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Indo - Chinese Trade and
Investment Relations: An
Overview of Recent Trends

he robust trend in Indo-Chinese trade relations

I witnessed in recent years attests to the synergy that
exists between India and China. During the last five

years (2000-01 to 2004-05), India’s trade turnover (exports
plus imports) with China have risen around five-fold; from

US$ 2.3 bn to US$ 11.4 bn, underlined by sharp rise in
both exports and imports (Table 1 & Chart 1).

Reflecting the increasing importance of China as an export
market, India’s exports to China have risen from

US$ 830 mn in 2000-01 to US$ 4.6 bn in 2004-05. As a
result China has emerged as the third largest market for
India’s exports after the USA and UAE. More significant
has been the emergence of China as India’s largest import
source during 2004-05, with imports from China amounting
to as much as US$ 6.8 bn rising from US$ 1.5 bn in
2000-01. As a result, India’s trade deficit with China has
risen from US$ 665 mn in 2000-01 to reach US$ 2.2 bn in
2004-05.

Table 1: India’s Trade with China (US$ mn)
2000-01 200102 200203 200304 2004-05
Exports 830 955 1981 2963 4596
% change 15.1 107.4 49.6 B5.1
Imports 1495 2043 2799 4064 6760
% change 36.7 37.0 45.2 66.4
Trade turnover 2325 2999 4780 7027 11356
Trade balance - 665 -1088 -818  -1101 -2164
Source: DGCIS, MOCI
Chart 1: India's Trade with China
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Trends in Composition of Trade

Underlying the robust trend in India’s exports to China
has been the sharp pick in exports of iron ore. India’s export
of iron ore to China has risen from US$ 130 mn in 2000-01
to US$ 2.1 bn in 2004-05, with China emerging as the
largest market accounting for almost 80% of India’s exports
(US$ 2.6 bn). Further, China has emerged as the second
largest market for India’s exports of primary and semi-
finished iron and steel, and plastics and linoleum products.
Other major items in India’s export basket to China include
processed minerals, inorganic and organic chemicals, drugs
and pharmaceuticals, machinery and instruments, and non-
ferrous metals.

India's Exports of Iron Ore, 2004-05 (US$ mn)
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As regards composition of imports, emergence of China as
India’s leading import source during 2004-05 can be
attributed to the fact that China accounted for the largest
share in India’s global imports of electronic goods, electrical
machinery, organic chemicals, non-ferrous metals,
medicinal and pharmaceutical products, manmade filament
& yarn, and dyeing and tanning materials. During
2004-05, China accounted for 21% (US$ 2.1 bn) of India’s
global imports of electronic goods (US$ 9.8 bn), 18%
(US$ 211 mn) of India’s global imports of electrical
machinery (US$ 1.1 bn), 16% (US$ 606 mn) of India’s
global imports of organic chemicals (US$ 3.8 bn), 12%
(US$ 145 mn) of India’s global imports of non-ferrous
metals (US$ 1.3 bn), 28.3% (US$ 193 mn) of India’s global
imports of medicinal and pharmaceutical products
(US$ 681 mn).

India's Imports of Electronic Goods, 2004-05 (US$ mn)
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Bilateral Investment Relations

With the opportunities offered by the vast Chinese market,
a number of Indian companies have endeavoured to set
up operations in China. Indian companies active in the
Chinese market include Aurobindo Tongling (Datong)
Pharma Co Ltd., Essel Packaging (Guangzhou) Ltd., Tata
Information Technology (Shanghai) Co Ltd., Aptech
Beida Jade Bird Information Technology Co Ltd., Infosys
Technologies Ltd., Sino-Indian Software Education, Orind
Refractories Ltd., Clean New Energy and Technology Co
Ltd., Dezine Clox Ind. Co Ltd., Pinita Exports (HK) Ltd.,
Argain Trading Co., Remix Elect Ltd., Seven Ocean Impex
(HK) Ltd., Eurest Consolidated Services Ltd., KB Group
Ltd., Sealord Exports, Akashi Export Ltd., Bayer China
Co Ltd., Araco Manufacturers Ltd., Sparkle Way Ltd.,
Hanzen Technologies Consulting (Zhuhai) Ltd.
Representative Offices in China include Essar Beijing
Representative Office, India-China Trade Centre Beijing
Representative Office, Cll (East Asia) Representative
Office, FICCI Representative Office, Jindal Strips China
Representative Office. Further, Indian banks present in
China include State Bank of India, Bank of Baroda, Bank
of India, ICICI Bank. During the period 1996 to 2004
(November), Indian direct investments approved in China
amounted to US$ 103.4 mn.

