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Summary

The comparison of the key features of tradedrtion processes and the economic outcamésina and

India reveals that while much has already been achieved in both these economies, the Chinese reforms,
especially with respedb manufacturing trade, have gone further and that this is likely ortbeokey
determinants of better economic performance of Ctna.i | | Chinads integratio
chaacterized by a certain dualit9n the one hanthe opening up of trade and FDI in manufactured goods

has spurred the emergence of a largeivate sectarOn the other hanthe high level of public ownership

and importat regulatory barriersontinue todominatethe services sectordndia has gone a long way in
reducing its tariffs on neagricultural productsas well as selected ndariff barriers but moderate
protection still persists which likely adds to the hurdles faced by the Indian manufacturing sector. India has
revealed a comparative advantage in certain segments of the services sector but its services trade policy is
still very restrictive, even as compared to Chiktore generallylie extent ofiberalisationachieved so far

in Indiaand the outcomes it brought about suggest that the remaining goods and services trade barriers are
justbutone item on the list of reforms thatia needs to tackle in order to promote trmtbexpansion of

morelabourintensive activities.

The author is an economist at the Organisation for Economiop€mation and Developmenna the material
presented here draws on work carried out within the OECD Secretariat, in particular on Greene, Dihel, Kowalski and
Lippoldt (2006) and Dihel and Kowalski (2007). The views presented are strictly those of the author and do not
necessarily neresent the views of the OECD or its member countries-autioors of the two aforementioned reports.
Useful comments by Rgh Lattimore and excellent statistical assistance by Clarisse Legendre are gratefully
acknowledged.
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Introduction

Chinads and | ndi a6autpeE@riRed garldbawvdralge groath rates,andeey those of
other lower and middle income countries the most part of the last 15 yea@hinahas grown at an
average rate aflose to 10% annually during 192006; a rate at which income more than doubles every
seven yearsAlthough regarded aasuccessl ndi aé s p e rlebscspentaculas tharh@ ansaith s
anapproximate rate of growth @26 annually.The growth of wold economyin the corresponding period

amounted to approximately 3% annudgfygure 1)

As pointed out by the World Bank (2007), the two countnies account foB7.5% of world ppulation

and 6.4% of the value of world output and incaameurrent prices aneikchangeates; as their per capita
production and consumption approach | evastheyars i mi | ¢
indeedalready doig (seeFigure 2) major effects on global markets and resources can be expected
Indeed this has already been happenfiog some timewith the greatnfluenceof Chindd s demand an
supply onthe world marketobserved since b begi nning of t he nlveoddo s . I
markets, despite the several successtfuliesof individual companies or sectgreas beemorelimited so

far (see Figure 3put the potential is clearly there.g.Lehman Brothers, 2007 fact one couldargue

that because of the more orgawaythe economigrowth isbeingachieved in Indighe achievements are

more sustainable

While China and India are both very populous, both have a history of central planning artdriemsted

policies andboth are pooer as compared tthe OECD ara, they are in fact two quite different countries

with divergingdevelopmenbpportunitiesand challenges. Some of these broad differences are revealed in
Table 1which compiles a list of selected resource, geographical and economic indi€atongi a bi d 6 s

eye viewat the two economiefdia is closerto Europe in terms of geographical distance by some 1500
kilometers (and yet closer & sea distance is considered) wit@lkina is closer to the United States by

some 700 kilometers and to Japan by s8i0 kilometers. Culturally, because of fhestcolonial links

with the BritishEmpireand thewidespreadise ofthe Englishlanguagendia is much closer culturally to

both he EU and the US, while China can dmnsiderectloser to JaparBoth countriesare very large in

terms of surface and population aar@ quitediverse geographically and ethnically. Chirees falmost three

times as muclagricultural land as India dodsitl ndi aés arable | and resour c:¢
China by almost 60%. Indid s p o and lakedr forcenargrowing much faster han Chi nads, i

the skilled segment of the | abour force. Despite



three times bigger t han adpiaidpuzhasng power parity térrdas ddlible ne s e
that of India.

Theseand many othedifferencesjncludingthe scale and scope etonomicpolicy reforms are reflected

in the rather distinote development paths that theo economiediave beerfiollowing as well & in their

distinctive trade profiles.While in both China and India the share of agriculture in GDP has been
declinind, its place has been taken primarily by manufacturing in China and by esirvitndia. As a

result n 2006 services accountedfor56% | ndi adés GDP c¢ o niiais ablsomirtored 4 1 % |
in thetrade developmentindia quite clearlyhas not been abletnat ch Chi nabdésecwoqléedt
goods marketseven though recently more dynamism has been obsereedt@#ing segmeatofthe Indian
manufacturing sector (Lehman Brothers, 2007¢t, for some time nowhe devel opment s i
services sectanave generatettade flows that are more comparable to those of Chirsbsolute terms

and are much higher than in Chiifiave account for theconomysize Evidence is also mounting that the
product composition of these two economiesd trad
enormous economies are not competing directly in the waaldkets Dimaranaret al, 2007).

The reminder of this paper goes deeper thiotrade and trade policy developments in Chinaliagid in
order to addresses the implicatiorier their own economy and thorld economy as a whaleIn
particularit aimsto shed light on the folloing set of questions:

1 Whathasbeeh he r ol e of trade in Chinaés and I ndiabs
fwhat has been the role of trade policy in Chin

1 What is the remaining potential for improving economic outcomes iassdby reformingtrade

policy reforms?

9 What are other policies that could help these countries to furntipeove their integration witthe

world markets?
Main trade developments
Generaltradetrends

China

2 This is notwithstandingth@fct t hat cl ose to 40% and 60% of respecti v
rural areas (check this).



Chinads econo miamd integraéion\eith warldnmdrketsisnone of the mostemarkable

economic developments of recehe ¢ a d e s shar€ih wanldagbagls trade has increased from less than

1% in 1970 to close to 8% in 20@6ee Figure 3)The expansiomf internationaltrade has been they

featureoft he countrydés rising prominence in the worl d
at three timeghe world rates Already in 2005 China became the third largest trading nation after the
United States and Germaand its contribtion to the growth of world merchandise trade over the period
19962006 amounted to 20%.00king forward, i is estimated thahe Chinawilb ec ome t he wor |
exporter by the beginning of the next decade owing to attractiveness to FDI, a highideawst) rate,
improvements in productivity spurred by reduced internal and external barriers to trade, and a significant
surplus oflabour(OECD 2003.

The considerabl e expansi on o fbottybddsarad BeyvicasHowaler, i n r |
as compared with its goods trade, services exports remain at lowerdadetse growing more slowly
Indeed,while goods trade surplus reachgd®D 134 billion in2005, services saw a gradlyaldeepening

deficit that appeared #lhe beginning othe 199G and reachedJSD 9 billion in 2005 Overall, Chinese

goods &ports account for approximateB0% of its totalexports, whichis substantiallyhigher than the

world average at a little over 80%s services exports only account for a little less than t@%apared

with a world average of 20% (Tablg.2Allthi s suggests that Chirelativelg ser v
underdeveloped and its integration into the world economy was mainly driven by goodsAsade.

discuss below, among other thindsistreflects the dualityn Chinad s e ¢ o n o:rthie openng upiofc y

trade and FDI in manufactured goods that resulted in the emergence of a largely privatesether

high level of public ownership and important regulatory barriers in serviadersehat explain their

weakertrade performance.

The compositionof Chi nads mer désandatgore eamajprrchadgesince the beginning of
reforms withthe large rise in the value of manufacturing exportsthedignificant increase over the years

in imports offuel, energy and capital good&reene et al., 2006J o illustrate more recent changgable

5 presents the top 25 produ¢ss the sixdigit level of the harmonized systemported by China in 1996

and 2006. First of allit reveals that Chiras e x p olesscencemtatedeirl996 than they were in
2006; for instancehe top 25 products accounted for 17% and 25% of total merchandise exports,
respectivelyFurthermorea clear diversificatiors observegawayfrom lower technology products sl as

footwear toys, apparel and petroleuproducts tevards ICT sector products such astomdic data

In terms of sectoral policies, emphasis was placed on investment in-exipated manufacturing determining
a more rapid development thfese sectors.



processing machines, transmission appamatdspartand inputs intelectronic productsamongst others.
Similarly, in the services secto€China hasfor some timealready been diversifying awafrom
transportation anéinancial andinsuranceservicestoward he exports of other business services (mainly

professional services) as well as travel (Table 6).

Chinabs major tr adi n gidepha Europearn Unionafoll@vedon thet Umited Statep o r t
and Japar(Figure 6) Together, these three trading partners provided marketgidbbelow 50% of
Chinabs total expor %s oif n Chod@adbsamanpmade buagnd 34 On
ASEAN countries are very important and indeed while China has positive trade balance with the EU and

the US it has negative trade balance with the ASEAN grbup.quite cleartha€Chi nabés trade e
reflects in part greater specialisation in prodhrctin the Asia regionAs Greene et al. (200@escribe

China has emerged as the final processing and assembly platform for a large volume of exports originating
from its Asian OECD neighbours but destined for markets in Europe and North AnWfrihaime the

sourcing increasinglyinvolves other fast growing Asian economies. According to somecrude
approximations al most half of Chinads exports ar
is higher in certain high technology products trégke sectioh mpor t ance of trade in
growthfor moreonprocessingtrade) Thi s has resulted in a shift ir
that now show increasing trade surpluses with Europe and North America, and rising datficinany

Asian countries.

Chi nads invesandne libematisdtiomas created an attractive business environment and therefore

has had a significant impact on FDI inflovEDI grew fromessentiallyzero in 1979 to USD 636 million

in 1983, toUSD 6Q3 billion in 2005(Greene et al., 2006China has been the largest FDI recipient among

all developing countries since 1993 and ranked the first in the world in terms of FDI inflows in 2002.
Currently, China is the third largest recipient of FDI after 1H8 and the UK(UNCTAD, 20085. It is
important to note however th&hi nadéds FDI perf ormance must be vi e\
In terms of FDI inflows pecapita, China ranks lower thail OECD countriesave for oneandeven
ranksrelatively low among developing countridé#dditionally, there are some concerns about the quality

of these investmentflows muc h of Cehaiivelystterrh, i llaboursntensive manufacturing,

with foreign investment in higkech and the services $exs lagging behind (Greene et al, 2007).

