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ver the last decade, India’s foreign

trade — exports and imports — has

undergone a significant trans-
formation both in terms of composition
of commodities and direction. However,
foreign trade expanded over the period
with dominance of import growth vis-a-vis
exports resulting in widening of the
negative trade balance. The trade policy
announced on 27 August 2009, in the
backdrop of the economic crisis, kept the
short-term objective of arresting and
reversing the declining trend of exports
and sought to provide additional support
to those sectors badly hit by the reces-
sion in the developed world. Accordingly
a policy objective of achieving an annual
export growth of 15% with an annual
export target of $200 billion by March
2011 was set, and in the three years up to
2014, the country was expected to come
back on the high export-growth path of
around 25% per annum (Government of
India 2009). Unfortunately, the growth
target set for the years after 2012 turned
out to be too ambitious as exports declined
sharply in financial year (Fy) 2012-13. It
is also recognised that in a fast-growing
economy a rapid increase in exports is
the only option available to maintain the
current account deficit at reasonable levels
(Government of India 2011).

Against this backdrop, this note pri-
marily attempts to review the develop-
ments in India’s trade over the last
decade vis-a-vis global trends. Secondly,
the note analyses the changing composi-
tion and direction of India’s exports and
imports (in terms of $). One significant
feature has been that India’s exports
never kept pace with imports during the
high trade-growth phase. After analysing
possible reasons, the note finally attempts
to bring out some strategic steps that
might be needed to correct the growing
trade imbalance.
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1 India’s Place in Global Trade

India was one of the fastest growing econ-
omies in the last decade, its merchandise-
trade growth expanded more or less in
tandem with global trade. India’s trade over
the period showed remarkable increases,
as its share in world trade went up from
0.80% in 2002 to 2.13% in 2013 (Chart 1).
But unlike its east Asian counterparts,
India’s merchandise trade grew mainly due
to increased imports than that of exports.
As a result, the trade deficit accelerated
from a near balance in 2000-01 to as high
as $191.7 billion in 2012-13 (Chart 2, p 138).

1.1 Elasticity of Trade to GDP

An attempt has been made to work out
crude elasticities of trade to gross domes-
tic product (Gpp) over the period 2002 to
2012 for India and the world (Table 1). It
is generally observed that India’s elastic-
ity was significantly lower compared to
world trade during the whole of the period
- both during the pre-crisis period as
well as the post-crisis periods. It is there-
fore the higher growth of Gpp in India
vis-a-vis that of the world, which has
helped India’s share in world trade grow
over the decade. But, since the crisis of
2008, not only has India’s trade elasticity
come down significantly to 1.9 from 3.8 in
the pre-crisis period, the real Gpp growth
is also converging more or less to the
world’s gpp growth rate (Chart 3, p 138).
Looking at both, lower gpr growth and

Chart 1: Share of India’s Total Trade to World’s Total Trade*
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lower elasticity of trade to GDp, the trade
outlook for the near term is indeed bleak
and requires some special attention and
strategic policy direction.

2 Direction and Composition

Both in terms of direction and composition
of commodities, India’s trade still remains
highly skewed despite some diversification
seen in the last few years. This is reflected
in the concentration of trade with a few
countries, and in a few commodity groups.
This tendency is evident both with respect
to exports and imports. This makes India’s
trade vulnerable. The trade policy objec-
tive of diversification is yet to be achieved.
Apart from this, what is also evident is the
widening trade imbalance, which is biased
towards imports rather than exports.