As regards Chinese endeavour in the Indian market,
Chinese companies in India include Huawei Technologies
India, ZTE Corporation of China, Haier Appliances (India)
Pvt. Ltd., Fiber Home Technologies Group, Jiangsu Overseas
Group Corporation (China Investment Development and
Trade Promotion India Centre), CMIEC (India Liaison
Office), China Shougang International Trade and
Engineering Corporation (India Liaison Office), China
Iron and Steel Industry and Trade Group Corporation
(India Office), Dragon Fisheries Ltd., China Eastern
Airlines, COSCO (India) Shipping Private Ltd., Wuhan
Research Institute of Posts and Telecommunications India
Office.

Given the interlinkage between trade and investment, the
recent dynamism in bilateral trade is likely to give a boost
to bilateral investment as well.
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Interview with Chairman, Aurobindo Pharma Limited

urobindo Pharma Limited (APL), headquartered
Ain Hyderabad, India, is one of the leading

pharmaceutical companies in India. APL is an
integrated pharmaceutical company engaged in developing,
manufacturing and marketing bulk drugs (active
pharmaceutical ingredients - APIs), intermediates and
generic formulations. In 2001, APL has set up a wholly
owned subsidiary at Datong, Shanxi province of China,
called Aurobindo Tongling (Datong) Pharma Co. Ltd., as
part of its internationalisation endeavour. Exim Bank has
extended term loan to APL for this investment. In an
interview with Exim Bank of India, Mr. P.V. Rama Prasad
Reddy, Chairman, APL, spoke about APL's experience in
China and prospects for Indian companies in China.

1. Why China has been selected amongst the Asian
countries as a base for operation.

We have been exporting to China since 1998 and Chinais a
huge market for pharmaceuticals. Aurobindo is a dominant
player in the finished active pharmaceutical ingredients
(APIs) business of semi synthetic penicillins and
cephalosporins. One of the key input in these drugs is an
intermediate called Pen G and 6 APA. Pen G is manufactured
through fermentation process. Fermentation industry is very
well developed in China as compared to India and very cost
competitive as compared to most other nations in the world.
The project execution time to set up fermentation industry
in China is very less and various plant/equipments are easily
available. Being at Datong, close to one of the world’s largest
coal mines, the energy costs, which are a significant
proportion of the cost of goods sold, are much lower.

2. What has been the experience of working in China.

One of the major hurdles in the operations is language.
Bilingual (English and Chinese speaking) scientists are very
expensive and hence R&D to generate non - infringing
processes is very expensive. Complex facilities and
multiproduct locations to the standards of US FDA are
difficult to run due to the barrier of English and
documentation. Complex procedures and hurdles in
licensing demand a very long term planning and lack of
flexibility in the short term. Hence we have restricted our
business to straight forward processes, scale dependent
processes and fermentation products. Stringent inspections,
reporting systems and audits for foreign companies mean
investments in a large staff for reporting/compliance. A
significant commitment from Aurobindo has enabled us to
cross these barriers and hence the experience is satisfactory.

3. Issues relating to scale of operations, cost of production,
market arrangement, etc.

Any manufacturer who intends to manufacture in China

*@ Sp-1-3

should think of large scale of operations to compete with
the local state owned enterprises which are big and
strong. We have selected a place where the power cost
and steam cost is one of the lowest in China and hence
our cost of production is highly competitive. Our scale
of operations matches with major local competitors.
Manufacturing and selling within in China is a
challenging situation for any foreign enterprise which
calls for high quality and competitive prices for the
products. We manufacture and sell semi-synthetic
penicillin like Amoxycillin and Cephalexin which are
well accepted by the market. The marketing strategies
and opertations are being directly handled by us without
any marketing arrangement with outsiders.

4. Issues relating to local banking credit/financing in
China.

Local banking credit / financing in China is a difficult
proposition and it is hard to get term loans against fixed assets
and working capital loans against current assets. We have
been successful in raising short terms loans (1 to 2 years)
from local banks denominated in local currency, RMB.

