generally
lower than the base tariffs prevailing before the Round, but those were brought down as a result
of unilateral liberalization in the early 1990s rather than as a direct result of multilateral trade
talks.® At any rate, the bound rates aren’t binding. Unilaterally setting tariffs below very high
negotiated GATT/WTO bound rates allowed Indiathe flexibility of raising barriersin adiscre-
tionary fashion should political expediency so require. If successful, future concessions made by
Indiain the context of the upcoming Doha Round will be characterized by bound rates that are

lower than current statutory tariff rates.

Whether Indiawill be able to gain greater market access, in particular to industrial countries’ tex-
tile and agricultural markets, remains to be seen. The recent passage of the Farm Bill in the US
Congress and its subsequent signing into law on May 13, 2002, by substantially raising US agri-
cultural subsidies, islikely to lead to similar increases in Europe and other developed countries,
and to have a deleterious effect on upcoming trade negotiations. The Doha Declaration of No-
vember 2001, in its section on agriculture, had called for “substantial improvements in market
access for developing countries; reductions of, with a view to phasing out, all forms of export
subsidies(...)”. This goal, aready ambitious at the time, is now much farther from reach. The
US Farm Bill will make it politically very difficult for developing countries to agree to conces-

sions of their own on other topics.

Despite this and other substantial obstacles to the success of the Doha Round, India haslittle
choice but to actively engage in these negotiations, because it constitutes the best option for fur-
ther opening up the Indian economy and reaping the benefits described in Section 3. Srinivasan
(2001 and 2002) and Tendulkar and Srinivasan (2002) have admirably reviewed the salient is-
sues confronting developing countries, and Indiain particular, at the upcoming multilateral nego-
tiations of the Doha Round.* Creating alist of priorities on these issues and taking aleadership

% Uruguay Round bound rates and preexisting base rates for India can be downloaded from:
http://commin.nic.in/doc/indsched.htm
% |t would be redundant to cover the same ground again here, except to make a few brief additional points.
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role among devel oping countries in addressing them would give India some of the credibility it
lacks to request market access from others. After all, India does not herself grant much market
access to the world' s great trading nations. Devel oping countries in general and Indiain particu-
lar should be prepared to concede significant reductions in their barriersin exchange for a soften-
ing of industrial countries' own barriers, in particular to agricultural imports. Both of these

would benefit the developing world.

As suggested in Srinivasan (2001 and 2002), among the priorities on India s list of objectives for

the Doha Round should be the following, in order of importance.®

1). Obtaining greater market access, in particular in agriculture, but also in textiles and other
manufactured goods. For example, India should closely monitor industrial countries’ likely pol-
icy substitutes to the phasing out of MFA quotas by 2005, in order to guarantee that these quotas
are not replaced by less visible domestic subsidies, anti-dumping or countervailing duties, etc. As
suggested above, developing countries face an uphill battle on agriculture, and recent devel op-
ments on this issue have the potential of endangering the new round of multilateral negotiations
itself. Agricultural liberalization in industrial countries should be the prime goal of developing

countries in these trade talks.

2). Avoiding agenda extensions to labor standards and the environment. An extension of the
WTO mandate and multilateral negotiations to these issues has the potential to serioudly affect
India’s economic development, mostly by slowing it down. As signaled in the Doha Declaration,
alimited extension of the WTO mandate to environmental issuesis probably unavoidable, but an
extension to core labor standards seems more realistically avoidable. Any extension would be
regrettable, asit would dilute the core mission of the WTO by creating expanded opportunities

for political logrolling that could limit the extent of reductionsin trade barriers.

