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Foreign Trade: An Overview

Capital account developrents bring to the fore the changing role of external assistance, An

important element of external sector developments over the past five decades is the changing

character of the capital account. In the present phase the foreign investment flows came to
dominate the capital account. This was due to policy to reduce the dependence on debt
creating flows in favour of non- debt creating flows, The market determined excharge rate
system and the convertibility has imparted buoyance to net invisible earnings recently,

2.8 KEY WORDS

Balance of Trade: The difference between the value of commodity exports and imports.

Balance of Payments: It is broader than the balance of trade for it includes not only ‘visible’
items but also ¢ invisible’ items,

Visible Items: Those items which are physically exported and imported, like merchandise,
gold, silver and other commodities,

Invisible Items: They are the services rendered by shipping, insurance and banking compa-
nies, payment of interest and dividend ,tourist spending and so on.

Balance of Payments on Current Account: It records the current position of the country In

the transfer of goods, services, and merchandise as well as invisible items, donations,
unilateral transfers, etc,

Balance of payments on Capital Account: It shows the country’s financial position in an
international scenario, the extent of accumulated foreign exchange reserves, foreign assets
and liabilities and the impact of current transactions on international financial positions,

Capital Account Convertibility: Refers to the freedom to convert local financial assets into
foreign financial assets and vice versa at market determined rates of exchange.

2.9 ANSWERS TO CHECK YOUR PROGRESS

A4 i) True i) False iii) False iv) True v) False

B4 i) True ii) False iii) True iv) False v) True

2.10 TERMINAL QUESTIONS
1.

Distinguish between balance of trade and balance of payment. Enumerate various
items to be included in balance of Payment Accounting.

2. Describe the salient features of India’s balance of payment. What measures would
you suggest for improving the balance of payments position in India?

3. What are the main causes for the adverse balance of payments in India? What
measures would you suggest to meet the situation ?

“The volatility of the exchange rate of major currencies has a significant impact on

the developing countries’ economies and their foreign exchange management in -
particular™. Discuss. o : ‘

5. What do you understand by current account convertibility and capital account
convertibility ? Make a case for capital account convertibility. '
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After studying this unit, you should be able to:

e describe recent developments in world trade |

e explain the issues in world trade

e analyse the composition of world trade

e describe the regional developments of world trade

e explain the role of international organisation in world trade

& discuss India’s strategies for integrating with the world tréde.

3,1 INTRODUCTION

. id ck i i last one
The world economic scenario has undergone rapid ch;ngo?s pax:gul[a]:g/l ;fégi ;:fic sone
i ket, unification of Ge \ !
decade. The formation of single European market, . e
i tries as well as some developing cou
sweeping across the East European coun well as l e o and
isi i i i If crisis, rising economic powe p
world, disintegration of the Soviet Union, Gulf , Fisi O e
, iali jes i formation of North American Fr
Newly Industrialised Economies in world markets, : . of
Arran}:gement (NAFTA) & Asia Pacific Economic Cooperation (APEC), gradlzlal gp;:lllzﬁal:ga]
China and last but not the least, the successful conclusion of Uruguay Rour;t ugmes‘to
Trade Negotiations offer enormously challenging problems as wFll as oppor s
international business and industry. There are several fgrces wh.lch'are mov'l:jli odiflpe
towards a single economy. Advances in transport and commun |fca]t1(;)rz, r;z::;( ets:for roducts
i ial flows, emergence of glob :
technology, global investment and financial , emer : product
and sefvices and the removal of trade barriers are bringing about revolutionary qulﬂ a
of the global ¢conomy. :

Many aspects of globalisation have captured worldwide attention in the 19t908> Eﬂgi&i .
capital flows, migration and environmental issues. But for more thana Zen ur?l,es o
force behind globalization has been the expansion of tra(.ie in gqqu ,’ands.e‘rv (;ob.al e
throughout the early decades of the 21st c‘entury, trade will confrnue to drive g .

tion, especially among developing countries, :
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- Foreige Trade: An Overview

Trade is important to developing countries for four reasons. First, it is frequently the primary
means of realising the benefits of globalisation. Countries win when they gain market access

for their exports and new technology through international transfers. Second, the continuing

reallocation of manufacturing activities from industrial to developing countries offers ample
opportunity to expand trade not only in goods, but also in services, which are becoming
increasingly tradable. In a few decades, global trade in services may well exceed than the
goods. Third, trade is interlinked with the spread of international production networks,
Fourth, the growth of trade is firmly buttressed by international institutions of long standing,
The World Trade Organisation (WTQO) is the latest step in creating a commercial environment

more conducive to the multilateral exchange of goods and services. In this unit, you will learmn

various issues in world trade, the trends in world trade and role of international organisations
in world trade. You will also be acquainted with India’s strategies for integrating with the
world trade.

3.2 ISSUES IN WORLD TRADE

The most significant issues in world trade include: () regionalism vs. multilateralism;
(b) liberalisation & globalisation in foreign trade; (c) electronic commerce & electronic data
interchange; (d) environmental challenges; etc. Let us learn them in detail.

3.2.1 Regionalism vs. Multilateralism

The growing popularity of regional trading arrangements (RTAs) has ignited concerns that
these agreements may undermine the global trading system by discriminating against impoit,
and investments from non-members. Critics of regional arrangements argue that this practice
would violate a core principle of the World Trade Organization; that all imports from member
states should face the same barriers to trade. Furthermore, eliminating tariffs on im ported
goods from some countries but not others can be counter productive. If imports from high-
cost producers inside the agreement replace goods from low-cost producers outside the
agreement, the importing country will not only lose tariff revenue but will wind up with
imports that cost nearly as much as before.

Supporters of RTAs maintain that these agreements have enabled countries to liberalise trade
and investment barriers to a far greater degree than multilateral trade negotiations allow.
Proponents also argue that regional agreements have gone beyond trade liberalisation,
taking important steps toward harmonising regulations, adopting minimum standards for
regulations, and recognising other countries’ standards and practices — trends that enhance
‘market access. Some empirical evidence supports each view. Regional arrangements seem to

have generated welfare gains for participants, with small, possibly negative spillovers onto
the rest of the world.