For a detailed analysis of Chi nGhiha Progresseand Refonmt pol
Challenges OECD, Paris, 2003 and OECD (20@Bhina: Open Policies towards Mergers and Acquisitjons
OECD, Paris, 2006.

° OECD (2003)op. ci., pp. 3740.



India

Indi adbs recent economic dynamism has | ed many to
insertion in world markets. However,n d i a 6 s t r arduehlessxngpeessise. Its share soxid

trade has first declined steadily since the beginning of the 1970s to around 0.5% at the beginning of 1990s
and then rose steadily to just above 1% currefitih.e c ompound annualexpgtsodb wt h r
goods and servicdsr the 19902005 period was 1%0d well above the world average growth of 6%. In
particular,in the last five yeartndian exports have increased at aroune2Q% per annui three times

the rate of world trade growtt¥et, these significant increases reflect to a large exteetatively low

base; I ndiads contribution to the gr e006amounfed wor |

to a mere 2%as compared to 20% in the case of China

Remar kably, the recent gr owicés rather thhmadufactfirgDespitea d e h a
India being relatively abundarm skilled labourand capitglits manufacturing trade is highly concentrated

in low-technology goods and the share of higbhnology manufactured goods in its total exports has
barely changed sindbe mid1990s and remains under 5%, as compared to 30% for Z@eal able 8)

Il ndeed, | n mdrcaabdiseexpartrstruetard isstill heavily skewed towards petrol products,
jewellery, furniture, chemical products and textiles and wearing apasgttucture that resembles to a
certain extent the structure of Chinab6s exports
structure of exports seemdittle bit more concentrated in 2006 than in 1996 but this is largely driven by
the energence of exports of petroleum diladditionally, it is not easy to classify the direction of changes

in the structure of top n d i a 6ss Onehe pne hand a femore sophisticated products suals motor

vehicle partamade itto the top 25 product$i2006 On the other hand several traditional manufacturing
productssuch as gems and jewellery, wearing apparel and certain food prétaictdreadydominated

I ndi aé d9n 1898hawegainesl in importance in 2006his suggests thahdia has not itegrated into

the global production networks of high technology products to the extent China did.

Thestill very traditional profile ol n d merdhandise trads also confirmed by more detailed analysis
of its revealed comparative advantagdices ad growth rateconducted by Dihednd Kowalski(2007).
Most of the producten which India is estimated to have a revealed comparative advantage belibreg to

primary and labour intensive sectors. During the last 10 years, India ha®pgeea comparative

® As argued in Kowalski and Dihel (2007ig is due to the rapid development of domestic refining capacity. In
1996, India imported both crude and refined petrol (around 2/3 crude and 1/3 refined) and exported only negligible
guantities. h 2005 its imports of crude petrol have more than tripled (in quantity), its imports of refined petrol have
considerably declined, and refined petrol has become a key export. It is yet unclear whether this export boom is
sustainable or it was due to anipient excess domestic refining capacity.
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advantagenly in chemical and metal manufacturing. In fact, in kigbhnology egmentsuch a<ffice,
accounting and computing machineapd Radio, television and communicatiequipmentRCA indices
haveactuallydeterioratedver time

In addition tothe analysisof revealedcomparativeadvantageindices Dihel and Kowalski (2007)
employedtwo differentanalyticalapproaches to captutiee skill intensity evolutionof ndi aés expor t
The first methodologybased on the skill intensity classificatialeveloped by UNCTADrevealedthat

despite the rapid growth in trade flows, India has not managed to developtadtiglblogy export sector
andthatits export mix in terms of skills requirements remaisryingly stablein period (19962005)

(Figure 8. Another classification developed by the Hamburg Institute of International Economics bhased o

the ISICclassification enabletireakingdown individual manufacturing sectors according to the intensity

with which they usedchnology This analysigeveal@ thatthe share of highechnol@y manufactured

goods (such as pharmaceuticaig]io aml telecommunication equipmentfioe and computer equipment)

in I ndiads total exports has barely changed si nc:¢
technology products which include the whole of the chemical sector and motor vehicles has increased by
less than 5 percentage points and stood at 19% in Z00f&mplement thedendings Tabled presentshe

World Development Indicats classificatiorof high technology exports; thgyovide higher estimatesf

share ofwhich technology tradéut a similar flat trend and performance relativdrazil and Chind.

Services trade appears to have done much better and India has emerged as a global player in some
services sectors such as information technology and business process outsourcing, aseméttess
related topharmaceuticals. Mode 4elated trade is alsonportantamountingin value terms tamver 90 %
of total crossborder services expor{®ihel and Kowalski, 2007) A process of export reorientation is
clearly underway and a significant shift has taken place towards more advanced, in some casés high
intensive, services. Moreover, new services, such as computer and selected professioaa) bamgc
emerged in Indiabs exports to a greater extent th
at the sectoral compomih of services trade in Table I@vealsOther servicesheing the top export
category during the period 1929004. Computer and information servicésve experienced the largest
increases, while transport and travel services registered a considerable drop between 1994 and 2003. In
1994 three types of service$rével Transportation and Other business serviceaccounted for almost

100 % of all services exports; in 2000 they represented 57% and in 2003 only 42%. The most spectacular

! Source: UNCTAD, The Least developed Countries Report 2002, New York and Geneva 2002. The original
categories are supplemented with the category of primary.
8 The figures are in percentage of manufaaiuepors and not total exports.
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evolution was recorded b§omputer and information servicesh ose share i n Indiats

almost doubled between 2000 and 2608 r each al most hal f of Il ndi abds s

The structure off n d iservices imports has remained considerably more stable. Other services
(Other business serviceSommunicatiorand Construction as well as travel services seem to be the most
dynanic categoriesTransporti mports experienced a steady decl i nce
than 50 % of total services imports in 1994 to 36 % in 2003. While imports of insurance, financial and
construction services are relatively important, theghmain import categorigsansportation, travel and
other business servigesaccounted for 82% of Indian services imports in 2003 (compared to 92% in
1994)

A more detailed analysis of I ndi abs services e
such as sectoraevealed comparative advantaged intraindustry tradandices performedby Dihel and
Kowalski (2007) confirms that India has a stromgvealedcomparative advantage i@omputer and
communication servicesTravel, Financialand Communicdbn servicesfeature high levels of intra
industry trade, indicating Indiabs integration i
Computer serviceim India seem to be entirely an irdedustry phenomenon.

In terms ofgeographicabrientationof goods and services tragterecentyearsindia had managed to
increase its shares i nbutdhkse shapresrramaie relaticely smatl anid @are 6 m
concentrated in few losechnology productsSince 2000, India “srientationtowardsOECD markets has
been slowly decreasing, from 55% of its merchandise exports to only 43% in 2004. The EU remains the
top destination but has seen its share of Indian expedisced by 3 percentage points in 5 yealrs
merchandise trade, theegisf China as a key export destination is particularly noticeable. Exports to China
increased from less than 2% of tdtah d ex@dits (rank 14) in 2000 to more than 6.6 % in 2004 (rank 3)
and still growing at 58% per annum. Exports to Singapore haeecalssiderably intensified and now
represent around 5% of I ndi adbs total. However, a
which was heavily influenced by exports of refined petroleum, there are few signs that India is fully
integrating intathe south and/or SoutBast Asia trading hubA similar trend can be identified in terms of
Indi aés services trade with OECD countries: t he |

decreased from approximately 33% in 1999 to about 26%008.2



I ndi abds i ninc@asettonsi@erablybirewes199land theannual FDI inflows grew from US$3.13
billion in 2002/03, to US$5.6 billion in 2005/36 As in many other parts of the world, but perhaps for
different reasonsFDI inflows into India ae shifting increasingly away from manufacturing towards
services sectors. In fact, in India, FDI is heavily concentrated in services. The share of services sector in
total FDI inflows rose from 5% in 1990 to more than 50 % during the post reform peri@ttZQ95).
However,likely reflecting the structure of services trade barriers (see belba/)nflow of services FDI

has been restricted tofew sectors such as transport and financial services. Between 1991 and 2005, the
top six recipients of FDI haveekn electrical equipment (144, transportation industry (11%), telecom
(11%), power and oil refinery (10%) amtherservices sector (8.45%)When it comes té&DI outflows

from India a similar concentration in services sector®hserved The share oBervices in total FDI
outflows increased to around 45% in the period 18@@3. Nonrfinancial services constitute around 36%

and trade approximately 5% of total FDI outflows.
| mportance of trade in Chinabs and I ndiads growth

The remarkableparallel growth and tradeperformancein both China and Indigprompts the classic
fichickkcnand e gg q u e,swhethethe@pening apmdarade/drovehe growth of GDP or wheher

trade increasedimply as a conseqnee of GDP growth and expansion of their sharabénworld GDP

To illustrate the influence of trade on GDBRveralanalysts consider the evolution of exports to GDP or
expors and imports to GDP ratios. Yéhe use of such ratiosan becriticised as meaningless or even
misleading since exports or imofis are turnover measures whifSDP is a valued added conceftil, as

long as we remembahis important distinction these measures can give us a feeling of the extent of

exporting activity as compared to economyds incon

In China,clearly,the obsevedtrade expansion reflectd leastin part greater specialisation production

in the Asia region where China engagesha final processing and assemblylarge volume of exports
originating from its Asiameighbours that ardestined for marketsni Europe andNorth America.As

mentioned above caording to certaimougha ppr oxi mati ons al most half of (
of such fAtriangularodo trade though this Gehamly,e i s

existenceof such a processing activity woube reflected in relatively high exports to GDP ratios.

o Based on dta from UNCTAD and the Indian Secretariat for Industrialigtasce.There is a discrepancy

in FDI numbers in certain cases. The RBI calculates FDI inclusive of reinvested earnings. However, the numbers
used here, hich were provided by the Department of Industrial Policy and Promotion, look only at investment made
through the automatic or approval route.

10 Monthly Reports by the Indian Secretariat for Industrial Assistance
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In this contextsome commentatofsave suggested thtitat the claim that Kina is an expo#ied economy
might bea myth(UBS, 2007) Processing activity is not néaias present in India butsmilar question
about the actual contribution of exportsitof GDP can be askedJBS (2007)arguesthat despite the fact

that imports and exports aresing in absolute terms wheexpressed as ratiaf GDP, the edimate of
actualvalue addedontributin of exports to GDP is barelysing over timeYet, the UBS (2007 analysis

is itself not free of limitatiog the value added contributias calculatedby using very broad assumptions
about the domestic content and the shark valued added in domestic contefihey assumea 50%
domestic content share fight manufacturinga rangefrom 20% to 50% for electronitsand 70% for
heavy industry and resource exports. Next a constant value added to total domestic contenisof 50%
assumed.When this is doneunsurprisingly,the actual expost value addedshare for most Asian
economies is far less than the exports/GDP ratio; for China this ratio is 10% and is not increasing over time

as rapidly as the exports to GDP ratio does.