3). Modifying the TRIPS agreement to better allow developing countriesto utilize existing intel-

lectual property, in particular in the pharmaceutical industry, for the purpose of reaching public

% Again, thisis not an exhaustive list. See Srinivasan and Tendulkar (2002) and Srinivasan (2002) for a much more
complete coverage of the main issues confronting India at the WTO.
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health goals such as the fight against AIDS.* Among the priorities of developing countries, this
may be one of the most short term/self-interested ones. The reason is that, with greater ease of
cross-border movements of ideas and intellectual property, a mechanism for the global protection
of intellectual property is essential for safeguarding the incentives to accumulate this knowledge.
The short terms gains of better public health (and other benefits from easier access to proprietary
intellectual content) should be carefully weighted against the long term costs of reduced incen-
tives to create this knowledge. One advantage of including TRIPS in the framework of the WTO
Isthat disputes could be handled using the WTO’ s dispute resol ution mechanism, a mechanism
that does not exist in other international organizations such as the World Intellectual Property
Organization. Criticism of thisinclusion centers on the fact that TRIPS is not part of the WTO's
core mission (Srinivasan, 2002), that a universal system of patents with a uniform duration of 20
yearsis not the optimal way to protect intellectual property, and that TRIPS rules are too con-
straining on developing countries, especially when it comes to pharmaceutical drugs. Whether
optimal or not, withdrawing TRIPS from the WTO would not be arealistic objective. It isun-
clear whether seeking to weaken some of its provisions would, given the likely reluctance of in-

dustrialized countries.

Indiawas initially reluctant to embrace a new round of trade negotiations. This reluctance
stemmed from a perception that the Uruguay Round had been characterized by asymmetric con-
cessions between the developing and the devel oped world. Asymmetric concessions may be bet-
ter for devel oping countries than the status quo might have been, but leaving this aside, our
analysis of the various options for trade liberalization has identified the multilateral option as
both the most desirable and the least infeasible politically. The range of issues that the Doha
Round will have to confront is nothing less than daunting, and the obstacles to agreement seem
amost insurmountable, but this new round of trade talks constitutes a historic opportunity for

Indiato further integrate herself into the world trading system.

% See Srinivasan and Tendulkar (2002) and Srinivasan (2002) for an in depth arguments against the inclusion of
TRIPS into the WTO mandate.
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5. Conclusion

India has experienced bouts of increased growth when it has opened up to trade, and weaker
growth when liberalization efforts have wavered. Thereis still afantastic reservoir of growth
waiting to be tapped through increased trade liberalization. Yet Indiais so large that thereis
complacency and afeeling that India can go it alone. Interest groups that have a stake in the
status quo effectively block efforts at liberalization. Prospects for unilateral liberalization are
dim. Regionalism is fraught with problems. The main hope for greater opennessis India' s active
participation in the multilateral trading system. A multilateral agreement that would bind India’s
barriers below their current levels would constitute an external force guaranteeing the credibility
and durability of reforms. But in the game of international trade negotiations, Indiawill have nei-
ther the credibility nor the commitment to free trade that will easily alow her to take aleadership
role among LDCs in fostering greater openness on the part of industrial countries. Recent policy
developments in the industrialized world, such as the US Farm Bill, the steel tariffs and the re-
sulting retaliatory escalation that is occurring, seriously put in question the commitment of these
countries to granting market accessto LDCs. India’s quest for greater openness therefore faces

enormous obstacl es.
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Appendix 1 —Main Parties Attitudesto Openness

A. National Parties

1. Bharatiya Janata Party (BJP)
1999 general elections results:

% of votes polled: 23.75%

Number of seatswon: 182

From the 1999 Election Manifesto, http://www.bjp.org/pomi.htm

e Wewill continue with the reform process, give it a strong Swadeshi thrust to ensure that the
national economy grows on the principle that India shall be 'built by Indians;

e Swadeshi is not reinventing the wheel. It means that we will facilitate the domestic industry
to gain enough muscles to compete with the multinationals in the local and global markets.
We want domestic companies to flourish and acquire a Trans National status. At the same
time the country cannot do without FDI because besides capital stock it brings with it tech-
nology, new market practices and most importantly employment.

From the BJP website, “ The Concept of Svadeshi” Sri Ashok Chowgule.
http: //www.bjp.or g/pomi.htm

1. The concept of SWADESHI can be best defined as one that keeps the interests of the country
supreme. It wasin this context that right from the time of the Jana Sangh the philosophy has
been to propagate full internal liberalization and selective externa liberalization.