Should future research suggest that RTAs are having adverse effects on the world trading
system, the arrangements will have to be aligned with the non-discrimination principle of the
global trading system. One response is to pursue further multilateral trade liberalisation to
limit the margin of preference regional agreements create. Policymakers who believe that their

country is suffering because of the rise of RTAs elsewhere thus have a further incentive to
support multilateral trade liberalisation. - o

A second response is to alter the WTO’s agreement on regional trading arrangements to
commit members to phase out any preferential market access within a certain.time frame,
Such a provision ensures that preferential market access is only a temporary feature of any
regional initiative. To make this approach more attractive to members of a regional initiative,

they could be offered credit for the reduction in trade barriers, which could be used in future
multilateral trade negotiations. ‘ ‘ .

A third response is to negotiate a “model accession clause” for the principal types of RTAs.
Such c.Iauses contain a set of conditions non~members must meet in order to become mem-
bers.. Meeting the conditions automatically triggers a negotiation for accession to the

regional agreement. These clauses could also ensure that the trade barriers non-members
face do not rise when an RTA is established or when new members are admitted.

3.2.2 Globalisation and Liberalisation

Globalisation & liberalisation broadly mean integration of different countries with the world.
Policymakers in the 21st century will find themselves pursuing development goals ir‘1 a
landscape that has been transformed economically, politically and socially. Two main forces
Will be shaping the world in which development policy will be defined and implemented.
These are globalisation and liberalisation.

At the end of the 20th century, globalisation has already demonstrated that economic
décisions, wherever they are made in the world, must take international factors intc‘) account.
While the movement of goods, services, ideas and capital across national borders is 1.10t new,
its acceleration in the last decade marks a qualitative break with the past. The world is no
longer a collection of relatively autonomous neighbourhoods that are only. marg'inally
connected by trade. The International economic order is evolving into a highly integrated
and electronically networked system.

The successful completion of the Uruguay Round of multilateral trade negotia'tions and t‘he
growing popularity of RTAs have created considerable momentt.lm for ir.]tegratl‘ng countrlles
further into the global trading system. Policymakers in developing and industrial countries
now confront the task of maintaining this momentum. Concerns about the effects of trade
have received much attention in recent years, including worries over ineque{ll'ty, poYerty, the
envirohment, and the financing of social safety nets, Even though the empirical e.\lldence
almost always fails to validate these concerns, policymakers have become increasingly

sensitive to them.

In the past 15 years, largely because of the environment created by the GATT and WT(?,
many developing economies have unilaterally adopted structural changes anfi economic
reforms including reducing their trade barriers. The trend toward outward-onented_trade ‘
policies is not confined to any one continent or region, and it predates the completion of the

‘Uruguay Round.
3.2.3 Electronic Commerce and Electronic Data Interchange

Electronic commerce is re-creating the world’s economy as liberalisation and increased
competitlon transform information-based industries, The open global- e:conomy places a
premium on characteristics inherent to electronic commerce — t!1e ablllty' to re'sp<.)nd to
markets without concern for geography and time through a medium that is ubl(]lll'tOUS and
instantaneous. The rate at which electronic commerce brings benefits to gny particular .
country will depend on how fast it liberalises its market and adopts a preidrctab]e trade regime
— the essential conditions for encouraging the enormous investments in technology

required by electronic commerce.

Electronic data interchange normally means paperless communication, Some of the industrial

countries have started insisting that the documents that are pecessary for internatlona} trade
may be sent to them through EDI. In fact some of them havé gone to the e).(tent ofs?ycliqf
“No EDI No Trade”, The least developed countries and devzloping countries may Tin dl ,
difficult to implement electronic data interchange mainly bc‘acause of the fact that tth)l/ :qg(])e
possess the necessary infrastructure in the area of information technology which will enz

them to deal electronically with their trade partner.

Since 1998, WTO members have begun to explore how the World Trade Orga.misatiop‘should
deal with the question of electronic commerce. Given the umql‘le nature gfthls‘emergmg )
mode of delivering products (goods and services), many questions remain to be answered.

Prdducts which are bought and paid for over the Internet but are delivered physically would

be subject to existing WTO rules on trade in goods. But the situation is mere com

products that are delivered as digitalised information over the Internet, as‘a variety of issues

arise relating to the appropriate policy regime.

plicated for
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Trade is important to developing countries for four reasons. First, it is frequently the primary
means .of realising the benefits of globalisation. Countries win when they gain market accesi
for thelr‘exports and new technology through international transfers. Sec:)nd the continuing
real]ocatlf)n of manufacturing activities from industrial to developing countrie; offers ample -
f)‘pportlfnlty to expand trade not only in goods, but also in services, which are becomin ’
increasingly tradable. Ina few decades, global trade in services may well exceed than tﬁe
goods. Third, trade is interlinked with the spread of international production networks
Fourth, the growth of trade is firmiy buttressed by international institutions of long sta.ndin
The World Trade Organisation (WTO) is the latest step in creating a commercial environmei

more conducive to the multilateral exchange of goods and services. In this uni, you will learn
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3.2 ISSUES IN WORLD TRADE

The .most ..sigl?iﬁcant issues in world trade include: (a) regionalism vs. multilateralism:
.(b) liberalisation & g'loballsation in foreign trade; (c) electronic commerce & electronic data
interchange; (d) environmental challenges; etc. Let us learn them in detail.