We have taken the same approastthe UBS (200#yith theimprovement thathe actual datirom social
accounting matrices was used to measuredhee added content in thieal value of production by broad
sector” Thesewhere then multiplied byorrespondingexportsdataextracted form the UN Comtrade
databasdo dbtain an estimate of the expalue addedThe results fothis exercise for China anddia

are presented in Figures 10 and 11.

It is evidentthat both for China and India a simpleper to GDP ratio statistioverestimatgthe actual
contribution of exports to GDPFor China the simple ratio of exports to GDP is four tiraegdr than the
estimated exponalue added to GDP ratio (36% in 2005 compared to 8% in 1996). For India tHe simp

ratio is 3.25 times larger (13% in 2005 compared to 4% in 1986)e importantly, however, both the

simple and the more sophisticated ratios are much lower for India (e.g. 4% of exports value added in GDP
as compared to 8% for China) suggestim international trade likely plays currentiyless important role

in Indiabdés growth as compared to China. Mor eov

especiallysince200Q while for India it has been lgering around the 3% level.

Trade policy developments

China

" This is differentiated by country acehing to their per capita levels.
2 The data comes from the Global Trade Analysis Project database.
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China initiatedgradual and incremental economic refoiouer 25 years agdeginningthe transition from
a centrdly planned to anore market based economyccesso foreign markets anatapital and advanced
technologythrough grater integration into thenultilateraltrading systemwereimportantways in which
this process wat® be facilitatedThe resultingopening to world trade over the past quaoea century is
one of the more impressive aspeet< h i neeobaosnic reformand structural changendits accessiorio
the WTOin 2001symbolisesthe sustainedntegration effortsoy providingmore secure and predictable
market access both for China and its trading partmedsupportingthe reforms of domestic institutions

and mlicies

As already foreshadowe@€hi nads transiti on tagradualera highly managed e c or
transition. It began withexport processingn a few authorised special export processing zqBEZSs)

al ong Chi na 6.8y tseonidl980saxport prooessing was more widalgreadand Chinawas
increasingly characterised lytwo-tiered export regime: a very open export processing sedreagfiting

from duty-free importsand a domestic exportder that wasafforded high levels oprotectionthrough

tariffs and multilayered netariff barriers(Greene et al 2007).

In 1992Chi na declared its intention dandbegarttoarbakei sh a
substantial tariff cutsThis process was greatly strengthened by thensite reforms that China agreed to
implementas a part of its WO accession. These includegring of trade barriers in almost all sectors of

its economy, proding national treatmeniprotectingintellectual property rights, imprang transparency

and diminating nontariff barriersamong othersSome ofthese commitmentarestill being implemented

and thisongoingprocess is likely to further deepénh i rninde@ration with the world economy

Upon accession to the WTOChina agreed to bind all its impb tariffs. After implementing all

commi t ments Chinadbds aver age b odecredse tb a5¢6anfifig fram0 agr i
to 65%, with the highest rates applied to cerelads industrial goods this average will decrease to 8.9%

with a ran@ from 0 to 47%, with the highest rates applied to photographic film and automobiles and
related productéNTO, 2001). The two panels ®ablel17 present bilateral traeweighted tariffs imposed

by China in year 2001 and after implementationt®WTO conmitments which were scheduled mostly

for 2004 but in no case later than 2010 (WTO, 20@hina also has committed to a further phased
reduction and removal aforrtariff barriers, for the most part by 2005, but no later than 2Ghtha has

also committedto limit its subsidies for agricultural production to 8.5% of the value of farm butpu
(Greene et al., 2007)
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As Tablel2 shows, the reduction of tariffs during the 1990s has resulted in China being perhaps one of the
most open developing countriegth tariff levels close to OECD level¥he simple average Chinese tariff

rate on nonragricultural productsvas reduced from 46 in 1992 to 1% in 2001and further to % in

2005 The simple average tarifin agricultural imports was reductdm 47% in 1992d 24% in 2001 and

15% in 2005.

The trade reforms that China has embraced as a result of its WTO accession are a continuation of a long

standing trend that saw sustained reduction intadff barriers and in levels and dispersion of tariffs.
However, int he area of ¥WEQ comnutments repdsantnnailés®nes. Plans include the
opening of key services sectors to foreign participation, elimination of geographical limitations, forms of
establishment, and scope of business activities among otlmelsed trade in services was a key area in
Chinabs WTO negoti at i on stosubstantidy opens brbad emge of services mmi
sectors through the elimination of many existing limitations on market adChssa agreed to allow
foreignservices suppliers tengage irthe retailing of all productby the end of 2003. Btheend of 2004,

all firms have the right to import and export all goods except those subject to state trading monopolies
(such as oil or fertilizers). Foreign firnawvebeenallowed to distribute virtually all goods domestically
sincethe end of 2006. Foreign financial institutioase permitted to provide services without client
restrictions for foreign currency business upon accession; local currency services to Ginimgsaies by

December 2003; and services to all Chinese clients by December 2006.

Critical sectors such as telecoms, banking and insunaiicenow be confronted with greatly increased
competition. China promised to eliminate byhe end of 2006 most rdsictions on foreign entry and
ownership, as well as most forms of discrimination against foreign firms. Full access witinhately
guaranteed to foreign providers through transparent and automatic licensing prodeduitesemove
restrictions on rading and domestic distribution for many producthie full impact of increased
competition in China will not be felt until the liberalisation of the remaining sectors has taken place as per
the schedule agreed under the WTO agreenf@iore on the actuainplementation and on the allegations

of reform reversal in 2007)
Greeeet al . (2007) provide a liberdlisaiioh @mmmitmenadspedfieds o f

in its GATS schedulelndices of trade restrictiveness are calculatedidscrbe the consequences of

i mpl ementation of Chinads dbamking, insorance; telecommunicationg s
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distribution and engineering servicéd)lt is estimated that implementation of WTO commitments in
banking would lower the resttigeness of this sector below the OECD average. By contrast, in all other

sectors, despite significant liberalisation measures, the restrictiveness indices remain above the OECD

average but are lower than in most developing countries covered in thesa(sdgsGreene et al. , 2006).

Wh a't are the implications of i mpl ementing the
China and the world economy? Greene et al. (2007) provide some estimates on the basis ef a multi
country, multisector computabl general equilibrium model of the world economy that features increasing
returns to scale and larggoup monopolistic competition. Importantly, the model includes a treatment of
foreign direct investment on a bilateral basis which, given the important@eign presence in the
Chinese economy, is essential for understanding the impacts of its liberalisation. The resultstiradicate
China itself clearly stands to gain substantially from its liberalisation. Implementation of the WTO
commitments by Chinin goods and services sectors is estimated to increase its real income by almost 2%,
while a scenario with full liberalisation is expected to yield a 3% increase in its real ind@Enestimates

that are considered as quite high in this type of analj/Bis estimated impact OECD economies is limited

and heterogenous across the group. This is because of the still limited extent of trade integration with the

the OECd area arthe structure of bilateral trade flows between China and individual OECD ecanomie
which reflect divergent patterns of comparative advantages as well as differences in structure of trade
barriers and geographical location. The most direct impact is expected through improved export
performance of OECD countries that are already tradiitly or investing intensively in China but still

Ct

face significant market access barriers. The observed trade patterns suggest that the impact through the

market access channel is likely to be more important for Korea, Japan, Australia, and New Zeadknd, whi

the impact on other OECD economies is likely to be limited.

Overall Chinads integration process so f athe i s
opening up of trade and FDI in manufactured goods has spurresngrgence of a largaivate sectar

On the other hanthe high level of public ownership and impartaegulatory barrierseemto dominate

the services sectors. Services activities continue to be constrained by high entry lesxessiyvestate
involvement, opaque regulajoprocess and overly burdensome licensing and operating requirements. The
full implementation of GATS commitments would imply significant reforms and liberalisation measures
with important gains for China and many of its trading partners. It is worthgnitirt the 14 Five Year

Plan for the first time emphasisedevelopment of the servisesector with a view to alleviate the

13 The approach is described @ECD (2007a), Modal Estimates of Services Barriers, OECD Trade Policy
Working Paper No. 51.
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potentially negative impact on the overall structure of industry, job opportunities and comprehensive

competitiveness.
India
200has marked Indiabés tenth anniversary as a mem

sustained reductions in trade protection. Indéed, d icusténss duties on imports have been declining
since the end of 1980s both as a percentage of the valogofts and as a percentage of GDP and total
government revenu&uantitative restrictions on imports of agricultural products have been phased out in
2001. Services trade barriers have also come down and contributed to the expansion of a new dynamic

servies sector.

However, the remaining protection in both goods and services sectors is still much higher when compared
to China orother BRICs. First, this means that intermediate inputs and capital goods remain expensive.
Second, the remaining trade barriemmbine with thehigh levels ofdomestic red tape restricting new
entry and competition to keep Indiads competiti
manufacturing sectors. As a result, gampetitive effects in the tradable seétdhe nmain driver of

growth in most transition countri@sarenot ascommonas they could he

The extent of I ndiabs tarif finctollebted custbnissididsiexprasseds we
as a percentage of the value of imports (from more @@6 in 1990 to around 10% currently) as well as

the reduction of the share of customs dutiesowegnment revenue (from abov8% in 1990 tdessthan
10%currently, Figurel2). The decreasing reliance on trade taxes reflects continuing commitmenteto trad
liberalisation but also the shifting of revenue collection from tariffs to more efficient ways of collecting

taxes by broadening the tax base and movestentardsa value added tax.