RSS (the political organization that is part of the BJP party and a broader Hindu religious and
cultural movement)

From the RSS Resolution, March 1999, http://www.r ss.org/march1999.htm

e ...the WTO isonly to further the interests of the developed countries at the cost of the devel-
oping countries.

e TheA.B.P.S. (RSS administration) urges the Govt. to keep these aspectsin mind whilere-
negotiating the provisions of the W.T.O. and bringing about appropriate amendments in them so
asto create an to create an egalitarian and exploitation-free system conducive to the holistic life-
style of aworld family in place of cut-throat competitive style of world market. The A.B.P.S.
appealsto al political parties to rise above partisan considerations, evolve a consensus in the de-
fense of sovereignty, and educate the people about the hazards of unevenly balanced W.T.O.
functioning.
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2. Indian National Congress (Congress, INC)

1999 general election results:
% of votes polled: 28.30%
Number of seatswon: 114

Fromthe party’ s 1999 Election Manifesto:
http://congr esssandesh.comy/manifesto/1999/manifestoll. html #iti

e All policy and procedural barriersto faster exports must be dismantled. Exports create em-
ployment and greatly assist in the diffusion of prosperity but high transaction costs and
restrictive policiesin areas like the small-scale sector are preventing India from increasing
her exports and generating new employment. Government and industry will work closely to-
gether to help prepare a plan of action to cope with the new and emerging challengesin the
international trading system

e Indiawill continue to meet al her international treaty and multilateral agreement obligations
in aresponsible and time-bound manner and will continue to work to usethe WTO to gain
additional market access for products and services of interest to India. It will proactively par-
ticipate in all existing and proposed global discussions with a view to influencing the agenda
and enhancing its bargaining strength. It will work with other countries to push for faster
dismantling of controls on trade in textiles and agriculture. The objective of tariff policy will
be to reach levels prevalent in south-east and East Asiain the next two to three years and
global levels shortly thereafter.

e Indiawill continue to proactively encourage investment from foreign companies and over-
seas Indians.

3. Communist Party of India-Marxist (CPI-M)

1999 general election results:
% of votes polled: 5.40%
Number of seats won: 33

From the Party’ s Program adopted in 1964 and updated in 2000, http://cpim.org/

e The concentration and internationalization of finance capital has reached unprecedented
heights in the current phase of capitalism. Globally mobile finance capital is assaulting the
sovereignty of nations, seeking unimpeded access to their economiesin pursuit of super prof-
its. The imperialist order in the service of this speculative finance capital breaks down all
barriers for its free flow and imposes the terms favorable to such capital in every part of the
globe. The International Monetary Fund, the World Bank and the World Trade Organization
are the instruments to perpetuate this unjust post-colonial global order. The new hegemony of
speculative finance capital resultsin sluggish growth in the advanced capitalist countries. For
the third world it spells a vicious cycle of intensified exploitation and growing debt. The
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terms of trade, industrial and agricultural production, technology flows, and the services sec-
tor in the lesser-devel oped capitalist countries are all forced to dovetail the interests of impe-
rialist capital

e Theliberalization policies which followed the exhaustion of the State-sponsored capitalist
development have led to the agricultural and rural development policies taking a dangerous
and reactionary turn in the last decade of the twentieth century.... Under the WTO regime,
all quantitative restrictions on the imports of agricultural commodities have been removed
which seriously affects the livelihood of farmers.

e Theimperialist driven globalization and the policies of liberalization adopted by the Indian
ruling classes have heightened the imperialist penetration in all spheres of our country. The
opening up of the economy to the multinational corporations and imperialist finance capital
has been the basis for the penetration and influencing of all spheres of Indian society. The
bureaucracy, the educational system, the media and the cultural spheres are being subjected
to imperialist penetration.

Fromthe party’ swebsite. “ Press Satement, November 16, 2001.” http://cpim.org/

e Despite some resistance put up by the Indian delegation and some other countries, the WTO
ministerial level negotiations at Doha constitutes another setback for the devel oping coun-
tries.