3.2.1 Regionalism vs. Multilateralism

The growing populgrity of regional trading arrangements (RTAs) has ignited concerns that
thes§: agreements may undermine the global trading system by discriminating against import:
and 1nv§stments from non-members. Critics of regional arrangements argue?ha:; this practic;
would violate a core principle of the World Trade Organization; that all imports from member
states should face the same barriers to trade. Furthermore, eliminating tariffs on imported
goods from some countries but not others can be counter productive. If imports from high-
cost producers inside the agreement replace goods from low-cost producers outside theg
agreement, the importing country will not only lose tariff revenue but will wind up with
imports that cost nearly as much as before, | P

Supporters of RTAs maintain that these'agreements have enabled countries to liberalise trade
and investment barriers to a far greater degree than multilateral trade negotiations allow
Pro.pon'ents also argue that regional agreements have gone beyond trade liberalisation ‘
taking l.mportant steps toward harmonising regulations, adoptihg minimum standards f’or
regulations, and recognising other countries’ standards and practices — trends that enhance
lrlnarket access. Some emp%rical evidence supports each view. Regional arrangements seem to
tl:i;freefter;c;rtahteec‘ly \gf;ldf‘are gains for participants, with small, possibly negative spillovers onto

Should future research suggest that RTAs are having adverse effects on the world trading
system, the' arrangements will have to be aligned with the non-discrimination principle of the
g_lo!)al tradmg-system. One response is to pursue further multilateral trade liberalisation to
limit the'margm of preference regional agreements create. Policymakers who believe that their
country is suffering because of the rise of RTAs elsewhere thus have a further incentive to
support multilateral trade liberalisation,

A second response is to alter the WTO's agreement on regional trading arrangements to
commit men.ﬂ?ers to phase out any preferential market access within a certain time frame.
Sutih a provision ensures that preferential market access is only a temporary feature of any
regional initiative. To make this approach more attractive to members of a regional initiative
they could be offered credit for the reduction in trade barriers, which could be used in futur:a
multilateral trade negotiations. o . : '

A third response is to negotiate a “model accession clause” for the principal types of RTAs.
Such claus«a's contain a set of conditions non-mentbers must meet in order to become mem-
bers. Meeting the conditions automatically triggers a negotiation for accession to the

regional agreement. These clauses could also ensure that the trade barriers non-members
face do not rise when an RTA is established or when new members are admitted.

3,2.2 Globalisation and Liberalisation

Globalisation & liberalisation broadly mean integration of different countries with the world.
Policymakers in the 21st century wilf find themselves pursuing development goals in a
landscape that has been transformed economically, politically and socially. Two main forces
will be shaping the world in which development policy will be defined and implemented.
These are globalisation and liberalisation.

At the end of the 20th century, globalisation has already demonstrated that economic
decisions, wherever they are made in the world, must take international factors into account.
While the movement of goods, services, ideas and capital across national borders is not new,
its acceleration in the last decade marks a qualitative break with the past. The world is no
longer a collection of relatively autonomous neighbourhoods that are only marginally
connected by trade. The International economic order is evolving into a highly integrated

and electronically networked system.

The successful completion of the Uruguay Round of multilateral trade negotiations and the

_growing popularity of RTAs have created considerable momentum for integrating countries

further into the global trading system. Policymakers in developing and industrial countries
now confront the task of maintaining this momentum. Concerns about the effects of trade
have received much attention in recent years, including worries over inequality, poverty, the
environment, and the financing of social safety nets. Even though the empirical evidence
almost always fails to validate these concerns, policym akers have become increasingly

sensitive to them.

In the past 15 years, largely because of the environment created by the GATT and WTO,
many developing economies have unilaterally adopted structural changes and economic
reforms including reducing their trade barriers. The trend toward outward-oriented trade
policies is not confined to any one continent or region, and it predates the completion of the

" -Uruguay Round.

3.2.3 Electronic Commerce and Electronic Data Interchange

Electronic commerce is re-creating the world’s economy as liberalisation and increased
competition transform information-based industries. The open global economy places a
premium on characteristics inherent to electronic commerce — the ability to respond to
markets without concern for geography and time through a medium that is ubiquitous and
instantaneous. The rate at which electronic commerce brings benefits to any particular
country will ‘depend on how fast it liberalises its market and adopts a predictable trade regime
__ the essential conditions for encouraging the enormous investments in technology

required by electronic commerce.

Electronic data interchange normally means paperiess communication. Some of the industrial
countries have started insisting that the documents that are necessary for international trade
may be sent to them through EDI. In fact some of them havé gone to the extent of saying
“No EDI No Trade™. The least developed countries and developing countries may find it
difficult to implement electronic data interchange mainly because of the fact that they do not
possess the necessary infrastructure in the area of information technology which will enable

them to deal electronically with their trade partner.

~ Since 1 998, WTO members have begun to explore how the World Trade Organisation should
deal with the question of electronic commerce. Given the unique nature of this emerging
mode of delivering products (goods and services), many questions remain to be answered.

Products which are bought and paid for over the Internet but are delivered physically would
be subject to existing WTO rules on trade in goods. But the situation is more complicated for
products that are delivered as digitalised information over the Internet, as a variety of issues

-arise relating to the appropriate policy regime.
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Both the supply of internet access services and many of the products delivered over the
Internet fall within the ambit of the General Agreement on Trade in Services, but there is a
need to clarify how far particular activities are covered by the WTO members’ market-access
commitments.

Given the undefined nature of electronic commerce and its pétential to affect most aspects of
trade, WTO members agreed to undertake elements of the Work Programme on Electronic
Commerce in a parallel fashion, among the various WTO bodies with different competencies,
Various WTO bodies are now examining the trade-related aspects of electronic commerce
within the framework identified for the Work Programme on Electronic Commerce,

3.2.4 Environment

The issue of trade and environment was not included for negotiation in the Uruguay Round,
but certain environmental concerns were nevertheless addressed in the results of the nego-
tiations. The Preamble to the WTO Agreement includes direct references to the objective of

- sustainable development and to the need to protect and preserve the environment. The new
. Agreements on Technical Barriers to Trade and on Sanitary and Phytosanitary Measures

take explicitly into account the use by governments measures to protect human, animal and
plant life and health and the environment. The Agreement on Agriculture exempts direct
payments under environmental programmes from WTO members’ commitiments to reduce
domestic support for agricultural production, subject to certain conditions. The Agreenent
on Subsidies and Countervailing Measures treats as a non-actionable subsidy government
assistance to.industry covering up to 20 per cent of the cost of adapting existing facilities to
new environmental legalisation. And both the TRIPs and the Services Agreements contain
environment-related provisions.

The WTO Committee on Trade and Environment has brought environmental and sustainable
development issues into the mainstream of WTO work. The Committee’s first Report notes
that the WTO is interested in building a constructive relationship between trade and environ-
mental concerns. Trade and environment are both important areas of policymaking and they
should be mutually supportive in order to promote sustainable development.