5. Future expansion plans in China and in the region.

We are in the process of completing the 2nd phase of our
penicillin/6 APA plant in a month or two. Future expansion
plans will be decided in the next year once we stabilize the
operations of the 2nd phase.

6. Advice to Indian companies who are targeting/focusing
on China for setting up operations.

The internal situation in China is becoming positive day
by day to foreign enterprises, particularly after China’s entry
into WTO. China is a low cost destination is a myth. Low
cost is feasible if only the scale is very large. Corporates
having large scale captive consumption or corporates having
ability to compete in local market to achieve scale can only
find China as an attractive destination. Any one focusing
on China for setting up operations should seriously evaluate
the ability to achieve large scale of operations in that
product or product segment, future (at least 3-5 years
forecast) market price trends and ability to compete with
the local large manufacturing enterprises. A detailed study
of different costs in China compared to India is a must as
the perception that “China is a low cost country” is not
correct in most of the things. The costs are low due to well
developed infrastructure facilities and very large scale of
operations. Local financing is generally not feasible and
quick change in product mix is not feasible due to various
licensing procedures. A very detailed planning is essential
for a smooth journey into the market.

SP-3-3
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Indian Biotechnology Industry: An Overview

Background

iotechnology in India started in 1978 with the
B establishment of Biocon Ltd., acommercial venture,

supplying enzymes. Absence of adequate venture
funding in the early days and risk-averse funding later on
made the service model a more preferred entry strategy for
many Indian biotechnology start-ups as risks tend to be
lower and cash flows are positive from an early stage.
However, after consolidating themselves some of them have
now moved to product based businesses. In 2003-04,
investment in the biotechnology sector amounted to
Rs 6.35 billion, up from Rs 5.04 billion in 2001-02, thus
registering a 26% rise. R&D investment for the year
2002-03 for the Indian biotechnology industry was about
Rs 1.27 billion, which formed 20% of the total investments.

Recent Performance

The Indian biotechnology industry, reflecting its prowess
in generics, clinical research and trials, bio processing, bio
informatics and stem cell research, has witnessed significant
growth in recent years. Total revenues of the industry
amounted to Rs 32.65 billion in 2003-04, registering a robust
rise of 39% over the previous year. Biopharmaceutical
products accounted for as much as 76% of the industry’s
revenues in 2003-04, with vaccines being the largest
contributor. Bio industrial products and bio services
accounted for 8% share, respectively, of total revenue in
2003-04. In 2004-05, the total revenue touched
US$ 1 billion of which 40% came through exports.

Total domestic sales of the biotechnology industry increased
to Rs 14.48 billion in 2003-04 thereby registering a 34%
year-on-year growth as compared to 2002-03. Exports
performed even better, with total exports of the
biotechnology industry amounting to Rs 18.17 billion in
2003-04, registering a 44% year-on-year growth as compared
to 2002-03. Exports accounted for 56% of the total revenues
in 2003-04. Biopharmaceutical products formed the largest
chunk of exports having a share of 76%, followed by bio

services with a share of 14%, and bio industrial products
(5%) in 2003-04.

Biocon Ltd. is the leading biotechnology company in India,
with total sales of Rs 5.02 billion in 2003-04, closely followed
by Serum Institute of India (sales of Rs 4.91 billion), and
Panacea Biotech (sales of Rs 1.49 billion).

An analysis of India’s standing in the global biotechnology
industry highlights a few noteworthy points. Based on the
number of biotechnology companies, both public and
private, India was at 8th position having approximately
160 biotechnology companies in 2003. In the Asia-Pacific
region, India was ranked second, right after Australia, and
followed by China and Taiwan. However, even though
the Indian biotechnology industry is gaining momentum
both in terms of domestic sales and exports, it is still small
as compared to the global biotechnology industry, but with
necessary measures it could become a leading player.

Opportunities & Challenges

India possesses many advantages in the form of highly
productive and qualified manpower, state-of-art research
labs, strong pharmaceutical sector and bio supplier sector,
rich biodiversity and diverse demography. India’s high
quality of knowledge base and low infrastructure cost make
it an ideal destination for clinical research and trials, bio
processing, bio informatics and stem cell research.