4. Janata Dal (Secular and United) (JD(U) and JD(S))

1999 general eections:
% of votes polled: 4.01%
Number of seats won: 22

From the JD(U) 1998 Election Manifesto, http://meadev.nic.in/elec98/manift/jd.htm. I could not
find a policy statement from Janata Dal (Secular). However, it isin the process of merging with
Janata Dal (United).

e To ensure the continuance of economic liberalization but to keep into account the fact that
markets are for the people, not vice versa

e To confine foreign direct investment to the infrastructure sector
e To adopt a balanced approach towards globalization to foster domestic industry

e To accord top priority to cottage and small scale industries, and allow certain items exclu-
sively for the sector

e Full convertibility of the Rupee to be achieved by 2002
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5. Bahujan Samaj Party (BSP)

1999 general election results:
% of votes polled: 4.16%
Number of seatswon: 14

The BSP was established during the 1980s and is dedicated to representing strictly the Dalit
class (formerly called untouchables) and its causes. Its website

(http: //mww.dalitstan.or g/bahujan) does not contain any information regarding its position on
trade liberalization.

6. Communist Party of India (CPI)

1999 general election results:
% of votes polled: 1.48%
Number of seatswon: 4

Fromthe party’ s Political Resolution, adopted March 2002,
http: //wwww.cpofindia.or g/documents.htm)

e The Party must, along with other left and democratic parties, mass organizations, and other
social action groups carry on the People’ s Movement against globalization and other policies
of liberalization and privatization; it must fight for an alternative path of development;

e The Party must vigorously participate in the struggle to defend the peopl€e’s livelihood, of
workers, and employees, of farmers and agricultural workers, of people below the poverty
line; against job loss and retrenchment; against the WTO dictates being implemented (in ad-
vance) by the government; against liquidation of the PDS; against price rise and new imposi-
tions in the Budget;

B. Regional Parties (morethan 10 seatsin L ok Sabha)

7. Telugu Desam (TDP)

1999 general election results:
% of votes polled: 3.65%
Number of seatswon: 29

From the party’s 1999 Election Manifesto, http://www.telugudesamparty.org/
The Manifesto does not directly mention the party’ s position on trade or the WTO. The only re-
lated reference is the following:

e Makeeffortsto utilize all the available resourcesin the state and improve productivity and
employment opportunities, besides attracting investors for rapid industrialization
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8. Samajwadi Party (SP)

1999 general election results:

% of votes polled: 3.76%

Number of seats won: 26

Fromthe* Objectives’ on the party s website, http://www.samajwadi -party.com

e Party believesin Democratic Socialism and, opposes uncontrolled entry of multinational
companiesto India

9. Shivsena (SHYS)

1999 general election results:

% of votes polled: 1.56%

Number of seats won: 15

From the party’ s website: http://www.shivsena.org/policy.htm
Note that the party’s policies do not specifically address trade liberalization and the WTO.

e Todevelop astrong, upright and cultured youth, aware of responsibilities and duties towards
the motherland and the society.

e Todevelop astrong youth force which shall be always willing to do any sacrifice for the
Motherland.

e Todevelop afeeling that socia service and not politicsis the ultimate objective.

e To bring awareness among people to fight against antisocial and anti- national forces, corrup-
tion, maladministration and red-tapism.

e Toremove depression from the mind of young generation and to blow-in confidence that
they can fight against the evils of unemployment, illiteracy and poverty. To provide educa-
tion and training in various fields of life.

e Toabide by laws that protect national interests. To insist upon implementation of uniform
Civil Code throughout the nation.

e To strengthen ties of brotherhood, to develop cohesion and harmony among people.

10. Dravida M unnetra Kazhagam (DMK)
1999 general election results:
% of votes polled: 1.73%

Number of seats won: 12

From the party’ s 1999 Election Manifesto, http://www.thedmk.or g/histmain.html.

e Weare of the view that the economic policy to be pursued by us should consist of controlling
the price-line, reducing the fiscal deficit, ensuring faster growth in industry and agriculture,
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larger allocations for social sector and thereby creating educational institutions in large num-
bers, needed health facilities, employment and poverty-abolition. The D.M.K. welcomes the
indication inscribed in the manifesto of the NDA to find suitable middle way between public
and private sectors. It is not a question of capitalism or socialism or it is not a question of
market or less State; our aim is to create a better society, where the citizens can demand and
attain all sorts of public goods as and when required. Our ultimate aim is to ensure dignity for
all.