3.3 TRENDS IN WORLD TRADE

World gross domestic product (GDP) and trade growth slowed down in 1998 as the Asian
crisis deepened and its repercussions were felt increasingly outside Asia. The volume of
world merchandise exports grew by 3.5 per cent in 1998 after an outstanding growth rate of
10.5 per cent in 1997. This export volume growth rate compares with an average growth rate
of 6.0 per cent in the period 1990-95. The deceleration in global output growth was less
pronounced than for international trade in 1998, as world GDP rose by 2 per cent. Details of

growth in the volume of world merchandise exports and GDP during 1990-98 are given in the
Table 3.1 below: .

Table 3.1: Growth in the Volume of World Merchandise Exports and GDP, 1990-98

(Annual percentage change)

Year GDP

Merchandise Exports
1990 2.5 5.0
1991 0.8 3.8
1992 0.8 4.3
1993 0.6 3.9
1994 ' 2.0 10.1
1995 2.0 8.6
1996 : 2.8 5.3
1997 3.1 10.7
. 1998 1.8 1.6

Recent cyclical fall in commodity prices, which started in early 1997, continued unabated
throughout 1998. Oil prices fell by 30 per cent and non-oil commodity prices by 20 per cent in
1998, with very different implications for various countries and regions of the world. While
the share of primary commodities (including pracessed food) in world merchandise trade was
only slightly above one-fifth in 1997, it was more than two-thirds for the Middle East, Africa
and Latin America (excluding Mexico). In a sample of 91 developing countries, 67 of them
recorded a share of primary products in total merchandise exports above 50 per cent, reach-
ing as high as 95 pé‘r cent in some cases.

Prices of internationally traded manufactured goods and services also have declined in 1998,
though considerably less than those of primary products. Exchange rate variations, which
were large in the course of 1998, can have a major impact on the dollar prices of international
traded goods. However, as the dollar’s average annual appreciation vis-a-vis the ECU (now
the Euro) was considerably smaller in 1998 than in 1997, West European export prices mea-
sured in dollar terms decreased far less last year than in 1997. This smaller decrease in
Europe’s export prices more than offset the stronger price declines in all other regions.
Therefore, despite the accelerated fall in commodity prices in 1998, the global price decline for
all merchandise exports was 5.5 per cent, which was somewhat less pronounced than in 1997.

3.3.1 World Trade Developments by Region

Trade performance in 1998 differed widely among regions. While oil-exporting regions
recorded the strongest annual value declines in merchandise exports, countries directly
affected by the Asian financial crisis reported the strongest import decline. The
contractionary forces of the Asian crisis and falling commaodity prices, were, however, less
damaging because of by the robustness of continued economic growth in the United States
and strengthened demand in Western Europe. The booming U.S. economy stimulated intra-
NAFTA trade, and sustained exports and output in other regions. ‘ '

Table 3.2 gives details of the growth in the value of world merchandise trade by region while
Table 3.3 gives growth in the value of world trade in commercial services by selected region.
As will be seen from these tables in value terms, North America’s merchandise exports
decreased slightly in 1998, as volume growth decelerated and prices declined. North
America’s merchandise imports, however, increased by 4.6 per cent in value terms, leading to
a widening of the region’s merchandise trade deficit. The evolution in North America’s
commercial services trade mirrored that of merchandise trade, with exports increasing only
very slightly and imports rising by 6 per cent, in 1998 reducing further the region’s surplus in

“services trade.

Table 3.2: Growth in the Value of World Merchandise Trade by Region
' (Billion dollars and percentagé)

Imports

Exports
Value  Annual percentage change Value Annual percentage change
1998  1990-98 1997 1998 1998 1990-98 = 1997 1998
3270 5.7 3.4 -1.9 World 5463 5.9 3.1 -1.3
897 7.0 9.2 -0.7 North America 1152 76 103 - 46
276 8.3 10.1 -1.5 Latin America 340 137 18.9 5.1
2348 . 4.6 -0.6 29 Western Europe 2367 4.2 -I.yl 49
214 7.1 37 47 Transition Economies 242 6.2 6.4 -1.8
107 0.5 200 -152  Afiica 134 47 58 26
1293 7.2 5.3 -6,2 Asia 1986 5.3 04 - -17.8

Source: World Trade Organisation, 1999.

Latin America’s GDP and trade growth slowed sharply in 1998 from the exceptiori_a||y higl?
levels recorded in 1997. Falling commodity prices, a slowdown in private capital mﬂov.vs n
the second half of 1998 and weaker export markets within the region and in Asia contributed
to this development. Marked differences in economic performance occutred for the two
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largest economies in the region, with trade and output growth slowing strongly in Brazil,
while Mexico’s trade and output performance remained well above the regional average.
Better access to the rapidly expanding U.S. market and a higher share of manufactures'in its
merchandise exports are among the factors which explain why Mexico’s trade and output
developments were, for the fourth year in a row, superior to those of the other Latin American
economies.

Table 3.3: Growth in Value of World Trade in Commercial Services by Selected Region

(Billion dollars and percentage)

Exports ' , Imports
Value  Annual percentage change Value Annual percentage change
1998  1990-98 1997 1998 _ 1998 1990-98 1997 1998
1320 7 4 ¢ World CL1305 6 3 1
270 8 8 2 North America(a) - 201 6 10 6
53 8 8 5 Latin America 69 9 .17 4
636 5 2 6 Western Europe 593 ‘ 7
27 5 | -3 Africa 38 4 4 0
255 . 9 5 -15  Asia 320 8 2 11

(a) Excluding Mexico
Source: World Trade Organisation, 1999,

Latin America’s merchandise export value, on the other hand, decreased by 1.5 per cent in
1998, as the expansion of Mexico’s exports was more than offset by the decline in exports of
all other Latin American countries combined. In particular, Ecuador and Venezuela, the two
major oil exporting countries in Latin America, experienced the strongest setback, with
decreases in excess of 20 per cent.

