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World without Walls

Muraleedharan Nair
If you want to go fast, go alone. If you want to go far, go together. — African Proverb

The Indian public opinion on India opting out of the Regional Comprehensive Economic
Partnership (RCEP) in Bangkok last week remains distinctly divided. “Embrace the world,”
was the first reaction of a senior Kerala-based analyst, known for his balanced views on
topical developments, when the news broke on India’s refusal to join the proposed regional
economic bloc that could have become the largest free trade bloc covering ASEAN and its
six large partners. With India in it, RCEP would have comprised about half the world
population and boasted of around 40 per cent of the global GDP.

“Victory of the bureaucrats,” was the sneaky observation on Twitter by a well-known
Delhi-based journalist and political commentator with her barb aimed at the
bureaucrat-turned politician at the helm of affairs in the Ministry of External Affairs. Others
followed suit, some even asking the Prime Minister to lead the nation to its future rather than
limiting himself to leading his party to electoral victories. A highly respected journalist and
author, currently a distinguished fellow with a leading Delhi-based think tank, said the Prime
Minister should persuade people to “endure short-term pain for longer-term gain”, and
thereby “lead a larger economic transformation of the country”.

Some left liberal observers had set the social and new media ablaze on the eve of the
Bangkok Summit with the possible negative consequences of India joining the RCEP,
enumerating how farmers, particularly those engaged in cash crop agriculture in states like
Kerala, never recovered after implementation of the India-ASEAN Free Trade Agreement
(India-ASEAN FTA) beginning January 2010. They lamented that India joining the RCEP
would sound the death knell for the entire agricultural and manufacturing sectors of the
country. That their expression of satisfaction at India pulling out of the RCEP deal did not go
beyond heaving some feeble sighs of relief is understandable.

Expecting the government to join RCEP, the main opposition party, the Indian National
Congress, adopted a classic opportunistic stand on the eve of the Bangkok Summit. The
Congress Vice President mocked that “Make in India’ has become ‘Buy from China’, with
spokespersons adding that the RCEP deal would “flood the country with cheap goods,
resulting in millions of job losses, crippling the economy”. A party ideologue commented in
an editorial page interview that signing of the RCEP agreement was going to be the
proverbial last straw that would break the camel's back, meaning this seemingly benign
action would cause unpredictably large and sudden reactions, like more farmer suicides,
because of the cumulative effect of a series of other misadventures, like demonetisation and
introduction of GST [in the present form], the Narendra Modi government had undertaken in
the recent past. When confronted with the fact that it was the Congress-led UPA that
initiated the RCEP negotiations in 2012 after concluding the often contentious Indian-ASEAN
FTA in 2009 [with implementation beginning in 2010], he justified the party’s current stance
by arguing that a deal like the RCEP would not have affected the Indian economy negatively
if it [the economy] was growing at the rate of 7—-8 per cent [alluding as it was happening at
the time when India entered the RCEP negotiations, and that the Indian economy was
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slowing down now]. He maintained that as the Indian economic growth is slowing, what is
“required was confidence building measures, whereas RCEP [in today’s context] was a
confidence destroying measure”.

In other words, in the run up to the RCEP Bangkok summit, the political class in general, i.e.,
both the ruling and major opposition parties alike, argued that the country needed to be
careful in joining the regional economic bloc blindly, particularly at this point in time. On the
other hand, analysts and economic commentators largely demanded that it was in India’s
long-term interest to integrate with a globalised world, meaning regional economic
groupings like RCEP in the present context. They urged that such an integration was needed
without any further delay notwithstanding the potential short-term negative domestic
consequences.

While the economists and analysts were very articulate in their arguments in favour of
joining the RCEP, the government did not seem to make any genuine effort to justify its
decision for the larger domestic audiences. That was rather unusual for a party like the ruling
Bhartiya Janata Party (BJP), especially when the criticism that the recent electoral setbacks
the ruling alliance had suffered in Maharashtra and Haryana have influenced the government
decision [not to join RCEP] was bandied about widely.

Nationalism or National Interests?

Therefore, the question arises whether the main reasons behind the government decision
[not to join RCEP] were actually based on nationalist or electoral considerations as alleged,
among others, by a former UPA cabinet minister who went on to say that nationalism
without economic growth was meaningless. Seen this with the episode when the newly
ascended Modi government had threatened to walk out of the Bali package in 2014, some
observers blamed that the government was pursuing a nationalist agenda at the cost of
regional cooperation and globalisation. Or, was the decision to pull out of RCEP in national
interest that was based on sound logic?