11. All India Anna Dravida Munnetra Kazhagam (AIADMK)
1999 general election results:
% of votes polled: 1.93%

Number of seats won: 10

http: //www.ai admkindia.or g/em2001b.html#smallindustry (the party’ s 2001 Election Manifesto:
The Manifesto’s comments regarding trade liberalization or the WTO are extremely limited.

e The party pledges....to achieve economic renaissance in the State (of Tamil Nadu) by
introducing advanced state-of-the-art techniquesin all spheres of activity,

e Stepswill be taken for promoting a ' Tamil N.R.I. Consortium’ comprising the entire Tamil
community living all over the world, with the object of mobilizing foreign investments from
developed countries and aid from the World bank for the economic development of Tamil
Nadu.

12. BJD (Biju Janata Dal)
1999 general election results:
% of votes polled: 1.20%

Number of seats won: 10

| was unable to find any information on the view of thisregional party (from Orissa) on open-
ness.
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Appendix 2: 2002-2007 Exim Policy: Overview (http://dgft.delhi.nic.in/)

“The principal objectives of this Policy are:

(i)

(ii)

(iii)

(iv)

To facilitate sustained growth in exports to attain a share of at least 1% of global mer-
chandise trade.

To stimulate sustained economic growth by providing access to essential raw materials,
intermediates, components, consumables and capital goods required for augmenting pro-
duction and providing services.

To enhance the technological strength and efficiency of Indian agriculture, industry and
services, thereby improving their competitive strength while generating new employment
opportunities, and to encourage the attainment of internationally accepted standards of
quality.

To provide consumers with good quality goods and services at internationally competi-

tive prices while at the same time creating alevel playing field for the domestic produc-
ers”
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Table1 - Mean Weighted and Unweighted Tariffs, India and China

Y ear Mean | Std. Deviation Weighted
tariff of Tariff rates | mean tariff
(%) (%) (%)
All products
China 1992 42.9 321 40.6
1997 17.8 13.2 20.9
2000 16.3 10.7 14.7
India 1990 81.8 394 83.0
1997 30.0 14.0 21.7
1999 32.5 12.3 28.5
Primary products
China 1992 36.2 26.2 22.3
1997 17.8 18.2 19.9
2000 16.5 n.a 18.8
India 1990 74.1 384 49.5
1997 25.7 22.6 22.6
1999 30.9 n.a 23.2
Manufactured products
China 1992 44.9 334 46.5
1997 17.8 11.2 21.2
2000 16.2 n.a 13.7
India 1990 84.1 394 93.6
1997 31.3 9.8 29.5
1999 32.8 n.a 32.7

Source: World Development Indicators (various years).
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Table 2 - Sectoral Manufacturing Tariff Schedules— 3-Digit L evel

ISIC Code sector 1990 | 1992 | 1997 | 1999*
311 Food products 85.15 47.47| 28.32 31.47
313 Beverages 190.71 181.90 124.76| 116.67
314 Tobacco 100.00 65.00 40.00 40.00
321 Textiles 93.88 62.08 38.05 38.36
322 \Wearing apparel, except footwear 99.84 64.98 39.88 39.92
323 Leather products 82.13 5532 19.36 29.79
324 Footwear, except rubber or plastic 100.00 65.00 40.00 40.00
331 Wood products, except furniture 64.57, 60.11 30.21 33.19
332 Furniture, except metal 100.00 65.00 40.00 40.00
341 Paper and products 90.48 5845 2347 31.94
342 Printing and publishing 59.26 24.07 20.74 22.96
351 Industrial chemicals 77.09 6343 29.07] 33.99
352 Other chemicals 82.75 5890 31.60 35.30
353 Petroleum refineries 49.78 48.70 30.00 33.26
354 Miscellaneous petroleum and coal products 70.00 53.75 27.50 28.75
355 Rubber products 95.00 63.37] 39.26 40.00
356 Plastic products 100.69 64.90 31.67] 35.20
361 Pottery, china, earthenware 85.71] 65.00 37.14 37.86
362 Glass and products 93.03 64.10 39.34 39.26
369 Other non-metallic mineral products 84.75 62.85 38.42 38.04
371 Iron and steel 84.55 64.77] 28,55 33.97
372 Non-ferrous metals 73.93 5828 26.25 30.82
381 Fabricated metal products 75.00 59.87 29.83 32.54
382 Machinery, except electrical 78.06 48.70 2295 26.89
383 Machinery, electric 81.95 57.73 31.29 31.48
384 Transport equi pment 62.760 52.72 3112 35.61
385 Professional and scientific equipment 73.63 5799 2847 30.61
390 Other manufactured products 102.51] 5799 3456 35.03