Latin America’s outstandingly strong import growth performance throughout the 1990-98
period became less dynamic in 1998, although at about 5 per cent, this region, together with
Western Europe, recorded the highest import growth rate of any region. Mexico’s import
growth rate of 14 per cent contrasted with the relative stagnation of imports in other Latin
American countries. As Mexico has enjoyed an above average rate of growth in trade for a
number of years, its share of total trade in the region has risen considerably, accounting for
40 per cent in 1998 — merchandise exports share was 43 per cent and that for merchandise
imports was 38 per cent. ‘ ' '

Stronger demand growth in Western Europe contrasted with a weaker global economy in
1998, leading to an import expansion which, for the first time since 1992, exceeded the
region’s export growth rate. Westemn Europe was the only major region which recorded an
increase in the dollar value of its exports. Imports in value terms increased by about 5 per
cent, very close to the expansion recorded by both North America and Latin America. The
share of Western Europe in world merchandise trade recovered to 44 per cent following a
marked decrease between 1990 and 1998. Commercial services exports expanded by 6 per
cent in 1998, and commercial services imports by 7 per cent. :

The interaction between trade and output in the Transition economies in recent years has
been unique among the major regions. Sluggish overall economic activity, including a
decline in reg'iondl output in recent years, has been accompanied by export and import
growth rates above the global average. Merchandise imports have expanded significantly
faster than world trade in both real and nominal dollar values. ‘Due to the sharp decline in
the dollar export prices, however, the dollar export value of the region decreased slightly.

‘The commercial services trade of the transition economies has been far less dynamic than

merchandise trade in the last two years, with export decreasing slightly and imports rising -
moderately. The Russian Federation, the region’s largest commercial services trader, reported

a decline in exports and impoyrts;_of about 7 per cent in 1998. For Central and Eastern Europe, '
.an increase.of 4 per cent was recorded last year., C R

Africa and the Middle East have suffered the brunt of the decline in primary commodity India and World Trade

prices in 1998. Despite a moderate recovery in Africa’s GDP — linked to the recovery of
agricultural output — Africa’s trade remained sluggish. Export values in the region de- A
creased by about 15 per cent in 1998. Oil-exporting African countries recorded a decrease in
exports exceeding one-quarter. Import values declined only slightly in 1998. Data on commer-
cial services indicate decreases in the value of both exports and imports. As was observed
for merchandise trade, exports of services decreased faster than imports.

Being the region with the highest share of fuels in its merchandise exports, the Middle East
recorded the strongest contraction in export value of all regions. Exports for the region as a
whole shrank by one-fifth. The decline in the dollar export value was, however, associated

with an increase in the export volume. The increase in the supply of oil from the region in a

“period of weak demand has contributed to a steep erosion of oil prices. The region’s mer-

chandise imports adjusted to some degree to lower export revenues, fell by about 5 per cent
in 1998. .

Asia recorded the strongest import contraction of all regions — the dollar value of Asia’s
imports registéred an unprecedented decline of about 18 per cent. As intra-Asian trade
accounts for about one half of Asia’s merchandise exports, the contraction of the area’s
imports also held down export growth, which fell by 6.0 per cent in 1998.

Check Your Progress A

[) Whatis globalisation?

..........................................................................

2) What do you mean by electronic data interchange?

-------------

............................................................................................................

4) State whether following statements are True or False,
) Regional trading arrangements would not violate the core principle of WTO.

ii). WTO Committee on Trade and Environment has not brought environmental issue
into the mainstream of WTO work.

iif) World GDP and trade slowed down in 1998,

iv) Oil-exporting regions recorded the strongest annual value declines in merchan-
dise exports in 1998. .

" v) " Latin America’s GDP and trade growth increased sharply in 1998, _
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3.3.2 Composition of World Trade

Manufactured items are the leading commodity of the world trade. The share of manufactured
items in world merchandise exports has been growing steadily. Look at Table 3.4 which

shows the world merchandise exports by product. The share of manufactured items in the -
total merchandise exports has increased from 70.6% in 1990 to 76.1% in the year 1998, The
share of agricultural products has declined from 12.2% in 1990 to 10.5% in 1998. The share of
mining products has also gone down substantially from 14.3% in 1990 t0 9.5% in 1998, The
decrease in mining products has been witnessed due to substantial decrease in fuels from
10.5% in 1990 to 6.5% in 1998. The share of majority of products of manufactured items has
increased. It shows that higher the value addition in the products more is the rate of growth
in the exports.

Look at Table 3.5 which shows world merchandise exports by region. In the year 1998,
Westem Europe was the leading contributor of manufactured items (47%) followed by Asia
(26.8%), North America (17.4%), Latin America (3.9%) and Central & Eastern Europe/Baltic
States/CIS (3.1%). Western Europe is the largest contributor of agricultural products consti-
tuting (42.7%) followed by North America (18.1%), Asia (18.0%), Latin America (1 1.9%) and
Central & Eastern Europe/Baltic States/CIS (4.5%). In mining products also Western Europe
is the leading contributor constituting (24.2%) followed by Middle East (18.2%), Asia
(16.5%), Central & Eastern Europe/Baltic States/CIS (11.8%), North America (10,3%0) and
Latin America (10.1%).

Table 3.4: World Merchandise Exports by product 1998

(Billion & Percentage)

Value ‘ Share
ltems 1998 1990 1998
All Products 5270 100 100
Agricultural Products 553 2.2 10.5 .
F ood ‘ 443 9.3 8.4
Raw Materials 110 2.9 2.1
Mining Products 502 14.3 9,5
Ores & Minerals ' 58 1.6 1.1
Fuels . 344 10.5 6.5
Non Ferrous Metals ‘ 100 2.1 1.9
Manufactures 4010 . 70.6 76.1
Iron & Steel _ 141 3.1 2.7
Chemicals 503 8.7 9.5
Other Semi Manufactures 399 7.8 7.6
Machinery & Transport equipment - 2166 358 41.1
Automaotive Product ’; 525 9.4 [0.0
Office & Telecom equipment 681 88 . 129
Other Machinery & Transport equipment ‘ 959 _ 17.6 18,2
Textiles _ 151 3.1 29
Clothing | 180 32 . 34
Other Consumer goods 471 8.9 8.9

Source: WTO Annual Report, 1999.