During the past seven years of RCEP negotiations, the general strain of the government’s
argument, both under the UPA and the NDA, was that the three pillars of economic
cooperation, viz., trade in goods, services and investments be treated equally important,
apart from subjects like intellectual property rights, regional security, etc. We have the
lessons from the Comprehensive Economic Partnership Agreement signed by the UPA
government with ASEAN where we did not wait for the negotiations on the services sector to
be concluded before signing on the goods part of the agreement. We have paid the price for
that as the ASEAN members kept dragging their feet on the services sector. In the end,
highly qualified candidates from India — not only IT engineers but also banking, non-banking,
legal, medical and engineering professionals, and even nurses and healthcare providers,
among others, — failed to obtain jobs they actually deserved in the 10-nation bloc.

In the case of India-ASEAN FTA on goods that was implemented from January 2010
onwards [as the date of implementation varied from country to country due to delays in
particular country’s local requirements], while India gave 74.4 per cent tariff concessions,
several countries backtracked on their promises at a practical level. For example, Vietnam
responded with concessions only on 69.7 per cent of goods, and Indonesia on a mere 50 per
cent of goods. At the same time, Indian farmers engaged in the cultivation of rubber, tea,
cardamom, black pepper, vanilla, etc. were very badly impacted. Manufacturers of a wide
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range of other products also suffered in addition to the heavy jolt they were getting
increasingly from China. In the end, the country suffered heavy trade deficits in its trade in
goods with ASEAN. It is a matter of relief that the government has now secured
renegotiation of the said agreement on trade in goods.

Game of Tariffs

RCEP negotiators were looking at reduction or elimination of import duty on about 90 per
cent of goods. And in India’s case, the country would have to allow duty-free imports or
imports at very low duty in respect of around 80 per cent of Chinese goods. Further, India
was worried about ‘re-routing’ of Chinese goods to the country through third countries, like
Vietnam or Thailand. It may be recalled that Chinese products used to enter India through
third countries after adding insignificant parts like a tempered glass in the case of mobile
phones, or sometimes even by simply changing the packaging of the products. Such tactics
were adopted for taking advantage of low tariffs under trade agreements India have with
such [third] countries, or sometimes for exploiting well camouflaged “quota systems” some
countries resort to for balancing trade figures, among other things.

India was also keen to shift the base year for reflecting duty away from 2014 to a reasonably
more recent year. Otherwise, though the agreements would be signed now, the
reduction/elimination of tariffs would become effective from 2022 with the duties going
back to the 2014 levels. Without keeping such a recent base year for fixing duty rates as
demanded by India, Chinese products like mobile phones would become so cheap in India
that there would be no incentive for investing in, or manufacturing mobile phones or other
such products in the country. The current Indian policy is to impose duties on such items so
that locally manufactured goods become attractive for the domestic customers. Therefore, it
was natural that India wanted a guarantee that there would be at least 30 per cent [30-35
per cent, according to some accounts] value addition done in a third country, like Vietnam or
Thailand, to a product that was originally manufactured, say in China, before it is imported to
India [from the said third country primarily to take advantage of low tariffs]. Creation of a
common list of products upon which protection is needed on value addition of 30—35 per
cent remained another contentious issue.

India also insisted on “applying differential tariffs on all items that are not offered to China”
to avoid entry via third countries with low or zero tariffs by circumventing rules of origin
principles. [Differential tariff is a type of customs duty with different rates for the same
goods. Rates may be nominal, preferential, minimum, intermediate or maximum.] India
further wanted a check and balance mechanism against import surge on manufactured
goods, dairy products, etc. Indian farmers would have faced stiff competitions due to
zero/low tariff imports of palm oil from Malaysia and Indonesia, and rubber, cardamom,
vanilla, tea, among other things, from other Southeast Asian countries. On the manufacturing
side, Indian manufacturers would have suffered due to similar zero/low tariff imports of
steel and allied products from China, and items like polyester fabrics from Vietnam and
China. Based on its past experiences with China and some ASEAN countries, India was also
keen on a general guarantee against possible imposition of non-tariff barriers that prevent or
regulate market access for our goods and services. This was particularly important from a
long-term perspective.
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Meanwhile, India’s demands on concessions in trade in the services sector, the country’s
forte, were largely falling on deaf years. India was also blamed for raising new concerns at
the last moment. But India insisted that none of its concerns were new and had put forth
months to years ago. India also wanted easier visa regimes for its professionals. This meant
not only easier movement of IT professionals, but also in the case of other sectors, like
healthcare, accounting, engineering, etc. India also argued for more investments in
infrastructure, manufacturing, among other areas.