India average 87.04 6259 3506 37.25
India standard deviation 2457 2489 18.63 16.17
China average n.a 51.16 20.44 20.42
China standard deviation n.a 30.29 1285 12.86

* Chinafigure for 1998
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Table 3. Nontariff BarriersImposed on India’ sImports, 1996 - 2001
(Number of tariff lines, 10 digit level*)

Type of 14199 | 141997 | 141998 | 141999 | 14.2000 | 1.4.2001
NTB
Prohibited 59 59 59 59 59 59
Restricted 2,984 2,322 2,314 1,183 968 479
Canalized 127 129 129 37 34 -
SIL** 765 1,043 919 886 226 -
Free 6,161 6,649 6,781 8,055 8,854 | 9,611***
Covered (%) 38.98% 34.83% 33.53% 21.18% 12.69% 5.30%
Total 10,096 10,202 10,202 10,220 10,141 10,149

* As per Harmonized System of India Trade Classification (HS-ITC) classification of export & import.
** Special Import Licenses.
** |ncluding 29 tariff lines shifted to State Trading.
Source: DGFT, Ministry of Commerce (Economic Survey of India, 2002)

Table4. Antidumping — 15 top initiators, 1990-2001

1990 -1994 1995- 1999 2000-2001
AD Meas AD Meas AD
User ures User ures User M easures
Initiated Initiated Initiated

Australia 260 | EU 186 United States | 121
United States 219 | United States | 134 India 116

EU 183 | India 132 Argentina 71
Mexico 139 | South Africa | 129 EU 60
Canada 99 | Australia 101 Canada 46

Brazil 67 | Argentina 96 Australia 38
Argentina 60 | Brazil 68 Brazil 27

New Zealand 30 | Canada 56 South Africa | 27
Turkey 28 | Rep. of Korea | 41 Turkey 21
Poland 24 | Mexico 37 Mexico 12

Rep.of Korea 19 | Indonesia 34 New Zealand | 11

South Africa 16 | Venezuela 28 Colombia 9

India 15 | New Zeadland | 24 Egypt 7
Colombia 14 | Egypt 24 Indonesia 7

Austria 9| Peru 22 Taiwan 6

Other 72 | other 122 Other 32

Total 1254 | total 1234 Total 611

Source; WTO Rules Division database.



Table 5. Antidumping — 15 top affected parties, 1990-1999

1990-1994 1995-1999 2000-2001
Affected #AD Affected #AD Affected #AD
parties measur es parties measur es parties measur es
China 149 | China 165 | China. 90
United States 105 | Rep. of Korea 98 | Rep. of Korea 40
Rep. of Korea 73 | United States 77 | Tawan 35
Brazil 65 | Taiwan 61 | Thailand 28
Japan 63 | Japan 58 | Indonesia 26
Taiwan 52 | Germany 50 | United States 25
Germany 49 | Indonesia 48 | India 22
Thailand 37| India 47 | Brazil 21
India 35| Russia 45 | Japan 21
France 35| Thailand 43 | EU 17
UK 32 | Brazil 42 | Russia 17
Italy 27 | Ukraine 27 | South Africa 16
Russian Fed. 27 | France 26 | Malaysia 14
Indonesia 23| Spain 25| UK 14
Malaysia 22 | Ity 23 | Germany 13
Other 460 | Other 377 | Other 212
Total 1254 | Tota 1234 | Totd 611
Source: WTO.
Table 6 - Growth of merchandisetrade, India and China
1980-90 | 1990-98 1980-90 | 1990-98
Export volume Import volume
China 13.9 10.7 15.8 9.4
India -34 2.7 —2.8 5.4
Export value Import value
China 12.9 15.8 13.6 13.5
India 7.3 10.4 4.3 10.3