(All products also include unspecified products which accounted for about 4% of world merchandise
exports in 1998).

Table 3.5: World Merchandise Exports by Region 1998

Agl'icultural Products Mining Products Manufactures

Western Europe 236.17 121.27 1882.99
@27 (24.2) (47.0)

Asia 99.27 83.06 1072.95
(18.0) (16.5) (26.8)

North America 99,87 , 51.85 699.08
(18.1) (10.3) (17.4)

Lafin America 65.59 50.52 157.72
(11.9) (10.1) (3.9

Central & Eastern Europe/ 2499 59.10 125.82
Baltic States/CIS - 4.5) - (11.8) @3.1)
Aftica 20.87 44.68 33.74
(3.8) (8.9) (0.8)

Middle East 5.96 91.42 37.96
' (1.1 (18.2) ©.9)

Warld 552.71 501,90 4010.26

Source: WTOQ Annual Report 1999.

3.3.3 World Trade Developments by Country

One of the striking features of world trade in 1998 was the exceptionally large variation in the
growth rates among countries measured in value terms. Consequently, the ranking of the
leading traders changed dramatically for both merchandise and commercial services trade.
Details of leading exporters and importers in world merchandise trade in 1998 are given in
Table 3.6. The leading exporters in world merchandise exports in 1998 are USA followed by
Germany, Japan, France, UK & Italy. The leading importers in World merchandise imports in
1998 are USA followed by Germany, Japan, UK, France, Hong Kong and China.

Table 3.6: Leading Exporters and Importers in World Merchandise Trade, 1998
(Billion dollars and percentage)

Rank E&poftef,-; ) Value Share  Rank Importers ’ Value Share
"1 United States 6887 126 1 United States - 899.0 16.0
2  Qermany 511.7 94 2 Germany 4415 7.8
3 Japan 421.0 7.7 3 Japan 338.8 6.0
4 France 2895 83 4 United Kingdom 308.2 5.5
5 United Kingdom 281.6 5.2 5 France 268.4 4.8
6 laly 238.2 44 6 HongKong, China 2133 38
7 Canada 2144 3.9 retained imports 52.4 0.9
8 Netherlands 193.8 3.5 7 ltaly 208.1 3.7
9 Hong Kong, China 188.2 34 8 Canada 200.9 3.6
domestic exports  27.3 0.5 9  Netherlands 1772 - 3.1
re-exports 160.9 29 10" Belgium-Luxembourg 155.8 28
10 China 182.7 33 11 Korea, Rep, of 1446 26
Il Belglum-Luxembourg 1682 - 3.1 12 China 1424 25
12 Korea, Rep. of 136.2 2.5 13 Singapore 1324 2.4
13 Singapore 125.0 2.3 retained imports 79.9 1.4
domestic exports 724 13 14 - Spain 122.7 2.2
re-exports 52.6 1.0 15 Mexico 113.3 2.0

14 _Taipei. Chinese - 121.9 22 " '

15 Mexlco ' 1104 20

Source World Trade Orgamsatlon, 1999
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The reversal of capital flows in 1997-1998 forced many East Asian economies to cut back
sharply on their imports in 1998. Of the 30 leading importers of the world eleven registered
negative growth rate in their imports. The republic of Korea registered unprecedented
negative growth rate of 33 percent, followed by Indonesia 34 per cent, Thailand 33 per cent
and Malaysia 26 per cent. Retained imports of Hong Kong, China and Singapore also
contracted in the above range, despite their current account surplus position and stronger

internal demand.

' Contractionary conditions in Japan and the fall in oil prices led to a fall of 17 per cent in the

dollar value of imports, to a level below that of Germany, the United Kingdom and France, In
general, Canada, Mexico and many West European countries improved their position among
the leading importers and exporters, while those of Asian countries and Russia deteriorated.

Fuel exporters generally recorded the strongest decline in merchandise export value among
all the countries. For a number of them, the dollar value of export earnings decreased by one-
quarter to more than one-third in 1998. These countries include Saudi Arabia, Libya, Nigeria
and Venezuela. Oil exporters and the East Asian traders lost, while Mexico and most West

European countries gain in market share.

In the year 1998 China’s merchandise exports exceeded those of Hong Kong (China) for the
first time. The contraction of Russia’s trade under the impact of the fall in fuel prices and the
outbreak of the financial crisis have lowered Russia’s exports to below those of Ireland and
its imports to less than those of Poland.

Despite the decrease in the nominal value of world trade, a few countries continued to
expand their exports by_more than 15 per cent. This group comprises Irelind, the Philippines,
Hungary and Costa Rica, Throughout the 1990-98 period these countries expanded their
export two times faster than the global average. :

Table 3.7: Leading Expdrters/.lmporters in World Trade in Commercial Services, 1998

(Billion dollars and percentage)

Rank Exporters Value Share Rank Importers VYalue Share
1 United States 229.5 17.5 1 United States 150.1 11.6
2 .United Kingdom 85.5 65 2 Japan 122.1 9.4
3 France 80.3 61 3 Germany 120.1 9.3
4 Germany 75.4 57 4 Italy 701 5.4
5 Italy 7.7 55 5 United Kingdom 68.6 53
6 Japan 68.1 532 6 France 62.1 4.8
7 Netherlands 485 37 7 Netherlands 138 34
8 Spain 43.6 33 8 Canada 35.9 2.8
9 Hong Kong, China 373 28 9 Belgium-Luxembourg ~ 32.1 25
10 Belgium-Luxembourg  34.0 26 10 China 30.1 2.3
11 Singapore 30.4 23 11 Korea, Rep, of 29.0 2.2
12 Canada 293 22 12 Austria 27.4 2.1
13 Austria 28.5 22 13 Spain 24.3 1.9
14" Switzerland 25.6 20 14 Taipei, Chinese 24.1 1.9
15 . Korea, Rep. of 25.4 1.9 15 Hong Kong, China 22,7 1.8

Source: World Trade Organisation, 1999.