In other words, despite intensive negotiations with the prospective RCEP members, “it was
not possible to achieve a balanced and fair deal, nor any assurances on market access and
non-tariff barriers [against Indian products] were given, exposing the country to debilitating
imports from abroad”. In a nutshell, it would have been an unequal FTA as RCEP members in
general and China in particular refused to address India’s major concerns.

The comparison by some domain experts that China had joined the World Trade
Organisation (WTO) in 2001 by agreeing to abide by the organisation’s rules and regulations
even as it was going through difficult conditions internationally, and that the country thrived
after that crucial decision is, of course, correct. The Chinese economy boomed soon
afterwards with its exports leapfrogging from a mere USS$ 200 billion at the time to over USS
4 trillion, and its foreign exchange reserves even crossing the USS 4 billion mark in less than
two decades. But, as a leading Delhi-based China watcher recently observed, China managed
all these by imbibing market principles selectively and circumventing others to its advantage
in areas like tariff management, giving market access to other countries, subsidising and
favouring its State-owned Enterprises (public sector undertakings), and blatantly
manipulating exchange rates of renminbi (Chinese yuan). It is true that not all countries that
are large economies today can claim to have been open to complete free trade in their
history of development. But, a democratically elected government in India has to follow the
rule of the law, and cannot engage in such manipulations as part of its state policy.
Moreover, the manufacturing sector in China was doing extremely well at the time, and its
exports sector was already booming. Foreign investments were flowing steadily into the
country as everyone in and outside China was eager to make a quick buck at the time.
Overseas Chinese, unlike their counterparts, the Non-resident Indians, were eager to invest in
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their ancestral land also because conditions for making money, particularly political stability,
was reassured even by the highest authorities. While India can, thus, draw a few lessons
from the China experience in such fields, comparing the two situations, i.e., China joining the
WTO in 2001 and India signing up for RCEP in 2019 may not be a very fair thing to do.

China—the Major Gainer

As mentioned above, if RCEP had come into existence in the present format, India would
have had to agree to eliminate or reduce to very low levels of tariffs on around 90 per cent of
goods imports from the 10 ASEAN countries, and also South Korea and Japan. In the case of
China, Australia and New Zealand, the figure would have stood at 74 per cent. China would
have been the biggest beneficiary at the ground level with Indian markets flooded with even
more Chinese goods, further hurting our manufacturing sector. And even more worryingly,
imports of agricultural products, including fresh and processed foods would have impacted
our farming sector very badly that still higher numbers of smaller farmers would have been
driven to even more desperate situations. The already heavy trade deficit India has with
ASEAN, China, South Korea, Japan, among others, would have mounted even further if the
country had joined the RCEP in the present format without addressing India’s anxieties.
Moreover, China, unlike other countries, has still not shown the inclination to make
large-scale investments in India that would have at least partially offset its asymmetric,
endlessly growing surplus with India.

Though China’s trade dispute with the US is a passing episode in bilateral economic
relations, the economic slowdown the country is going through is there to last for some time
to come. That its present strategy is to develop economic relations with various regional
groupings like RCEP to push ahead with its economic growth agenda is only well known. The
country is transitioning from an investment-cum-low-end manufacturing-cum-export driven
model — of which labour intensive units are an indispensable part — to a model driven by
high-tech goods manufacturing rooted in innovation and domestic consumption. Here, the
low-end manufacturing is migrating to interiors, and also out of China as the input costs
become enviably expensive in that country. But, can China ignore its low-end manufacturing
at the cost of jobs to its millions of unskilled and semi-skilled workers? How many of the
workers can be moved out to the interiors? Therefore, initiatives like Belt and Road Initiative
(BRI) and groupings like RCEP are a must for long-term economic and political stability in
China. Further, RCEP assumes importance to China also because it is not part of the major
regional grouping like Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (CPTPP), also known as TPP-11, the new avatar of the stillborn Trans Pacific
Partnership (TPP). Hence, China’s more than active interest in the successful completion of
RCEP.