These advantages notwithstanding, issues pertaining to
regulation of the biotechnology industry, switching to WTO
compatible TRIPS, provision of sufficient venture capital
funding, further improvement in the skill set of trained
manpower etc. need to be addressed for the Indian
biotechnology industry to emerge as a global player. Further,
India needs to strengthen the link between research and
commercialisation, and between academia and industry,
which is globally a highly evolved model.

&
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Indian Economy: A Snapshot

Recent Growth Performance

eflecting strong fundamentals and policy direction,
the Indian economy has emerged as a vibrant

economy, with growth rate among the highest in
the global economy. During the year 2004-05, India
registered a robust real GDP growth rate of 6.9%, on top of
a healthy growth of 8.5% during the previous year. Robust
activity in the manufacturing sector and continued
buoyancy in the services sector boosted overall growth
during 2004-05.

The share of services sector has assumed importance; along
with sustained growth, the services sector’s share in the
economy’s GDP currently stands at 52.4%. The potential
of the Indian economy can be gauged from the fact that
the country’s GDP, on PPP basis, ranks 4™, behind that of
the US, China and Japan.

The industrial sector, which accounts for around 27% of
GDP, has witnessed a sustained growth in recent years. After
arise of 7.0% in 2003-04, the sector witnessed an increased
growth of 8.0% in 2004-05, boosted by buoyant activity in
the manufacturing sector. During 2004-05, the
manufacturing sector registered a sharp growth of 8.8%, up
from 7.4% during the previous year. Buoyancy in the
industry has also been boosted by the sustained robust
growth in the capital goods sector, which posted a growth
of 12.6% in 2004-05, after a robust rise of 13.6% during the
previous year.

In the wake of the changing global services landscape, the
Indian Information Technology (IT) and IT-enabled
services (ITES) industry has emerged as one of the most
dynamic sectors in the Indian economy, with a CAGR
(compound annual growth rate) of around 28% during the
period 1999-2000 to 2004-05. Total revenue of the IT-ITES
industry for the year 2004-05 is estimated at
US$ 28.2 billion, as compared with that of US$ 21.5 billion
during the previous year, with the IT services and software
segment dominating the industry. The industry is highly
export-oriented, with exports accounting for around 60%
of the total revenue.

External Sector Developments
On the external front, in line with the pick up in global

trade, India’s exports have also witnessed high growth in
recent years. During 2004 - 05, India’s exports registered a
significant rise of 24.1% to reach US$ 79.3 billion, after a
growth of 21.1% during the previous year. The buoyant
growth in exports, with the Indian Rupee having witnessed
appreciation in recent period, indicates the increasing
competitiveness of Indian exports in global markets, as also
diversification in export markets.

India’s services exports have also been robust. During
2004 - 05, India’s services exports amounted to
US$ 51.3 billion, more than doubling from US$ 24.9 billion
during the previous year. Rise in services exports in recent
years has been underpinned by the rapid growth in software
exports, which reached an estimated US$ 17.2 billion during
2004-05, up from US$ 12.8 billion during the previous year,
reflecting a sharp rise of 31%. Rapid accretion of reserves
has also underpinned the fundamentals on the external
sector. India’s reserves stood at US$ 140.9 billion by end -
March 2005 (equivalent to almost 16 months of import
Ccover).

Potential and Prospects

The Indian economy is now well recognized as an attractive
destination for investment and a large and growing market
for business. The fundamentals of the Indian economy have
become strong and stable, and there has been consistent
and high growth in recent years. India is emerging as a global
player in information technology and is in the forefront of
the unfolding new area of knowledge economy, with its large
pool of scientific and creative human resources and R&D
facilities.

Recent findings of internationally reputed organizations
/ institutions such as AT Kearney, Pricewaterhouse
Coopers’ have attested to the inherent strengths of the
economy and corroborate the potential for India in the
ongoing globalization and investment scenario. At the
same time, as pointed out by UNCTAD, India is also
emerging as an important global investor. The increasing
competitiveness of Indian firms and their interest to
expand globally, particularly in IT related services and
pharmaceuticals, are the driving force behind India’s
outward FDI growth.
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An Overview of the Chinese Economy

China is at the forefront of the emerging markets
with superlative growth rates matched by increasing
trade orientation and huge forex reserves and
investments. The second biggest economy in terms of
Purchasing Power Parity (PPP), China has a population of
around 1.3 billion reflecting a per capita GDP of around
US$ 1200, almost twice that of India. Having grown at
over 8% during the last decade, China has emerged as a
regional super power influencing economic growth of the
region as well.