Tariff reductions seem to have been implemented across the boardiggrmaeaket access improvements

but also entailing the added benefit of reducing tariff dispersion, and thus economic distortions and
complexity Table 13. Over the period 1992005 (for which we have consistent dathe proportional

tariff reductions onmports of manufacturing merchandise have gone deeper than corresponding cuts in the
agriculturalsector. In fact, for agriculturgroducts the reductioim tariffs calculated ortradeweighted

basisis negative with tariffs actually increasing by 2 merage points over the periochile that for
manufacturing (38) suggestensiderable liberalisatioeffort in the past. The corresponding proportional
tariff cuts for agricultureand manufacturingare respectiely -4% and 75% Tariff peaks for non

agricutural products have continued falling from 30% in 2003 to 12.5% in 2006, tariffs peaks on
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agricultural products have remained unchanged. By focusing tariff reduction on tariff peaks, India has been
narrowing protection differentials between raw materdpjtal goods and consumer goods

These statistics point to a significant liberalisation effort, especially in manufacti, it has to be
remembered that at the beginning of reforms | ndi
the arrent tradenveighted average tariffs of close to 52% in agriculture and 12% in manufacturing still
imply a significant wedge between domestic and world prices, and act as an indirect tax on exports through
imports. This puts Indian producers that relyimported inputs at a competitive disadvantage, lawds
inefficient producersn the domestic markefhe lowered but still high tariff barriers are consistent with

the low growth of the industial sector observed in Figure d@nd the fact that employmein the

agricultural sector persists despite its decreasi

Statistics presented in Tables 14 andait® even more revealing and show that the overwhelming majority
(between72anti 0 0 %) of | ndi abs | mpmestic sonsampton lbup tather, exp usedt e d
as intermediate inputs by the domestic manufaajuaimd services sectors. Table drésents the 10 top

I ndi adbs i mports and shows that over 60% of Indiab
andbound tariffs of around 30%. Within a number of these product categories the maximum tariffs are as
high as 100% and there are a numbearagional and internation#riff peaks.

Taking the example of imports of machinery and equipment, the simplegaviandf of almost 15% is
entirelya production cost increasing meagu@9% of imports machinery and equipment imports are used

as intermediate inputs in production. Another example is 10% tariff on imports of crédéneibiggest

I ndi ads i ntpeaatat). 1q0% 6f%hese imports are an intermediate input into the production of
the petroleum products a part of which are successfully exported (9% in 2003). Other similar examples
include inputs into the production of the chemical, rubber and plastatcts and services sectors such as
construction, transport and electricity generation. All iniallan alarming majority of casesoderate to

high tariff hurt mostly domestic firms that rely on imported inputs.

In an effort to offset the high taxati of intermediate products and barriers to services trade, India has
opted to maintain and cultivate an extremely complex system of duty exemption schemes, special
investment and establishment rules and special economic zones (SEZs) that provide snoartidgarly

to exporting firms. There are 134 duty exemption Acts in place covering ab tfpactivities from
restaurants to agriculture, handlooms, leather and footwear or geresaatidry. The majority of special

focus initiatives involve some e of dutyfree exemption in general between 2.5% and 5% of the FOB
value of exports. For sectors dominated by very small players, specific instruments are in place to channel

duty-free imports through trade associations. Other schemes stioheaport pomotionof capital goods
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scheme (EPCG) promisa 5% duty for imports of capital goods subject to an export obligation equivalent
to 8 times the duty saved over a period of 8 years.-&grort zones grant dufyee imports of capital
goods. In the lasteiv years, each financial bill has added to the number of special focus initiatives and
other promotional measures undermining parallel efforts to simplify export procedures such as efforts to

launch an automated electronic environment for all exports.

The extensive and conhgx duty exemption schemes metat it is difficult to know which tariffs really

apply in India and may create an impression that the protection levels may not be that high. As reported
earlier, there is a significant gap between avetagffs and customs revenue as a percentage of imports
but no publicly available information was found detailing customs revenue per import category, data which
would allow to identify the areas and products for which most duty exemptions apply. NesstAelble

21 clearly indicates that most of the output of the main importers of intermediate products is directed
towardsthe domestic market, not exports. It is therefore quite likely that duty exemptions mapinet

the problem of taxation dntermedate inputs.

There are currently no signs that the system will be simplified in the near future but it appears that the
Indian government is planning to alleviate thedamr on domestic industryndeed, in 2006 the Trade
Minister Kamal Nath announced twew schemeBocus ProducteindFocus Marketsaimed at providing

a thrust to employment generation, particularly in serban and rural areas. The objective of Hoeus
Productsscheme is to promote exports of labour intensive industrial products byirgjla duty credit

facility at 2.5% of the FOB value of exports on fifty percent of the export turnover of notified products
such as value added fish and leather products, stationery items, fireworks, sport goods and handloom, and
handicraft items. Th&ocus Marketsscheme aims at promoting exports to specified markets and allows

duty credit facility at 2.5% of the FOB value of exports of all products to the notified countries.

Various reports dealing with | ncdcmnardaed o marketiaccess s ec
in financial, telecommunication ardistribution services. The OECD (200&ssessed barriers in banking,
insurance, telecom (fixed and mobile), and distribution service and liberalisation effects in many countries,
including Irdia!* By using alternative weighting methods and improved econometric specifications that
include barriers affecting each mode of services supply and additionalseetific regulatory variables,

the paper draws concl usvenesssompased with both developirigountriesa d e
and the OECD. The results show that India is quite restrictive in banking, insurance, mobile telecom, and

distribution. The sectoral analysis below describes the trade restrictiveness index (TRI) in setectesl s

14 See OECD (2007a)s fMo dSeelr vH scteismaBtar ri er so6, OECD Tr ad
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sectors in India and the unéleng barriers, while Figures 13 to Ksaphically illustrates the results for
India and selected emerging markets

The results show that despite significant liberalisation steps, which in the analysed sectoceddr ex

I ndi ads GATS commitment s, barriers remain high.
of the selected emerging economiiggluding ChinaMoreover, most of these services sectors have for a

long time been in the public domain and theyfexuhot only from high barriers to trade, but also from
domestic constraints in terms of burdensome regulatory measures and state monopolies. These services
consequently suffer from inefficiencies and low growth. The negative impact of restrictions on the
performance of banking and dibition services is elaborated on in more detail in Kowalski and Dihel
(2007)

Finally, it is worth noting that given the important role of services as intermediate inputs in the production
of most industries, an inefficieservices sector can be costly for the Indian economy as a whole. The high
protection of services inputs reinforces the taxing effect ofssovices inputs hurting domestic production

of goods and services producing firms.

The goalof the New Foreign Tade Policyist o doubl e I ndiabds percentage
trade within the next five years. In 2004 when the government announced the new policy this was
interpreted as achieving a 20% gr owt hn\oddtraden num
from 0.8% to 1.5% by 2009. As far as means are concerned, the New Foreign Trad@ dpiears to be

based oncontinuing liberalisation efforts by reducing tariffs, unshackling controls, simplifying procedures
and bringing down transactioosts; extensive use of duty rebates and exemptions to neutralize the
incidence of all levies and duties on inputs used in export prodstéblishing export processing zones,

so called special economic zones, to boost exports and harness FDI intouictiness building

The objectiveset for theNew Foreign Trade Policynust be sen as quite ambitious. Figure fréces the
historical trend in exports growth and the projected, much higher, growth that would be implied by the
New Foreign Trade PolicyVhether the meanthe government envisagedl! be sufficientto achieve such

an ambitious outcome will be sufficient is unclear. In particular it is doubtful whether erpaigd duty

15 . . . . .
The OECD (2007a) attempted to include a large number of measures that can impede trade in services via

various modes of supplyt is important to note that, at this stage, the study consideosnhination of formal and

actual barriersA country can have regulatory measures in place which restrict trade, but these may not be applied in

practice. Moreover, even if restrictions are applied, their effect depends on how they are applied & @izetic

these caveats, the proposed lists of restrictions and the results should be treated with caution. Where possible, this

anaIyS|s indicates how results may change if the practical application on regulatory measures is taken into account.
Foreign Trade Policy 20042009, Directorate General of Foreign Trade, Ministry of Commerce and

Industry, Government of India, 2004.
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exemptions and preferential treatment of economic agents operating BEfis are the best way to
promot e economic efficiency and gr owt h. Whi | e
competitiveness and the source of foreign currency earnings, exporting firms do not operate in a vacuum
and discriminatory exporsrientedpolicies may in some circumstanga®ducemore harm than good. At

a vel general macroeconomic levelamtaining moderately high import tariffgith a system of export
oriented duty exemptions can b;eosts aflpddecttbnaie highgrs t e m
than in less prected transition countries excdpt thoselndian producers whiclre alreadycapable of
exporting. This is bound to have a negative impadherindian economy in general and perhaps even on
exports since this actiyi is also carried out withian inefficient national economy. Indeed, as much as

75% of the capital in the SEZs originates from domestic sesirds it plausible to expeéncreased

investment in exporting activity with policies that prevent the efficilmbestic production?

All these elements suggest that the economic benefits of the SEZs in India are open to question,
notwithstanding t he private sector support and
suboptimal policy from an economic pointwiéw (Engman 2007) They can merely provide an interim
solution to countries with poor business environments where bridging deficiencies at a national level is
temporarily impossible. This magdeedbe the case in Inddaa large, low income country witnormous
population, poor infrastructure and fiscal problénimit it would not be rational to treat this as a
sustainable, longerm solution that can substitute for reforms aimed at making business easier for
everyone. Even as a temporary solution, thesfisnare not guaranteed especially if the rents associated

with operating within SEZs create perverse economic incentives.

I n this context t he NewbBoreigmalirade Pelicgeamesonteshat@antradlictodyi a 6 s
On the one hand the acrasg-board liberalisation efforts are to be continued. On the other hand duty
exemptions and other privileges geared mainly towards export promotion are to be enhanced. In fact, if the
first objective is realized, the second, at least when it comes to irdport exemptions, becomes
redundant. It seems that acrdélse-board import duty reduction can have more beneficial econeithy

and export effects than selective duty exemptions in export sectors. We would therefore propose that a
costbenefit analysis of n d impdit sluty reductions through duty exemptions and SEZs and abmsss

board liberalisation be a subject of furtihesearch

In addition, a number of studies point out adverse factorsirtizde the development of the tradable
sectorsin India aswell asthat of the economy as a whoféne of the key hurdles to Indian productivity
growth has been a lack of infrastructure support from the government. In 2005, infrastructure spending was
US$28 billion in India (3.6% of GDP), compared with US$201idril in China (9.0% of GDP). It is
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estimated that poor and poorly wused infrastructu
points a yedrf and without change the desired douthigit growth seems highly unlikely.