The argument that as China transitions into a consumption model, it is becoming a major
importer of goods and services, and countries like India would benefit out of the change, and
for that we need to be a part of the regional groupings like RCEP may be true, but more so in
theory than in practice. Isn't it widely known that even as China regulates its imports based
on its needs, it decides even such things (as imports into the country) based equally on
political considerations? From what one has observed all these years, for India to benefit
from the emerging scenario (of China switching gears to a consumption model), what is
needed is improved bilateral agreements with that country, taking our specific concerns into
account. This could include encouraging more Chinese investments in selected sectors in
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India; opening Chinese markets for internationally acclaimed Indian pharmaceuticals, farm
and marine products; removing hurdles on the entry for Indian companies in areas like
hospitality, health and entertainment; and encouraging tourism through more Chinese
packages into the country.
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For improving our trade with China and to balance the bilateral trade deficit that stood at
USS 50 billion last year, there has to be a different approach. If China has no qualms in
weaponising trade, India might also adopt a tougher stance with that country, rather than
playing the victim all the time. We know that China is not going to give us an open-armed
welcome into their markets for several reasons. Unless it opens its markets for Indian
manufactured goods and our services as promised repeatedly in the past, we could also
express our unhappiness more clearly. This could vary from insisting on internationally
accepted quality norms for goods imported from that country to asking Chinese telecom
equipment and service providers and mobile phone companies doing extremely well in India
to “follow various Indian rules properly”. It is widely known that the Chinese are adept at
deciphering signals. China’s reaction might vary from sabre rattling in the media to
squeezing Indian firms in China and those doing business with that country. But, such
retaliatory measures would only be temporary in nature and could be discussed and resolved
to arrive at win-win formulae subsequently.

Keep the Windows Open

Thus, India not joining the RCEP in its present format is good for the Indian manufacturers
and farmers, but only in the shortterm. How long can the State keep protecting its
manufacturing and farming sectors? When about 50 per cent of the world trade happens
under the agreements-format today, India has trade agreements worth the mention with only
about one-third of the WTO members. A large share of international trade is going to happen
within members of such groupings, as also between the members of different groupings
with which they have CEPA- and FTA-like arrangements in the future also. When regional
economic blocs and groupings are becoming the order of the day, most countries want to
join some regional block or the other. A nation, however competitive it is, might find itself out
of favour in the game of regional trade blocs by default. India, with its ambition of becoming
an economic powerhouse, needs to act fast, reform its manufacturing and agricultural
sectors and become competitive, and thereby acquire the confidence to face a tough world
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outside. That India is otherwise open for trade and investments is not forgotten here. The
major takeaway here is that India cannot remain isolated from the regional or global
groupings. The country needs to become competitive in order to become a leading exporter
that would help in making the ‘Make in India’ campaign a success at least to an extent.

There was official pressure on India, accompanied by a build-up in the
government-controlled Chinese media prior to the Bangkok Summit. It was followed by
criticism of India after it pulled out from the grouping. Interestingly, the Chinese government
came out immediately afterwards with somewhat condescending remarks that the RCEP is
not a closed chapter and that negotiations would continue to address India’s ‘genuine
anxieties’ and the country could join the grouping early. This indicates that like ASEAN, China
also understands that without the participation of a country like India, i.e., the opportunities
this fastest growing and emerging economy provides, like its huge middle-class numbering
over 400 million, a grouping like RCEP will not achieve its overall objectives. It is also known
that most of the ASEAN members, Australia, Japan, New Zealand and South Korea want
India in the grouping to balance a China that habitually tries to overwhelm smaller or weaker
partners to achieve its objectives.

At the same time, the good news is that ASEAN countries like Japan have since agreed to
review their free trade agreements with India. Likewise, our long drawn out efforts to have a
meaningful free trade agreement with the European Union, and the UK if or when BREXIT
becomes a reality, need to be expedited. An agreement with the US has been in the works for
long, courtesy Donald Trump, among other reasons. Australia and New Zealand are the other
markets India needs to court more fervently. A new trade agreement with Australia that was
put on the backburner due to the ongoing RCEP negotiations needs to bring back to active
focus. India boasts of a 400 million-strong middle-class consumer base, and it is one bank
deposit the Indian government can rely upon in economically difficult times as these. And,
that alluring figure is also a major attraction for countries from the US to China, the European
Union to the ASEAN and RCEP members. This factor needs to be put to good use during our
trade negotiations with these countries.

It is high time that the Modi government that has come back to power with an increased
majority looked beyond the prospects of short-term electoral gains or losses, and warned
our domestic players in all sectors not to rely on government protection eternally. It is for the
government to motivate these sectors and nudge them to come out of their cocoons and vie
for their space out in the Sun. Joining the RCEP would also help us in being a dynamic part
of the global supply chains. That would also resonate with the country’s much touted Act
East and Indo-Pacific policies. Then only India would be able to sit on the high table at RCEP
to set rules and standards for the economic manoeuvrings the region is expected to witness
in the coming decades. That India is not a member of another important regional grouping
CPTPP — also known as TPP-11 — that sets such regional economic agendas, although for
different reasons, is another reason for India to join RCEP early. As the Chinese
spokesperson said recently, it is never late for India to do that.

Muraleedharan Nair is Senior Fellow at CPPR. Views expressed by the author are personal
and need not reflect or represent the views of Centre for Public Policy Research
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