2.1 Direction of India’s Trade

Direction of trade data reveals that India’s
trading partners are about 230 countries
globally. But, of these, more than 60% of
trade volume (in $) is with 23 countries.
Among these 23 countries, India depends
on only four countries, viz, United Arab
Emirates (UAE), China, us and Saudi
Arabia, for more than 51% of trade. Such
an overdependence makes India’s trade

Table 1: Crude Elasticities of Trade to Real GDP
Growth (Average growth rate per annum %)

Period Trade GDP Crude
(Constant 2005 US$)  Elasticities@
India  World India World India World

2002-08 304 164 80 33 38 50
2009-12 134 47 7.1 17 19 28
2002-12 236 17 77 27 31 44

@ Average growth in Trade/Average real GDP growth.
Data Source: World Bank and United Nations Conference
on Trade and Development (UNCTAD).

performance vulnerable to any changes
that take place in these few countries.
India has been consistently maintaining
trade deficits with most of the top trading
partners. In terms of trade vol-
ume, the top 10 countries in
order of importance in 2012-13
were: the UAE, China, the us,
Saudi Arabia, Switzerland, Ger-
many, Singapore, Hong Kong,
Indonesia and Japan, account-
ing for 48% of total trade. India
had a negative trade balance
with six of these countries,
viz, China, Saudi Arabia,
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Chart 2: Trend in India’s Export, Imports and Trade Balance (5 Million)
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Chart 3: Trade Growth of India and World along with Real GDP Growth
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Switzerland, Germany, Indonesia and
Japan, far in excess of the positive balance
with the remaining four countries. Among
the top 23 countries accounting for about
60% of total trade volume, India’s trade
balance remained negative along with as
many as 14 countries (Epw 2013). China
has emerged as one of the important trad-
ing partners of India over the years, but the
benefits are skewed towards China. In the
first five months of 2013, India’s trade
deficit with China is reported to have
increased by 34% to reach $12 billion.
Exports have no doubt become more
diversified in terms of
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countries went up after the

crisis. India has thus

7= shifted focus from tradi-

7 tional markets in European

<% and American countries to
Asian countries.

Exports
The highest and most
drastic shift in the direction
I of India’s imports was seen
from Asia, which was

29.22% in total imports in
2002-03, which increased
to reach 60% of India’s total
imports in the year 2012-13.
India’s imports from north-
east Asian countries (con-
sisting of China, Japan and
Hong Kong) have consist-
ently remained higher with
about 12% share. Decline in
imports from Europe (from
European Union countries)
has been seen in the post-
crisis period. Imports from America also
bettered on account of augmented import
from Latin American countries, while
imports from North America came down
after the crisis.

Growth rate of World’s R GDP

2.2 Composition of India’s Trade

Exports: Compositional changes in India’s
export basket have been taking place over
the years. A gradual shift in India’s manu-
facturing exports was seen from labour-
intensive sectors like textiles, leather and
manufacturing, handicrafts, and carpets,

Table 2: Share of Export of Principal Commodities Group (%)

trading partners with a Commodity 200001 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13
shift from developed eco- Primary products 1590 1560 1350 1370 12.00 1340 14.20
est ds devel Plantation 148 060 058 059 056 059 058
NOMES to-Wards GEVEIOp- 4o andallied products 880 831 784 706 691 89 1061
ing ones, with China jarine products 316 106 083 117 104 113 115
becoming one of the top Oresand minerals 260 561 426 488 345 275 185
three trading partners. Manufactured products 83.00 8460 86.50 86.30 8800 86.60 85.80
Directional changes in Leather and mnfrs 441 215 194 188 156 157 162
8 Gems and jewellery 1675 1207 1533 1627 1613 1467 1445
exports were also seen g qo0ds 015 008 008 008 007 007 007
clearly in the post-crisis Chemicalsand related products 1401 1372 1299 1366 12.29 12.87 1415
period. India’s exports to Engineering goods 1287 2068 21.85 1821 19.84 1914 18.89
Europe, America, and Elec.tromcgoods 254 215 387 315 330 306 281
C alth of Ind Projects goods 006 009 008 006 003 003 005
OmmONWeaAlh Of INAe- " 7, e 2426 1133 1043 1071 924 889 878
pendent States and Baltic  Handicrafts 15 031 016 013 010 009 007
shrunk after the econo- Carpets 132 058 042 041 041 028 033
mic slowdown hit in the Cottonraw inclwaste 011 136 035 15 116 14 122
Petroleum products 429 1742 1487 1577 1652 1832 1998