The Licence R&f is consideed to have been dismantled in 1990, but India still faces significant challenges

in terms of the ease of doing business. For example, the cosstamtap is muchgreate than in China.
Despite significant reforms in the area of licensing systems, much more time to obtain the necessary
licenses is needed in India than in China or other countries in South Asia. Furthermore, tieguined

for exportng and imporing and its cost to export and import remain much higher than in China. The
enforcement of contrastremains inefficient and extremely difficult. Finally, labour regulations are
inflexible, as reflected by the rigidity of the employment index that is much higherin China or other

South Asian economies (Table)16

Finally, both China and India areonfronted with skill problems due to low educational standards but, as
opposed to China, India will have increasing workingpudation for another generatioe.g. Lehman
Brothers, 2007).

Looking into the future: China and India in a baseline scenario 2062020

How is internatbonal trade in China and Inditikely to evolve?To shed some light on this question this
section conslers the evolution of the two econ@sin the context of a baseline scenario that depicts how

the world economy might be expected to change over the next 20 years. In principle, baselines are
developed in order to reflect as closely as possible the changes expected to occur in the warig, econ
excluding the policies that are under investigation. The baseline that we employ in the reminder of this
section is the scenario developed for the Dynamic GTAP model (Walmsley, 2006). This scenario
assembles projections on various macroeconomic aagpeMm 92 regions over the period 2RDRO that

were collected by GTAP from a range of sources.

The idea is to summarize the baseline projections with a particular fodDkiloa andndia to study the
predicted changes in the patterhworld productionand trade by implementing this baseline in a CGE
model. Such an exercise informs us about the structural changes within the Indian and other economies that
are consistent with the lorigrm forecasts with respect to production factors and aggregate imecnoss

the world. It also informs us of the importance of international trade and sectoral policies for the realization

7 Analysisi| ndi a6s pol in¢eded sconbrhicorefdrm, Rauters 2006

BThe term fALicence Per ndlicencBsaliegulations &ind the actompartyihgered eéapeathab r a
were required to set up business in India between 1947 and 1990. The Licence Raj was accorded on a selective basis
to selected companies.
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of the assumed scenario. Additionally, the associated trade and structural changes can de decomposed by
factor of production and totaflactor productivity and this, combined with the information on past
performance and policy constraints, can help assess the importance of various structural policies, including
commercial policy, that are necessary to sustain the predicted growth path.

Because of our focus on trade and trade policy we adopt a structural approach to projections where the
aggregate output growth is decomposed into its underlying drivers using the standard neoclassical

production function. In a nutshell, the growth rate ajragate output of any given country is explained by

the growth rate of its TFP plus a weighted average of the growth rates of the four inputs, where the weights
are the corresponding input shares (BeaeX. Having identified the components of growth untry

we are in a position to implement these changes in a computable general equilibrium model which yields

information on sectoral output, consumption and trade changes that would be consistent with the aggregate

projection.

Real GDP and capital stockqgpections come respectively from the datasets used in the World Bank
Global Economic Perspectives 2005 and 2002. The scenario re#&atisely recentviews on potential

trend growth over the forecast period. The labour force projections that break fabme into skilled
(secondary and territory educated) and unskilled categories have been constructed by GTAP (Walmsley,
2006) based on the information provided for developing countries by Ahuja and Filmer (1995) and for
developed countries by CPB (199%ince we have no information on projected land use, land supply is
assumed fixed. Importantly, the total factor productivity growth rate is inferred from projections of the
aggregate income, primary factors of production and input shares in income, Hénamiform across
sectors. Though the described data is available for each year in the projection diecigssion here

focuses on cumulated growth rates of variables of interest.

Exogenous assumptions

The summary of the baselipeojections preseptl in Table 18ndicates a rather favourable outlook for
both China andndia with cumulated growth of real GDP wspectively 263% anii85 % in the 2001
2020 period. ThisnakesChina andndia respectively the first and thhird most dynamic economy the
world in the analysed periodhis is consistent with the average annual @BP growth of 13.8% for
China and.8% for India This scenario moves India from being thé" 1@ gest economy in the world in
2001 with a share in world GDP of 1.5% td"f®sition with a share of 1.7% in world GDP by 2620.

19 It is worth pointing out that the portrayed scenarideiss favourable for India than that presented by

PriceWaterhouseCoopers (2006) where I ndia with the an

2C



According to the initial input shareseachc ount ri es® i ncome (see Table A.
is characterised by a relatively high land input into aggregate income (11%) both amongGsdg Gfitha

7%, Russian Federation 9%, Brazil 2%) and worldwide. The contribution of capital is just below the world
average but higher than in China (38%) and the Russian Federation (40%). In Brazil this share amounts to
45%. As far as the labour input intacome is concerned India comes out as a relatively heavy user of
unskilled labour in its production (35%). The share of skilled labour (11%) is much below the world
average of around 20% which is consistent withke@edhan expected performancetie manufacturing

sector.

The initial input shares analysed together with the projected growth rates of individual production factors
allow us to assess the projected contribution of those production factors to the real GDP growth over the
analysed period. I€hina and India capital accumulation is predicted to be the most important source of
income growth in period 2062 0 2 O . In this period, I ndiabs capita
This compares favourably with Brazil ancetRussian Federationhere thisincreaseis predictedto be

around 83% but falls much short of the stunning b

Skilled labour is predicted to grolay 122% but its initial shareafndi ads i ncome in 2001
and its overall camibution to income growth over the 20 years period is below 10%. Still, this is the
highest predicted rate of skilled labour growth among BRICs though China follows closely expanding its
skilled labour force by just over 100%. Corresponding rates forilBaad the Russian federation are
respectively 83 and 9%. This suggests relatively favourable prospects foathgacturing andervices

sectors which use this type of labour relatively intensively.

I ndi ads unskilled | ab oascompasd tp Lt78dar Chinallkit ftom a lgrgeo w b y
base contributing to income growth slightly less than skilled labour growth. This is the highest percentage
increase in unskilled labour among BRICs. Overall, projected developments in the labour market seem

be a distinctive characteristic of Indi ads gr owt
with the anecdotal suggestion put forward by some analysts thHatevhil ndi ads popoaceat i on
a constrainingeature of the economy noilvmay becomen opportunity This is especially since for its

main rival, China, population growthtes are projected to be h#tibse projected for India.

Cumulativetotal factor productivity growth, calculated as a residual after accounting for taoteth is
estimated in India at around 56%. This falls short of 76% estimated for China and 72% for the Russian
Federation, but higher than Brazil at 35%.

economy in period 2068 0 5 0 . I n the same source Chi nab6éts 69.r30%t hBrfaozri
at 5.4 and Russiabds at 4. 6 %.
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Overall, the discussed baseline portrays the evolutiddlofi nad sadamds econoamgyg as i
total factor productivitydriven growth. Consequently, the contribution of changes in the labour market
seems limited buit is larger in India which is experiencassignificant change in the structure of labour

with skilled workers accounting for evancreasing sharef thelabour poolindeed, as already mentioned

I ndiabs already enormous | abour force is additio
BRICs. Thismay strengthed ndi adés position in the laboorabundante c on o
economy which attaches particular i mportance to

labour market may be higher than that suggested by a simple growth decomposition.

Simulation results

The describedexogenouschanges inthe composition of factors of production availalmeindividual
countries and their trading partndrave implications for the pattern of efficient allocatiorthadse factors

across sectors aéiconomy as well as for theadomparative advantage wsvis trading partners. This
section reports selected results of a simulation of the described baseline using the standard GTAP
computable general equilibriumodelof world economyreflecting an assumption of perfect competition

and full employmentof factors of productior?® The model isaggregated to 92 regions (all regions
available in theéGTAP database) and 10 sectors.

Table 19presents theimulatedmplications of the baseline for export performance. With 495% growth in

the volume of exports, India stantsbe the fastest expanding country, just above China where exports are
projected to expand by 490%China takes the place of the world largest exporter with the US and
Germany followingl ndi a woul d become the sour omotedtothel07 % of

largest world exportein 2020 as compared to the™3@ 2001.

Table 20addresses the same issue from the sectoral perspective. India becomes the third largest exporter of
textiles, wearing apparel and leather, tfidaBgest exporteof services (with all the qualifications that are
attached to the underlying services trade data) and"ttergest exporter of machinery and equipment (in

this sector India improves its world ranking by a stunning 29 positions). The table incluntesatign

about the underlying sectoral output changes which are a result of changes in world trade pattern as well as
domestic consumption. India records output growth rates in excess of 200% across raggtcodinral

sectors. Production in agriculturséctors also expands but at lower rates in the range of 90%. The largest

expansions are observed in textiles, wearing apparel and leather (305%) and machinery and equipment

2 This model is documented in detailtitertel (1997.
L Given the uncertainties associated with the exogenous assumptions this difference is in all probability insignificant
though we have not conducted a @opensitivity analysis with respect to assumptions.
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( 337 %) reflecting Indiads emerging pporen dfitese a s
products. (more on China here)

The portrayed decomposition of growthboth China and Indiauggests an expansion that is concentrated

in the capitalintensive sectors with high productivity growth that are relatively more reliarskibed

labour. This suggests mainly manufacturing sedtiven growth where competitiveness is achieved with

the use of ever more abundant skilled labgarticularly in India.Yet, asalreadydiscussed, thisvould

standin stark contrast with the policstance and the actual performance of the manufacturing sector
India.Pr ospects for Indiabs services trade perfor man

on skilled labour and capital and they are more consistent with the recentlyeabsends.

It is crucial that the portrayed scenario is predicated on sustséaetarallyneutraltotal factor productivity
growth close to 3% per annuim India and 4% in Chinaas well as aontinued rate fofixed capital
formation closeto 11% per annunmn India and 22% in Chinalhe actualvariation of TFP rates across
sectordn India(see Dihel and Kowalski, 20QA¥ith services sector recording four times as large a growth
rate of TFPas the manufacturing secteglls fora cautious interpretationfsimulation results, especially

at the moe disaggregated levehAn exercise that takes into account the sectoral differenddsRrgrowth

and determinants of growth woulthdoubtedlyoffer a more accurate assessment of projected changes.

Concluding remarks

The analysisn the preceding sections demonstrates international trade will remain probably the single
most important factor that can alloBhina andindia to continue, or perhapsven speed up, the growth
enjoyed in the last decade. Indeed, the projected expansthe @forld economymplies close to 500%

cumulated growtlin volume of exportef both these countries.

The comparison of the key features of trade integration pres@ssl the economic outcomes of China and
India reveals that while much has already been achieved in both these economies in terms of opening up,
the Chinese reforms, especially with respectmanufacturing trade, have gone further and that this is

likely one of the key determinants of better economic performance of China.