The United Statfas consolidated its position as the world leading trader in 1998, accounting
fc?r nearly one-sixth of merchandise imports and services exports and one-eighth of merchan-,
dise exports and services imports. :

Although price yariations in commercial services are estimated to be far smaller than those
for merchandise trade in 1998, the variations in the performance of individual services trader
Werg at least as large as those for merchandise traders, Among the leading commercial
services exporters, the strongest declines were recorded by Singapore and Malaysia, while

India, Turkey and Spain recorded the highest increase ~~ the growth being 22, 17 and 10 per
cent respectively. So far as imports of services is concerned Malaysia, Thailand, Indonesia
and Republic of Korea had the highest negative growth ranging from 21 per cent to 32 per
cent. Spain, India and Ireland were the only three countries which recorded more than 10 per
cent of growth in their imports of services in 1998 — the individual figure being 12 per cent,
12 per cent and 20 per cent respectively. Details of leading exporters and importers in world
trade in commercial services in 1998 are given in Table 3.7. The leading exporters of commer-
cial services in 1998 are USA followed by UK, France, Germany, Italy and Japan. The leading
importers of commercial services in 1998 are USA followed by Japan, Germany, Italy, UK and

France.

3.4 ROLE OF INTERNATIONAL ORGANISATIONS
IN WORLD TRADE

There are a few international organisations such as World Trade Organisation, International
Monetary Fund, World Bank, United Nations Conference on Trade and Development, Asian
Development Bank, Economic and Social Commission for Asia and the Pacific, United
Nations Industrial Development Organisation, Food and Agriculture Organisation,
Organisation of the Petroleum Exporting Countries, Organisation for Economic Cooperation
and Development, International Chamber of Commerce, The Commonwealth, etc. which are
directly or indirectly concerned in the promotion of world trade. Apart from international
organisations, there are a large number of regional economic groups which are making efforts
in the promotion of regional as well as world trade. Some of the important ones include
European Union, North America Free Trade Area, Association of South East Asian Nations,
South Asian Association of Regional Cooperation, etc.

Among them World Trade Organisation is the only international organisation déaling with
the global rules of trade between nations, It came into existence in 1993. One of the young-

“est of the international organisations, the WTO is the successor to the General Agreement

on Tariffs and Trade (GATT) established in the wake of the Second World War. GATT and
the WTO have helped to create a strong and prosperous trading system contributing to
unprecedented growth. Its main function is to ensure that trade flows smoothly, freely , fairly

and predictably. This is achieved by:

i)  administering trade agreements

i)  acting as a forum for trade negotiations
iy settling trade disputes

iv) reviewing national trade policies

.v) assisting developing countries in trade policy issues, through technical assistance

and training programimes

vi) cooperating with other international organisations.

The WTO has more than 130 members, accounting for over 90 per cent of the world trade.
Over 30 others are negotiating membership.

3.5 INDIA AND WORLD TRADE

Despite the fact that India is far better placed than a number of countries in the world in terms

of a large domestic market, a broad-based industrial infrastructure, a large pool of training
manpower, impressive entrepreneurial and managerial skills, abundant supply of cheap
labour, and adequate natural resources, etc., it could not play the role of a global marketer
because of its inward-looking economic management policies pursued for decades. At atime
when world trade expanded fast, India missed its export opportunities because of its exces-
sive emphasis on import substitution, sheltered markets und a controlled economy. The

" situation did not change until 1991 when the Government took a bold decision to integrate . -

the Indian.economy with the world economy by following a policy of liberalisation. Faced
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with a precarious foreign exchange situation, adverse balance of payments and huge external
debt, the Government of India adopted a comprehensive programme of macro-economic
stabilisation and structural adjustments beginning from June 1991, The programme included
far-reaching trade, fiscal, monetary and industrial policy measures with a major thrust on
improvement of competitive efficiency of Indian industries by utilising foreign investment
and technology to a much greater degree than in the past. '

Basically, the objective of reform measures was to dismantle controls on industry, external
trade and foreign investments and to establish a climate of trust between the government and
business & industry. The focus of the new policy is more on free play of market forces
instead of State control in determining the country’s future economic growth and develop-
ment. Further, for the first time, the govemnment has come out in favour of outward-oriented

trade and industrial policies where exports assume prime importance.

The trade policy reforms also aimed to create an environment to enable increase in exports at
a rapid pace, raise India’s share in world exports and find a lasting solution to the balance of
payments crisis.

During 1950, India accounted for about 1.8 per cent of world trade with its exports accounting
for 1.85 per cent and imports for 1.71 per cent. After gradually declining to 0.57 per cent by
1980, India’s share improved marginally to 0.63 per cent by 1985, The reason for improvement
in the share was tha*while world trade declined in the period 1980-85, india’s trade continued
to grow. However, it came down to 0.53 per cent by 1991. The first half of the nineties

- witnessed a sharp increase in India’s trade relatively to the growth of world trade, and India’s

share improved to 0.61 per cent in 1994 and continues to be at this level even now,

After a setback in 1991-92 when exports declined by 1.45 per cent and imports declined by
19.30 per cent in dollar terms, revival of India’s exports and imports started during 1992-93
and Indian exports registered a growth of 3.75 per cent over 1991-92 performance. This was

 further strengthened during 1993-94 when exports achieved a substantial growth rate of 19.97

per cent in dollar terms and 30 per cent in rupee terms, During 1994-95, exports increased to
Rs.82,674 crore ($ 26330 million) from Rs.69,751 crore ($ 22238 million) in 1993-94, registering
growth of over 18 per cent both in rupee terms and dollar terms, During this year India’s
imports increased to Rs.89,970 crore ($ 28654 million) from Rs.73,101 crore ($ 23306 million),
registering a growth rate of about 23 per cent both in rupee and dollar terms. Again in 1995-
96, India registered impressive growth rate both in its exports and imports — the growth being
20.77 per cent in respect of its exports and 28.01 per cent in respect of imports in dollar terms.
In 1996-97 there was a decline in the growth rates of exports and imports as compared to the
previous year. Exports, during this year, increased only by 5.26 per cent and imports by 6.69
per cent in dollar terms. However, the growth measured in terms of rupee was higher at about
12 per cent during this year. After having registered a marginal growth rate in 1996-97, India’s
exports and imports declined in 1997-98 in dollar terms. The negative growth rate registered
in respect of exports was 3.08 per cent and imports declined marginally by 0.83 per cent. Still
in terms of rupees, both exports and imports registered a marginal increase — exports (1.51%)
and imports (4.07%) . Many reasons have been attributed to the poor export performance.
Primarily it has been devaluation of East Asian Currencies which have reduced the competi-
tiveness of Indian export, particularly in exports like plantations, textiles and chemicals. The
general slow down in industrial production has also been a contributing factor. The position
improved in 1998-99, with exports rising from $32440.81 million (Rs. 130101 crore) to