ear 2008. On the other
b 8 .O, Unclassified exports 166 249 413 483 740 618 339
hand, India’s exports 7o 100 100 100 100 100 100 100

to Asian and African

138
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to capital and skill-intensive sectors. Share
of primary products in India’s exports fell
over the years from 15.90% in FY 2000-01
t0 14.20% in Fy 2012-13 (Table 2, p 138).
Contribution of the top-10 commodities
was on an average at 62%, for the period
starting from 2003-04 up to 2012-13. Petro-
leum (crude and products), gems and jew-
ellery, transport equipment, machinery
and instruments, and electronics goods are
among the top-10 commodities. Export of
gems and jewellery increased steadily in
value terms. Export of petroleum also
grew consistently but for a dip recorded in
FY 2008-09. Transport equipment was the
persistent performer among this group.
Rather, most of the commodities in this
band improved performance each year
except in 2008-09, when impact of crisis
surfaced leading to a moderation in exports.
About 58% to 60% of India’s export
earnings are generated from four com-
modity groups, viz, garment, gems and
jewellery, engineering goods, and petro-
leum products. The share of engineering
goods which reached 21.85% in 2008-09
dipped to 18.9% in 2012-13. The share of
gems and jewellery came down to around
14% from 17%. The jewellery industry is an
import-based industry and hence sufficient
credit in foreign currency is a must for easy
and continued availability of raw diamond.
Export of readymade garments saw a sub-
stantial fall during the period. The share of
readymade garments dipped to 4.3% from
about 12.5% mainly due to competition
from China, Bangladesh, Turkey and Viet-
nam. This sector is labour-intensive and
offers maximum scope for export and
employment growth.

Imports: India is a net importer of crude
for its energy needs and has faced rising
petroleum imports. In recent times,
global oil prices are more or less stable,
but India’s petroleum bills have gone up
mainly due to an increase in demand for
petroleum in volume terms.

Presently, the share of petroleum
import is about 35% of total imports. Simi-
larly; the import of hi-tech capital good
imports whose share now is about 18%
may also go up. This is unavoidable for a
developing economy. But, the share of
gold import which was averaging at about
7% of total imports jumped to about
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11.5% in the last couple of years (Table
3). As a result import bill increased from
$4 billion to $58 billion between 2000-
o1 and 2011-12.

3 Strategic Rethink

Since India is facing a widening trade
deficit with major trading partners, bilat-
eral trade negotiations should emphasise
some element of reciprocity. Now, the
position seems to be one-sided favouring
the partner’s interests more than India’s.

Manufacturing exports have the lion’s
share in total exports over the years. It
constituted 85% of the total merchandise
exports in Fy 2003-04 which increased
over the period to 86% in 2012-13. The
manufacturing sector has sustained its
share but growth somehow looks restricted.

As noted by Kumar and Gupta (2008),
the lack of a focused approach in identi-
fying, sustaining and building the coun-
try’s competitive advantage, the concen-
tration of exports in low value categories
and relatively poor inflow of foreign direct
investment (FpI), especially in export-
oriented industries are responsible for
the relatively weak performance of India’s
manufacturing exports.

Exports have shifted towards technology-
intensive-manufacturing exports with an
increased share of engineering goods,
petroleum products, chemical and related
products from labour-intensive traditional
sectors like textiles, gems and jewellery,
leather, jute, carpets and handicrafts. There
is scope to im-prove efficiency of these sec-
tors which can contribute to enhance their
share in manufacturing exports. Boosting
exports of these sectors has the added
advantage of increasing employment as
these are labour-intensive industries. These
sectors are facing peculiar problems. These
include securing availability of raw mate-
rial and alternative markets for gems and

Table 3: Share of Imports of Principal Commodities Group (%)

jewellery, corporatisation and compliance
of environmental standards for leather,
technology upgrades for improved produc-
tivity, balance between the domestic and
export requirements for jute and ways and
means to handle variations in international
demand for carpets and handicrafts.