Of the two countries, China @obably the example to be followedut Chi nads i ntegrati
remains characterized by a certain duality. On the one kamdopening up ofrade and FDI in
manufactured goods has spurred the emergence of a largely private@adtwe other hantthe high level

of public ownership and impormé&regulatory barriersontinue todominatethe services sectors. The full
implementation ofC h i n@GAFS commitments would imply significant reforms and liberalisation

measures with important gains for China and many of its trading partners.

23



India has gone a long way in reducing its tariffs on-agricultural productgs well as certain netariff
barriersbut moderate protection still persists which likely addh#&costs of intermediate inputs and thus

to the hurdles faced by the Indian manufacturing settolia has revealed a comparative advantage in
certain segments of the services sector buséwices trade policy is still very restrictive, even as
compared to Chinalhe extent of liberslisation achieved so far and the outcomes it brought about suggest
that the remaining goods and services trade barriers are just one item on the list of ttediotndia needs

to tackle in order to promote tratkdd expansion of labotintensive activities. Other important priorities
include: reforming small scale industry policies that prevent realisation of economies of scale and
productivity increases in ¢hsector relaxingof labour market rigidities that hinder the intedustry and
interstate labour mobility and underpin misallocation of resources across industries andastidiag;

infrastructure bottleneckseducingregulatory differences acrosstes.
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Figure 1. Annual GDP growth rate 1990-2006
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Figure 2. GDP per capita in China and India 1975-2006
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Figure 3. Shares in world exports
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Figure 4. Percentage change in sectoral value added, 1991-2006, % of GDP
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Figure 5. Composition of value added

India, 2006
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Figure 6. Chinabé6s top trading partners
China's top trading partners, 2006
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Figure 7. India key exports, 2005
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Figure 8. Evolution of India's export mix according to skill intensity (1996 and 2005)
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Figure 9. Top 10 export destinations of India in 2000 and 2004, merchandise trade

A. 2000

Other-30%

EU15-23%

Saudi Arabia-2%

China-2%
Singapore-2%

USA-21%
Russian Fed-2%

Bangladesh-2%

Japan-4% Hong Kong-6%

UAE-6%

Source: UN COMTRADE.

B. 2004

Other-29%

_ EU15-20%
Indonesia-2%

Saudi
Arabia-2%

Bangladesh-2%

Japan-3%
USA-16%

Hong Kong-5%

UAE-9%

Singapore-5% China-7%

Figure 10. China: Exports to GDP and exports value added to GDP ratio
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Figure 11. India: Exports to GDP and exports value added to GDP ratio
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Figure 12. Taxation of international trade:

duties as % of value of imports of goods and services
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Figure 13. Banking and Insurance TRIs- India and selected emerging economies
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Source: Calculations based on the methodology described in OECD (2007a).
Figure 14. Telecom TRIs- India and selected emerging economies
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Figure 15. Distribution TRIs- India and selected emerging countries

2.5

2.0

15

OECD Average

1.0

0.5

0.0
India Russia China Brazil

Source: Calculations based on the methodology described in OECD (2007a).

Figure 16. Doubling India's share of world trade: the size of the challenge
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Table 1. Selected indicators

United
China India Germany Japan States World
Agricultura land (000" sq. km) in 2003 5549 1800 170 47 4169 49377
Arable land (hectares, min} in 2003 1034 1594 118 44 176.7 na
Pop ulation, total (min) 1,312 1,110 82 128 299 6,518
Birth rate, crude (per 1,000 people) n 2005 12 24 8 8 14 20
Death rate, crude {per 1,000 people)in 2005 6 8 10 9 8 ]
GDP (current US$, bin) in 2006 2,668 906 2,907 4,340 13,202 48,245
GDP per capita, PPP (current international $) in 2006 7,660 3,827 31,744 32,385 44,155 10,252
GINlindex in 2004 497 37 28 na 4 na
Goods exports (BoP, current US$ bin) in 2003 438 59 745 449 717 7498
Goods mports (BoP, current US$bin) in 2003 394 68 600 343 1261 7406
Service exports (BoP, current USS$) in 2003 497 23 124 78 299 1921
Service imports (BoP, current US$) in 2003 55 26 173 112 250 1881
Distance from EU (in km} 7971 6420 - - - -
Distance from US (in km) 10994 11762 - - - -
Distance form Japan (in km) 2098 5848 - - - -
Source: WDI, CEPII, author& calculation
Table 2. Trade in Goods and Services, World and China
(Percentage)
Goods Services
World China World China
Exports

1994 80 86 20 14

2001 80 89 20 11

2004 80 90 20 10

Imports

1994 79 85 21 15

2001 80 85 20 15

2004 80 88 20 12

Source: IMF Balance of Payments Statistics (2006)

Table 3. Services exports and imports in total- World and India

Percentages
1994 1997 2000 2003

Services exports

World 20.32 19.7 19.29 20.17
India 19.13 20.33 27.83 28.28
Services imports

World 20.97 20.12 195 20.33
India 21.65 21.39 26.26 27.37
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Source: IMF BOP (2006)

Table 4. Growth rates of goods and services trade- Selected countries and regions, 1994-2004

Percentages
Goods Services
exports exports
Regions/ Countries

World 7.87 7.54
Brazil 8.14 9.87
China 19.19 14.15
India? 9.83 16.24
Russia 10.53 10.22
Industrial Countries 6.36 7.13
Developing Countries 10.53 8.6

Goods Services

imports imports
World 8.05 7.29
Brazil 6.57 5.35
China 18.82 16.04
India 9.69 13.54
Russia 6.68 8.86
Industrial Countries 7.41 6.99
Developing Countries 9.25 8.09

a) 1994-2003 for India.
Source: IMF BOP (2006).
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Table 5. Changing

struct ur eortednd tBdirisinagednstotal expodte :

Product name 1996 1996 Product name 2006 2006
alue share value share
Petroleumn ois and ois obtained fr 2,789,285 15% Digital auto data process mach cnlg 43,383,744 34%
Input or output units, whetherorn 1,984 923 1.1% Transmission apparatus, for radiote 35,753,598 28%
Footwear with rubber. .. soles, leat 1,901,782 1.1% Paits and accessories of automatic 32,618,566 25%
Footwear, nes, not coverng the ank 1,831,672 1.0% Input or output units, whetherorn 25,676,922 20%
Toys nes 1,653,536 0.9% Paits suitable for use solely or pr 23,969,022 1.9%
Paits and accessones of automatic 1,626,778 0.9% Monolithic ntegrated circuits, dig 18,410,882 1.4%
Atticles of apparel of leather 1,440,980 0.8% Optical devices, appliances and ins 13,231 578 1.0%
Tunks, sutcases__, etc, with ou 1,397 615 0.8% Television receivers including vide 12,837,204 1.0%
Radio broad rece combined with soun 1,301,715 0.7% Storage units, whether or not prese 11,917,080 09%
Other articles of plastics, nes 1,254 054 0.7% Video recording or reproducing appa 7,699,542 0.6%
Tshits, singlets and othervests, 1,136,873 0.6% Printed circuits 7,649 519 06%
Storage units, whether ornot prese 1,113,778 0.6% Petoleum oils, etc, {excl. crude) 7,048,166 0.5%
Men's or boys' trousers, breeches, 1,067,967 06% Video recording or reproducing appa 6,994 314 05%
Camgo containers designed to be car 1,062,390 06% Digital process units whether orno 6,940,671 05%
Bituminous coal, not agglomerated 933,028 0.5% Static comerters, nes 6,870,148 0.5%
Prepared or presenved fish {excl. m 926,594 0.5% Jerseys, pullovers, etc, of man-mad 6,010,093 0.5%
Paits and accessones of apparatus 907,436 0.5% Camgo contaners designed to be car 5,983,951 0.5%
Stufied toys representing animals o §94.411 05% Sound reproducing apparatus, not n 5,899,918 0.5%
Camgo vessels nes and othervessels 886,313 05% Footwear with nubber._. soles, leat 5,642,838 0.4%
Telephone sets 864,714 05% A ratus, for camer-cunent Iine 5,354,160 0.4%
Cigarettes contaning tobacco 832,530 0.5% Footwear, nes, not coverng the ank 5,308,018 0.4%
Fans: table,vof etc with a selfco 794,176 0.4% T-shirts, singlets and other vests, 5,132,081 0.4%
Paits suitable for use solely or pr 792,810 0.1% Automatic data processing machnes 5,091,647 0.4%
Other footwear, with ubber or plast 788,533 04% Video games ofa kndusedwithat 5,077,359 0.4%
Men's or boys" anoraks, wnd-cheate 781,899 0.1% Camgo vessels nes and other vessels 5,070,829 0.4%
total 30,965,793 1% 315,571,880 25%
Source: author& calculations
Table 6. Changing structure of I ndiabs trade:
Product name 19926 19926 Product name 2005 2005
value shame vaue share
Diamonds non-ndustrial nes exchudi 4,028,039 9% Petroleum oils, ete, (excl. crude) 11,430,920 8%
Semi-milled or wholly milled rice 891,755 2% Diamonds non-industrial nes excludi 11,214,411 8%
Ol-cake and other solid residues, 769,332 2% Non-agglomerated iron ores and com 3,619,748 2%
Men's or boys' shirts of cotton 748,712 2% Art_ of jewellery and pts thereof o 3,357,736 2%
Frozen shrimps and prawns 725,340 2% Other organic compounds, nes 1,690,186 1%
Combed single cotton yam, with =>=8 557,561 1% Other medicaments of mixed or unm 1,424,499 1%
VWomen's or girls” blouses, shirts, 526,754 1% Semi-milled or wholly milled rice 1,364,245 1%
Art_ of jewellery and pts thereofo 517,244 1% T-shirts, singlets and other vests, 1,107,091 1%
Petroleum olls, ete, (excl. crude) 482,013 1% Flat rdled prod, inas, plated or 1,059,096 1%
Non-agglomerated iron ores and conc 428,364 1% Women's or gifls’ blouses, shirts, 1,018,038 1%
Articles of apparel of leather 424,351 1% Oil-cake and other sdlid residues, 968,327 1%
Cotton, not carded or combed 413215 1% Frozen shrimps and prawns 853,041 1%
Cashew nuts, fresh or dried 362,005 1% Fumishing articles, nes, of cotton 800,439 1%
Fumishing articles, nes, of cotton 353,989 1% Motor wehicle parts nes 780,573 1%
Coflee, not roasted or decafleinate 307,810 1% Men's or boys” shirts of cotton 688,108 0%
Uncombed single cotton yam, with > 304,175 1% Copper cathodes and sections of cal 877,377 0%
Other medicaments of mixed or unmix 303,013 1% Cotton, not carded or combed 639,447 0%
Tshirts, singlets and other vests, 284 767 1% Sidrts and divided skirts of cotton 619,769 0%
Uppers and parts thereof (excl. sti 218,913 0% Cashew nuts, fresh or dried 586,046 0%
Men's or boys' shirts of cotton, kn 216,426 0% Frozen boneless bovine meat 550,829 0%
Pile floor coverings of wodl_, wo 216,382 0% Made up articles (ncl. dress patte 517,458 0%
Frozen fish, nes 205,101 0% Insecticides, put up for retail sal 496,891 0%
Dresses of cotton 194,191 0% Automobiles with reciprocating pist 485 405 0%
Insecticides, put up for retad sal 185,512 0% Flat dd prod, ifnas, in cail, hr, 455,084 0%
New pneumatic tyres, of ubber ofa 185,445 0% p-¥ylene 440,296 0%
tota 13,850,499 30% total 46,763,060 3%

