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INTRODUCTION

China’s economic growth is nothing short of a miracle. Not to be undone, is India’s economic performance. From being written off to being written about is a great tribute to each country’s vibrant economic process. China’s performance in manufacturing and India’s dramatic services sector juggernaut have made even the strongest of skeptics sit-up and wonder what drives these two economies in an apparent unbound growth path. The recent flurry of joint declarations by China and India leading to an eventual prospective Free Trade Agreement makes it imperative to look at whether this is actually a workable proposition. The viewpoint paper tries to explore the theme of how India can take forward bilateral trade building and capitalize on its inherent and amply visible strength.
Background

India and China are on the threshold of signing a trade agreement. Trade between India and China has grown 13 times in the last 10 years to reach $13 billion and is expected to reach $35 billion. It is also China’s largest trade partner in South Asia. Enough opportunities exist to cooperate rather than compete given the inherent structural strengths of the two economies. Unlike other trading arrangements, the India-China bilateral trade arrangement can be mutually beneficial if these strengths are built upon and exploited.

India -China: a balance scorecard

China’s GDP growth at 10% per annum over the last 20 years compares with India’s 6%. While China quadrupled its GDP in the last 20 years India just more than doubled it. China’s manufacturing sector contributing 50% of its GDP valued at $650 billion per year is six times that of India. In contrast, the Manufacturing sector in India contributes just 22% to Indian GDP. However, the Services sector in India contributes to more than 50% of GDP while in China one does not have so much of private service provision.

The strategy for Chinese growth has been based on the four principles of high savings rate: 40% of GDP, trade-led growth (China’s trade is 52% of GDP India’s is 31%), intensive investments in infrastructure and a super efficient manufacturing sector. The Indian economy on the contrary has been plagued by stagnant savings rates in the 24-27% range for years and the investments from external sources as FDI are merely $2 billion compared to the $45 billion of China.

China’s manufacturing style is characterized by mass and standardized production at global scales on the basis of cheap, hard working labour, that moved from low productivity agriculture to high productivity manufacturing and one that is concentrated in low value addition items. Indian manufacturing is more in the nature of “complex” or integral with a significant element of design, engineering and technical skills

The only similarities that the Chinese and Indian economy seem to have are rampant corruption and beauraucratic delays compounded by the presence of intellectual property theft and lack of sufficient investor protection. China’s accession to the WTO as late as in 2001 is expected to address these concerns.

This raises questions. Does this mean that given the divergences in the economic characteristics, there isn’t much of a commonality of approach? Is economic size too much of an impediment for cooperation? Are economic and geo-political goals entirely divergent in nature, so that any collaboration is ruled out?

Had this been true, effective collaboration at international fora like the WTO, would not have been possible, as they would have seen each other as bitter economic rivals. Added to this was the long baggage of border disputes that seemed unsolvable.

Collaboration at the WTO

The G20+ aggregating 85% of the world GDP has engaged both India and China in activism directed at protecting the interests of the developing world on issues of agriculture and the elimination of trade distorting subsidies and a more equitable world agricultural trade. 

They are also together in the group of 15 developing countries that was formed to oppose the Singapore issues comprising investment, competition policy, trade facilitation and transparency in government procurement.

In addition a political understanding was reached in 2003 between the two governments to cooperate at the WTO in the interests of the developing countries.

Both had planned to explore the possibility of initiating a coordinated action in regard to three specific areas of concern at this stage in the global trade negotiations. A key aspect will be the search for special safeguard mechanisms on behalf of the developing countries in the field of agriculture. 

The other identified areas of possible Sino-Indian cooperation within the WTO framework pertain to TRIPs with reference to public health issues, in the specific context of paragraph 6 of the Doha Declaration, besides investment policy and the related issue of dispute settlement. 

Anti-dumping measures and environment are other major issues of collaboration at the WTO.

Equally, significant is that India and China can also strongly thwart all non trade measures like labour standards and the inclusion of a social clause in the WTO  that could emerge as non-tariff barriers against market access for their products.

Diversities of size and approach to growth and development apart, does an economic collaboration seem a viable alternative?

The possibility of reaping economic gains, in the light of a combined 2.3 billion strong population amounting to a sizable 38% of the world’s population seems to have made some wisdom prevail. Having laid to rest the spectre of border issues currently by the signing of joint declarations, both are cautiously treading the path towards a sequential trade arrangement. Possibly an RTA followed by an eventual FTA.

If this seems an economically feasible approach, how should India move ahead?

India has to leverage its strength in the services sector

Admittedly India’s strength is not mass produced, low margin, low value addition, standardized products. However, in the high value addition items India definitely enjoys a distinct edge.

India’s “current” growth model has been more services driven and its strengths are a well-educated workforce, having information technology and technical competency with English language proficiency. China seems lagging in these departments. Also, China is deficient in most private services and this represents a huge market opportunity for India.

Though other areas of collaboration do exist yet, given India’s strength in services it should look forward to opportunities in education, healthcare, tourism and basic sciences research.

Any bilateral trade arrangement therefore will have to consolidate on the strengths of each economy. After all trade is primarily based on the convergence of wants and both can gain from each other if engaged in a symbiotic relationship and provide a new leadership to global trade and economic cooperation.

India’s Top 10 Exports to & Imports  from China in 2004 (2-HS Code break up)
	HS
	Description

EXPORTS TO CHINA
	Value (US$ million)
	HS
	 Description

IMPORTS FROM CHINA
	Value (US$ million

	
	 
	2004
	
	
	2004

	
	India               
	556.48
	
	India               
	322.13

	
	 
	 
	
	 
	 

	26
	 ORES, SLAG, ASH
	272.78
	85
	 ELECTRICAL MACHINERY
	64.06

	72
	 IRON AND STEEL
	75.40
	84
	 MACHINERY
	33.98

	39
	 PLASTIC
	38.01
	29
	  ORGANIC CHEMICALS
	60.22

	29
	 ORGANIC CHEMICALS
	22.23
	27
	 MINERAL FUEL, OIL ETC
	11.87

	84
	 MACHINERY
	6.15
	50
	 SILK; SILK YARN,FABRIC
	23.80

	25
	 SALT; SULFUR; EARTH, STONE
	9.41
	59
	 IMPREGNATD TEXT FABRICS
	11.96

	71
	 PRECIOUS STONES, METALS
	7.38
	54
	 MANMADE  FILAMENT, FABRIC
	8.11

	52
	 COTTON+YARN, FABRIC
	30.80
	73
	 IRON/STEEL PRODUCTS
	8.78

	28
	 INORG CHEM; RARE EARTH MT
	21.99
	72
	 IRON AND STEEL
	1.08

	27
	 MINERAL FUEL, OIL ETC
	7.41
	39
	 PLASTIC
	6.81


Source: General Administration of Customs of the People’s Republic of China
As appearing in: India-China Economic and Commercial Report (January 2005)  


         Compiled by Commercial Section, Embassy of India, Beijing.
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