If we want to enhance our perform-
ance in these traditional sectors we need
to tide over existing shortcomings by
ensuring adequate availability of raw
material, skill development, manufac-
turing parks/clusters, tapping potential
markets, appropriate brand promotion,
providing financial/fiscal incentives,
capacity building for export, continua-
tion of existing schemes, etc.

Micro, small and medium enterprises
(msMEs) have made substantial contri-
butions to the Indian economy, and exports
from this sector have been accorded
high priority in India’s export promotion
strategy. The sector faces a number of
problems such as low levels of technology
and innovation, inadequate access to
concessional credit, poor marketing, and
branding, packaging and complicated
government procedures. Addressing these
problems is expected to improve their pro-
duction capability and exports. Emphasis
of the strategy is on skill development and
training, standardisation and quality,
access to affordable credit, impetus for
innovation, and brand building.

The share of MsMEs in total exports is
spread across different product segments.
In case of items like textiles, leather goods,
processed food, engineering goods, and
gems and jewellery, export performance
has been commendable over the years.
Sectors like sports goods are almost 100%
export-oriented. In view of this, export
promotion from MSME sector has been
accorded high priority in India’s export
promotion strategy which includes simpli-
fication of procedures,

Commodity Group

2000-01 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13

incentives for higher pro-

A) Bulklmports

4182 4462 4558 4292 4060 4363 46.35

duction of exports, prefer-

of which: Petroleum Crude

ential treatment to MSMEs

and Products 3132 3170 30.84 3022 2866 3167 3443
B) Pearls, Precious in market development

and Semi-Precious Stones 962 316 553 565 936 576 459 fund, simplification of
0 Mthinery 822 1800 1350 1255 1120 1058 989 duty drawback rules,
D) Project Goods 150 051 105 163 166 179 133 hlgher value addition, skill
E) Others 3884 3371 3434 3724 3717 3824 3783 devel ¢ and trai

ofwhich: GoldandSilver 928 705 739 1033 1152 1259 134 Cevelopment and tram-
Total 100 10 100 100 100 100 oo ing, thrust on standardi-
Data Source: DGCIS, Kolkata. sation and quality, access
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to affordable credit, impetus for innova-
tion, etc, would be essential elements of
the strategy (Government of India 2011).

The focus on gold and oil alone to
restrict imports tends to obscure other
important impediments which are also
structural and policy-induced. India has
the third largest coal reserves in the world,
yet it has imported substantial quantity of
coal for internal consumption and thus
share of coal and coke in total import rose
from about 2.2% to 3.4% between 2000-01
and 2012-13. Similarly, one-third of ferti-
liser consumption is imported as there was
inadequate production capacity within
India. Share of fertiliser in total imports is
still about 2%. India is also among the
larger edible-oil-consuming countries, but
it still imports edible oil from countries like
Malaysia and Indonesia for domestic con-
sumption. The ban on iron ore mining in
several states has meant that steel produc-
ers have to import ore. The share of metal-
liferrous ores and products in imports dou-
bled to 3% during the period. Similarly, the
shares of import of many conspicuous con-
sumption goods are also increasing.

Thus, the faster growth of imports is
getting more and more skewed in favour
of gold and avoidable imports of some
commodities and luxury items. Such
items cover more than 25% of India’s
import bill. Import substitution in sev-
eral commodities should be explored.

To conclude, after the eruption of the
sub-prime crisis in the us which was fol-
lowed by the European crisis it was inevita-
ble to change our focus towards non-tradi-
tional markets to keep our exports alive,
which have taken a major hit after the cri-
sis and still remained shaky. There is a dire
need to scale up exports in the wake of
unabated and inevitable high imports.

K Kanagasabapathy, Vishakha G Tilak and
R Krishnaswamy are with the EPW Research
Foundation.
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