Source: author& calculations
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Table 7. China: Services Trade Composition
(USD million and %)

1990 1994 2001 2004
SERVICES - Total trade 1503 321 -5933 -9699
Services exports 5855 16620 33334 62434
Transportation services 46.2 18.5 13.9 19.3
Travel 29.7 44.1 53.4 41.2
Other services 24.1 37.4 32.7 39.4
Communications 2.7 4.2 0.8 0.7
Construction na na 2.5 2.4
Insurance 3.9 10.2 0.7 0.6
Financial na na 0.3 0.2
Computer and information na na 14 2.6
Royalties and licence fees na na 0.3 0.4
Other business services 15.7 21.3 25.3 32.0
Personal, cultural, and recreational na na 0.1 0.1
Government, n.i.e. 1.8 1.6 1.3 0.6
Services imports 4352 16299 39267 72133
Transportation services 74.6 46.8 28.8 34.0
Travel 10.8 18.6 35.4 26.5
Other services 14.6 34.6 35.7 394
Communications 0.3 0.9 0.8 0.7
Construction na na 2.2 1.9
Insurance 2.2 11.5 6.9 8.5
Financial na na 0.2 0.2
Computer and information na na 0.9 1.7
Royalties and licence fees na na 4.9 6.2
Other business services 6.7 19.0 19.1 19.3
Personal, cultural, and recreational na na 0.1 0.2
Government, n.i.e. 55 3.2 0.6 0.7

Source: IMF Balance of Payments Statistics (2006)
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Table 8. Revealed comparative advantage indices and growth rates

01 - Agriculture, hunting and related service activities

02 - Forestry, logging and related service activities

05 - Fishing, operation of fish hatcheries and fish farms;

service activities incidental to fishing

10 - Mining of coal and lignite; extraction of peat

11 - Extraction of crude petroleum and natural gas;

service activities incidental to oil and gas extraction excluding surveying
13 - Mining of metal ores

14 - Other mining and quarrying

15 - Manufacture of food products and beverages

16 - Manufacture of tobacco products

17 - Manufacture of textiles

18 - Manufacture of wearing apparel; dressing and dyeing of fur

19 - Tanning and dressing of leather; manufacture of luggage, handbags,
saddlery, harness and footwear

20 - Manufacture of wood and of products of wood and cork, except
furniture;

manufacture of articles of straw and plaiting materials

21 - Manufacture of paper and paper products

22 - Publishing, printing and reproduction of recorded media

23 - Manufacture of coke, refined petroleum products and nuclear fuel
24 - Manufacture of chemicals and chemical products

25 - Manufacture of rubber and plastics products

26 - Manufacture of other non-metallic mineral products

27 - Manufacture of basic metals

28 - Manufacture of fabricated metal products, except machinery
and equipment

29 - Manufacture of machinery and equipment n.e.c.

30 - Manufacture of office, accounting and computing machinery
31 - Manufacture of electrical machinery and apparatus n.e.c.

32 - Manufacture of radio, television and

communication equipment and apparatus

33 - Manufacture of medical, precision and

optical instruments, watches and clocks

34 - Manufacture of motor vehicles, trailers and semi-trailers

35 - Manufacture of other transport equipment

36 - Manufacture of furniture; manufacturing n.e.c.

40 - Electricity, gas, steam and hot water supply

Annual
1996 2006 average
growth rate

2.16 1.94 -1.08
2.97 3.26 0.93
1.19 1.16 -0.29
0.17 0.14 -1.87
0.00 0.01 109.36
3.96 7.18 6.14
1.50 1.86 2.14
2.04 1.24 -4.81
0.20 0.38 6.97
4.47 3.55 -2.29
4.29 3.74 -1.37
2.25 2.02 -1.09
0.10 0.11 0.59
0.13 0.22 5.57
0.69 0.78 111
1.93 2.92 4.22
0.89 1.00 1.19
0.77 0.71 -0.78
0.80 1.03 2.49
0.72 1.28 5.91
0.95 1.20 2.39
0.21 0.37 5.57
0.17 0.09 -5.57
0.26 0.39 4.05
0.11 0.07 -5.07
0.13 0.19 4.42
0.21 0.29 3.14
0.28 0.42 4.33
481 5.42 1.21
0.03 0.06 8.91

Source: UN COMTRADE.

Table 9. High Technology exports

2000 2002 2004
Brazil 18.61 16.83 11.59
China 18.58 23.31 29.81
India 5.01 4.76 4.88
Source :WDI
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Table 10. India: Composition of Services and Trade

USD millions and percentages

B. SERVICES
Total credit

Transportation services, credit

Travel, credit

Other services, credit
Communications
Construction
Insurance
Financial
Computer and information
Royalties and licence fees
Other business services
Government, n.i.e.

Total debit

Transportation services, debit

Travel, debit

Other services, debit
Communications
Construction
Insurance
Financial
Computer and information
Royalties and licence fees
Other business services
Government, n.i.e.

1990 1994 2000 2001 2002 2003
-1 465 -2 162 -2 503 -2 763 -1 563 -2 313
4 625 6 038 16 684 17 337 19 478 23 397
20.7 28.4 11.9 11.8 12.7 131
33.7 37.6 20.7 18.4 15.9 16.6
45.6 34.0 67.4 69.7 71.4 70.3

3.6 6.4 4.0 4.6

3.0 0.4 1.2 1.2

2.7 2.4 15 1.6 1.7 1.7

1.7 1.8 3.1 1.7

28.3 42.7 45.6 48.6

0.0 0.0 0.5 0.2 0.1 0.1

42.5 31.5 24.9 135 13.9 111

0.3 0.1 3.9 3.1 1.8 13
6 090 8 200 19 187 20 099 21041 25710
56.1 55.7 45.4 42.3 40.5 36.4
6.5 9.4 14.0 15.0 14.2 13.7
37.4 35.0 40.6 42.8 45.3 50.0

0.5 1.3 4.8 2.4

0.7 2.3 2.9 4.7

5.6 6.0 4.2 4.0 4.2 4.5

6.7 8.9 6.8 19

3.0 4.5 4.3 2.6

1.2 1.1 15 1.6 1.6 1.6

28.2 25.8 22.5 18.6 194 31.5

2.4 2.1 1.5 1.5 1.2 0.8

Source: IMF BOP (2006).

Table 11. Revealed comparative advantages indices- Selected services sectors

1994 2000 2001 2002 2003
Communication services 2.74 4,52 2.96 3.49
Computer and info services 15.22 20.07 20.09 19.91
Construction services 2.55 0.30 0.95 0.97
Financial services 0.42 0.46 0.89 0.51
Insurance services 1.08 1.35 1.27 0.92 0.91
Other business services 1.22 1.79 0.91 0.91 0.74
Royalties and license fees 0.00 0.15 0.07 0.03 0.03
Transportation 1.09 0.86 0.85 0.91 0.98
Travel 1.07 1.10 0.98 0.84 0.94

Source: IMF BOP (2006)

41



Table 12. Chinadés tariff structure
Agricultural products Non Agricultural products M?rxgw#m
Simple  Weighted Simple  Weighted
mean mean Std dev mean mean Std dev
tariff tariff tariff tariff
1992 46.58 19.20 26.53 41.39 33.04 33.12 220.0
2001 24.47 54.30 20.99 14.45 12.61 9.34 121.6
2004 16.52 22.76 12.02 9.55 5.15 6.76 68.0
2005 14.96 11.83 10.58 8.96 4.61 6.23 65.0
Source: UN TRAINS
Tabl e 13. Il ndiabs tariff structure
Agricultural products Non Agricultural products M?(;rr?# m
Simple Weighted Simple Weighted
e INted 514 dev e INted 544 dev
mean tariff mean tariff mean tariff mean tariff
1990 82.87 50.27 46.26 82.17 49.55 38.53 355
2001 40.64 49.07 26.76 31.00 24.81 8.64 210
2004 37.37 60.89 30.10 27.81 20.95 8.48 182
2005 37.57 52.30 33.48 15.00 11.97 7.35 182
Source: UN TRAINS
Table 14. Top 10 India's imports
Product Name Value of % of total Simple average Weigthed average | Standard Maximum Domestic | International
imports imports deviation peaks peaks
Applied Bound Applied Bound
OIL - Oil 39101 473 26.36 10.00 10.00 0.00 10 0 0
OME - Machinery and equipment n.e.c. 16 895 653 11.39 14.57 31.19 13.77 27.07 2.46 15 0 0
CRP - Chemical, rubber, plastic products 15 427 099| 10.40 15.38 42.72 14.43 37.59 4.62 100 4 127
NFM - Metals n.e.c. 14 129 823 9.53 14.68 39.39 15.00 39.65 1.47 15 0 0
ELE - Electronic equipment 11071 414 7.46 7.55 9.86 2.00 0.91 7.47 15 0 0
OMN - Minerals n.e.c. 8 650 334 5.83 12.04 36.28 12.91 38.86 4.39 15 0 0
OTN - Transport equipment n.e.c. 8130431 5.48 20.21 29.96 7.71 8.45 30.05 100 20 20
P_C - Petroleum, coal products 7101 582 4.79 13.61 25.00 13.90 25.00 1.64 15 0 0
I_S - Ferrous metals 6 150 379 4.15 18.90 39.59 19.45 39.94 2.08 20 0 511
COA - Coal 3 380 848 2.28 21.67 31.25 15.00 25.00 12.57 55 0 1