(Average annua % growth)

Source: WDI.
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Table7 - Structure of Importsand Exports, India and China

Exports Imports
China | India | China | India
M er chandise 1990 9153 | 79.59 92.84 79.91
1999 89.17 | 7240 84.39 72.18
Of which:
Food 1990 13 16 9 3
1999 6 17 4 9
Agricultural Raw Materials | 1990 3 4 6 4
1999 1 2 4 3
Fuels 1990 8 3 2 27
1999 2 0 5 20
Oresand Metds 1990 2 5 3 8
1999 2 2 5 6
Manufactures 1990 72 71 80 51
1999 88 76 80 54
Commercial Services 1990 847 2041 7.16 20.09
1999 10.83 27.60 15.61 27.82
Of which:
Transport 1990 47.1 20.8 78.9 57.5
1999 10.2 13.5 25.8 40.6
Travel 1990 30.2 33.8 11.4 6.6
1999 59.5 21.6 35.4 11.7
Other 1990 22.7 45.4 9.7 35.9
1999 30.3 64.9 38.8 a47.7

Source: World Development Indicators, 2001.
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Table8- Tradeand Growth: Estimates from Recent Contributionsto the Empirical Lit-

erature
Study Effect on Effect of Estimated
effect
Sachs and Warner | Growth of per capita | Openness dummy vari- 2.45
(1995) GDP (% points) able
Wacziarg (2001) | Growth of per capita | Trade policy component 0.071
GDP-LDCsandin- | of tradeto GDP ratio
dustrial (% points)
Growth of per capita | Trade policy component 0.085
GDP-LDCsonly (% | of tradeto GDP ratio
points)
Frankel and Ro- Per capita GDP level | Trade to GDP ratio 197
mer (1999) (% increase)
Edwards (1993) Growth of TFP Tariffs (%) — 1980s -0.045
(% points)
Growth of TFP Quantitative Restrictions -0.005
(% points) (%) (coveragerate) —
1980s
Growth of TFP Black Market Premium -0.022
(% points) (%) — 1980s
Table9 — Country-Specific Merger Estimates 1960-1989.
I I M1 v
Benéfit to: From merging | Changein growth |Changein growth (po-
with: (trade merger) litical merger)
India Bangladesh 0.107 -0.049
Nepal 0.031 -0.004
Pakistan 0.101 0.148
Sri Lanka 0.032 0.028
Bangladesh India 1.048 2.566
Nepal India 1.535 3.526
Pakistan India 1.354 1.190
Sri Lanka India 1.180 1.565

Source: Spolaore and Wacziarg (2002)
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Figure 1 - Openness in the World (Sachs and Warner
Criteria) - 141 countries.
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Figure 3 - Import Tax Receipts as a Share of Total Imports,
India and China, 1974-1998.
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Figure 4 - Ratio of Imports plus Exports to GDP,
1952-1998, India, China and Rest of the World

- = = = China
India

()]
o
|

—x— World excluding Chinaand India

Ul
)
|

D
o
|

W
o
|

Trade/GDP ratio (%)

Source: Penn World Tables, version 6.




60 -

50 -

Figure S - Four Main Exports of India, % of Total FOB
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Figure 7 - Direction of Trade - Imports to India
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Figure 8 - Direction of Trade - Exports from India

100% -
90% -
80% -
70% -
60% -
50% -
40% -
30% -
20% -
10% -

OASa
01 OPEC

O EU

0%

1960
1970

Source: Ministry of Finance, India

1980

1990

2000




Figure 9 - Growth of India's GDP at Factor Cost, 5-year moving

average
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Figure 10 - Gross Domestic Savings Rate in India,

1980-2001
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