(Rs 141604 crore) $33641 .46, registering a growth rate of 3.70 per cent and imports rising from
$38807.40 million (Rs. 154176 crore) to $41886.62 million (Rs 176099 crore), registering a
growth rate of 7.93 per cent. In terms of rupee the growth rates were quite impressive ~ 17.40
per cent in respect of exports and 21.81 per cent in respect of imports during 1998-99 over the
previous year.

3.6 STRATEGY FOR INTEGRATING INDIA WITH
THE WORLD

India adopted a comprehensive programme of macro-economic stabilisation and structural
adjustments from June 1991 with the objective to dismantle controls on industry, external

trade and foreign investments. However, because of certain problems faced within the
country, these reforms could not be taken to their logical end in different spheres of eco-
nomic activity. As a result of this half-hearted effort, India has not been able to achieve the
desired results in its external trade and foreign direct investment.

A sustained rapid growth in exports remains the most crucial ingredient for ensuring long-
term external viability. Vigorous efforts will, therefore, be required to reverse the current
deceleration and achieve a rapid growth of exports, especially in the context of the difficult
international trading environment brought about by the economic and financial crisis in East
Asia. 1t is expected that in the East Asian countries there is a likelihood of some reorienta-
tion of economic activity away from capital-intensive industries towards labour-intensive
ones, which will further intensify competition in markets of importance to us. To achieve our
export targets in liglit of the difficult external environment, we should also endeavour to
reduce various transaction costs faced by our exporters, Our exporters indicate that transac-
tion costs emanating from implementation of various rules and regulations pertaining to
obtaining licences, customs clearances, refund of duties, infrastructural constraints, etc.
impinge adversely on export performance. Although progress has already been made to
simplify, rules and regulations, further efforts need to be made to smoothen export transac-

tions.

Petroleum and its produéts account for a relatively large share of the total import bill. Inter-
national prices of these products have softened significantly, reflecting general world
recessionary conditions; but there is considerable uncertainty surrounding the future =
movements of international prices of petroleumn. If the trend were to be reversed, there are
significant downside risks to the balznce of payment. Therefore, efficiency of use must be
encouraged and remaining distortionary policies in the energy sector need to be phased out.

Tourism in the past had been a major source of buoyance for invisible earnings. However,
more recently, growth of tourist arrivals and earnings have not been so healthy. This has
occurred despite efforts at the Centre and State levels to accelerate the growth of tourism in
India. These efforts need to be intensified. Airport system and procedures need to be

greatly improved.

There is considerable potential for much higher direct foreign investment, provided we
maintain a positive stance towards FD1. In this regard, the Government has to accord the
highest priority to eliminating red tapism, which continues to be cited as the main complaint
of potential foreign investors. Equally importantly, policy impediments in the infrastructure
sectors, which can.absorb large FDI, need to be ironed out on a priority basis. If India wants
to succeed in international arena and to be an important player in the international market,
there is need to improve various elements of basic infrastructure at the international level.

“The financial erisis in East Asia has re-emphasised the significant cha[lenges.and risks

involved in moving to free international capital movements. The lessons of the crisis demon-
strate that capital account liberalisation should be carefully calibrated to minimise the risks of

disruption against the backdrop of new challenges and increased uncertainty.

Check Your Progress B

1) Enumerate 5 major exporters and importers of world merchandise trade in 1998.
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Foreign Trade: An Overview | 2) Enumerate four main functions of WTO. 3.9 TERMINAL QUESTIONS
...... | i Describe the current world trade scenario and the issues involved in it.
.............................................................................................................. 2. Describe briefly various important features of the world trade by region.
............................................................................................................ 3. Explain briefly leading exporters and importers of the world in merchandise trade.

4, Write briefly about the role of World Trade Organisation in world trade.
............................................................................................................ & What were the objectives of India's cconomic reforms? Suggest Inda’s stratogies for
3) Enumerate India’s three strategies for integrating with the world trade, integrating with world trade.

............................................................................................................

-----------------------------------------------------------------------------------------------------------

4) State whether foliowing statements are True or False.

i)  USA is the second leading exporter and importer in world merchandise trade in
{098, !

iiy UK is the second leading exporter in World trade in commercial services in 1998,

fii) The share of manufactured items in the total merchandise exports has been
increasing,

iv) Middie East is the largest contributor of mining producfs in the year 1998,

v) InIndia transaction costs impinge adversely on export performance.

3.7 LET US SUM UP

The world economic scenario has undergone rapid changes particularly during the last one
decade. Economic Reforms sweeping across the East European countries as well as some
developing countries of the world are compelling the countries the world over to adopt to the
policies of globalisation. Though India took bold initiative to introduce economic reforms
since June 1991, it has not been able to achieve the desired results in the area of external

~ trade and foreign direct investments. India’s share in world trade which was around 2 per
cent in 50s has come down to 0.6 per cent currently. We have not been able to maintained
the desired growth in our exports and imports during the past couple of years.

{

There is need to switch our exports from low-value addition items or what is called traditional
items of export to high-value addition items. The difficulties that are being faced by our

~exporters with regard to poor quality image, high costs, infrastructural bottlenecks and
uncertainties, procedural complexities & institutional rigidities need to be addressed on
priority basis, There is need to introduce second generation economic reforms immediately if
India wants to be a global player. ‘

A 3.8 ANSWERS TO CHECK YOUR PROGRESS
L o A4 i) False i) False i) True i) True v) False

B4 i) False i) True iii) True iv) False -v) True
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