Source: UN TRAINS
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Table 15. Disposition of top 10 India's imports

oroduct Name Disposition of(‘l/r;;ported goods Main importing sector % of imports Dlspoisrllzlsgrtci)rf]gl;zl;tt:rf main
production  consumption domestic exports
OIL - Oil 100 0 P_C - Petroleum, coal products 100 94 6
OME - Machinery and equipmen 99 1 CDGS-Investment in capital good 42 100 0
CRP - Chemical, rubber, plastic | 90 10 CRP - Chemical, rubber, plastic p| 56 87 13
NFM - Metals n.e.c. 100 0 OME - Machinery and equipment 30 89 11
ELE - Electronic equipment 86 14 CDGS-Investment in capital good 80 100 0
OMN - Minerals n.e.c. 100 0 CNS-construction 66 100 0
OTN - Transport equipment n.e.( 96 4 CDGS-Investment in capital good 73 100 0
P_C - Petroleum, coal products 72 28 OTP-transport nec 41 96 8]
|_S - Ferrous metals 100 0 |_S - Ferrous metals 48 93 7
COA - Coal 88 12 ELY- electricity 68 100 0
Table 16. Doing Business i selected indicators, 2006
India China  South Asia OECD

Overall Indicator Rank 134 93
Starting a Business Cost (% GNI per capita) 73.7 9.3 46.6 5.3
Dealing with Licenses  Procedures (number) 29.0 20.0 16.1 14.0
Time (days) 367.0 270.0 226.6 149.5
Cost (% of income per capita) 84.0 606.0 375.7 72.0
Trading Across Borders Time for export (days) 27.0 18.0 34.4 10.5
Cost to export (US$ per container) 864 335 1,236 811
Time for import (days) 41.0 22.0 41.5 12.2
Cost to import (US$ per container) 1,244.0 375.0 1,494.9 882.6
Registering Property Procedures (number) 6.0 3.0 5.8 4.7
Time (days) 62.0 32.0 118.6 31.8
Cost (% of property value) 7.8 3.1 5.3 4.3
Enforcing a contract Procedures (number) 56.0 31.0 38.7 22.2
Time (days) 1,420.0 292.0 968.9 351.2
Cost (% of debt) 35.7 26.8 26.4 11.2
Employing workers Difficulty of hiring index 33.0 11.0 41.8 27.0
Difficulty of firing index 70.0 40.0 37.5 27.4
Rigidity of employment index 41.0 24.0 34.8 33.3
Non-wage labour cost (% of salary) 16.8 44.0 5.8 21.4
Closing a Business Time (years) 10.0 2.4 3.6 1.4
Cost (% of estate) 9.0 22.0 6.3 7.1
Recovery rate (cents on the dollar) 13.0 315 195 74.0

Source: The World Bank (2007) Doing Business Comparing Regulations i http://www.doingbusiness.org/



Tablel7. Chi nads aweighted wriffs byardding partner and product

in the baseline, year 2001

Hong Rest of Rest Average for
New Kong- United EU1 Western of product
Australia  Zealand China China Russia  Japan Korea Canada States Mexico 5 Europe World category
Agriculture and fishing 19.3 12.9 0.0 27.1 23.9 9.0 14.5 20.7 68.4 4.5 21.0 11.9 65.1 50.4
Natural resources 0.0 0.0 0.0 3.0 0.3 2.9 2.8 1.2 2.3 0.1 1.5 2.8 0.5 0.6
Coal 45 4.5 0.0 0.0 4.3 35 0.0 0.0 45 0.0 3.6 0.0 4.1 43
Oil 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Food products and beverages 171 20.3 0.0 33.5 16.7 24.3 22.2 195 185 9.6 24.5 17.4 15.4 18.3
Textiles, clothing and leather 18.6 10.8 0.0 21.7 19.3 21.7 18.8 10.5 17.0 13.0 16.7 175 18.0 19.4
Chemicals and chemical products 15.6 10.6 0.0 14.5 9.1 12.6 11.6 8.7 10.9 14.2 11.4 10.1 15.7 12.9
Other manufacturing 14.7 8.0 0.0 141 3.3 14.6 16.0 2.3 10.4 18.5 14.5 14.3 9.9 11.7
Metal products 11.4 7.2 0.0 4.7 5.5 8.0 9.4 4.2 5.3 7.1 9.0 4.2 6.4 7.5
Motor vehicles and parts 22.5 14.9 0.0 17.8 17.6 42.3 47.7 325 30.3 23.9 36.2 43.9 354 38.1
Machinery and equipment 13.4 12.4 0.0 13.8 6.0 13.0 12.9 8.0 10.3 14.5 121 12.8 135 12.1
Electronic equipment 11.6 10.9 0.0 10.0 12.8 10.5 11.3 114 10.2 9.2 10.8 11.3 8.9 10.1
Average for partner country 10.8 11.9 0.0 4.7 6.3 13.6 13.4 10.0 13.6 7.6 10.9 8.4 12.2

After implementation of WTO accession commitments

Hong Rest of Average for
New Kong- United Western Rest of product
Australia  Zealand China China Russia Japan Korea Canada States Mexico EU15 Europe World category
Agriculture and fishing 18.9 8.3 0.0 10.0 15.3 8.1 10.8 19.6 4.7 6.3 20.2 9.3 6.3 9.7
Natural resources 0.0 0.0 0.0 3.0 0.2 2.9 2.8 1.2 2.2 0.1 15 2.7 0.6 0.5
Coal 4.5 4.5 0.0 35 4.3 35 4.1 5.0 4.5 3.7 4.8 4.4 4.2 4.4
QOil 0.0 0.0 0.0 0.0 0.0 3.0 0.0 6.0 0.2 3.0 0.1 0.0 0.0 0.0
Food products and beverages 11.5 10.0 0.0 17.5 9.8 13.8 14.8 9.6 11.2 5.3 12.0 11.1 10.9 11.2
Textiles, clothing and leather 16.0 10.1 0.0 13.7 12.0 9.2 9.4 5.3 8.9 6.8 9.5 9.4 8.6 9.6
Chemicals and chemical products 8.6 6.9 0.0 7.2 6.0 7.2 6.4 5.1 6.6 7.7 7.1 6.7 11.4 8.2
Other manufacturing 7.2 35 0.0 7.5 1.4 10.9 9.8 0.8 6.2 9.9 8.6 8.7 5.9 7.2
Metal products 6.0 3.8 0.0 3.7 4.4 5.4 6.0 3.1 3.6 4.3 5.9 3.6 4.9 5.1
Motor vehicles and parts 12.2 10.3 0.0 9.2 11.9 15.9 18.3 11.4 13.8 8.9 14.6 16.3 13.9 15.0
Machinery and equipment 6.9 6.4 0.0 75 5.0 6.7 6.7 4.9 5.2 7.8 6.9 7.7 7.4 6.6
Electronic equipment 1.1 0.8 0.0 2.0 4.0 2.4 4.2 1.0 0.6 0.9 1.4 1.9 1.2 1.8
Average for partner country 8.0 6.5 0.0 2.6 4.4 6.2 6.8 6.1 4.0 2.0 5.3 4.8 5.1
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Table 18. Baseline summary: cumulated growth rates for 2001-2020 by country

Percentages
Labour total Unskilled Skilled labour Capital Total Fa_ct_or Real GDP Population
labour Productivity

Brazil 19.4 13.9 82.5 83.7 34.5 86.5 22.5
Russian 0.4 1.4 8.9 83.4 71.9 103.4 -10
Federation

India 39.8 35.6 121.6 210.1 55.6 185.4 255
China 17.7 16.6 101.8 420.3 75.7 262.8 12.4
USA 25.3 315 18.2 111.8 22.4 82.5 15.7
Japan -4.3 3.1 -11.6 62 18.6 39.2 -3.4
Germany 2.7 8 -2.6 44.9 14.8 35.1 -4.2

Source;:aut horsoé6 own calculation based on WB and GTAP dat a

Table 19. Projected export performance in the baseline (at constant prices)

Post export
% change value Usp  Rankpre- Rank post m ral
simulation simulation

Millions

Brazil 42.5 98 661 28 31 -3
Russian 73.17 187 420 19 23 -4
Federation

India 495.09 376 282 30 10 20
China 490.66 2294 000 4 1 3
USA 82.54 1656 572 1 2 -1
Japan -1.49 471 284 3 7 -4
Germany 35.34 849 365 2 3 -1

Source;aut horso6 own calculation based on WB and GTAP dat a.
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Table 20. Projected export performance in the baseline by sector

Final Percentage
ranking in Change in c_hange in Top Exporter

world ranking industry

exports output
Natural resources 30 0 210 Rest of Middle-East
Primary agriculture 92 =77 85 USA
Processed agriculture 21 0 99 USA
Textiles, wearing apparel & leather 3 3 305 China
Chemical products 10 15 306 USA
Wood Products 40 3 236 China
Motor vehicles and parts 17 18 204 Germany
Machinery & equipment 7 29 337 China
Other manufacturing 16 15 249 China
Services 5 21 249 USA
Source:aut horsé own calculation based on WB and GTAP dat a.
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ANNEX--GROWTH ACCOUNTING IN THE BASELINE SCENARI O

The growth rate of aggregate outputdecomposed using the standard neoclassical production
function:

Y(t) = A GF[K (@), L5 (1), LY (0, N ()]
whereA is total factor productivity (TFPX is stock of capital L® is skilled labour,L” is unskilled

labour and\ is land Taking logarithms and time derivatives yields the following expression for the growth
rate of aggregate outpult:

3 5.810 AAF.L°03FF g aAF, L' 03 6 3 5.aNf G
YR BARKEKR, AL AL G T BAE 8. AN N BAITY
¢ cN =+

: ) e 0R/s0 & oxguC :
Under the assumption of perfect competition in the factor markets the marginal products of factors equal
N AAF K §. o .
their prices,so thatgeYLgls the share of the rental payments to capital in total income and the
g -

aAF L% g
expression%;—sgis the share of wage payments to skilled labour in total income. According to the

expression above, the growth rateagfgregate output equals the growth rate of TFP plus a weighted
average of the growth rates of the four inputs, where the weights are the corresponding input shares.
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