The industrial sector has been the backbone of the
Chinese economy with its share in GDP rising from
43.1% in 1985 to 52.3% in 2003. Industrial value added
has risen by over 16% during 2003-04, with the major
contribution coming from the heavy industrial sector.
Private firms and foreign-invested enterprises (FIES) have
played an important role in China’s industrial
advancement. FIEs, which account for 20% of industrial
production, have been instrumental in China’s export
performance making up over half of the country’s export
basket. The construction sector has also experienced
rapid development in recent years benefitting from
investment growth to the tune of 30% in the real-estate
sector.

The services sector has gained at the expense of the
declining share of agriculture, accounting for around
32% of China’s GDP at present. Prominent within
services is the financial services sector. The banking
sector is dominated by the “Big Four” state owned
banks, namely Industrial and Commercial Bank of
China (ICBC), Bank of China (BOC), China
Construction Bank (CCB) and Agricultural Bank of
China (ABC), which together account for around 60%
of total bank assets. The government has considered
significant recent initiatives like setting up asset
management companies, allowing banks to be listed
in stock markets, injecting US$ 45 billion of forex
reserves to CCB and BOC, all with a view to improve
the financial health of the banking sector. The scope
of business for foreign banks is also on the rise as China
is in a process of allowing foreign banks to venture
into local currency business. A recent significant
development in the financial sector has been the
interest rates hike after 9 years by the People’s Bank
of China (Central Bank) in October 2004 directed
towards curbing credit growth as a means to contain
overheating of the economy.

The External sector

With the onset of economic reforms in late ‘70s, China’s
international trade has undergone vast advancement, which
has particularly intensified in the ‘90s. Goods trade as a
percentage of GDP has risen from around 25% in 1990 to
an estimated 70% in 2004. This is due to consistent rise in
merchandise exports and imports, which have increased at
a CAGR (Compound Annual Growth Rate) of 19% and
20% respectively during 1990-2004. Particularly, in 2004
China’s exports are estimated to have risen by 35.4% to
US$ 593.3 billion while imports rose by 36.9% to reach
US$ 538.9 billion. All these have contributed considerably
in lifting China’s share in global merchandise exports from
1.8% in 1990 to an estimated 6.7% in 2004. Manufactured
exports account for over 90% of China’s exports and
primarily include machinery & transport equipment, textile
& clothing and chemicals & related products. With regards
to imports, electrical machinery, industrial products and
petroleum products constitute majority of the import basket.
China is also an emerging source of commercial services
accounting for 2.8% of global exports of the same in 2004
compared to India’s 1.5%.

China is also world’s second largest destination of foreign
direct investment only next to Belgium - Luxembourg. It
accounts for 10% of global FDI inflow and half of FDI
flowing to Asia-Pacific. Particularly, net FDI inflow stood
at an estimated US$ 58.6 billion in 2004, showing a 25%
rise over the previous year. With regards to portfolio
investment, with the government encouraging overseas
listings and instances of recent IPOs like that of CCB, net
inflows are expected to go up to US$ 15 billion in 2005
from an estimated US$ 12 billion in 2004. Only second to
Japan, China has also accumulated forex reserves to the
tune of US$ 659.1 billion by the end of March 2005,
implying an accretion of over US$ 250 billion since
December 2003.

China had successfully maintained a dollar peg of its
currency since 1997 at RMB 8.28: US$ 1 until recently.
However, as international pressures intensified towards
a revaluation of the Chinese currency, China has
announced a reform in its exchange rate regime on July
21, 2005. The exchange rate is now moved to a managed
floating exchange rate regime based on market supply
and demand with reference to a basket of currencies. With
the removal of the currency peg to the US dollar, it is
envisaged that the exchange rate regime will become
more flexible based on market conditions. The Central
Bank has indicated that the new regime will promote
balance of payments equilibrium, and safeguard
macroeconomic and financial stability.
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Potential Sectors for Indian
Investment in China

ith liberalisation of policies matched by
W globalisation efforts of the Indian corporates,

India’s outward FDI has exceeded
US$ 10 billion during 1996-2004. Investments to China
amounted to a modest US$ 103.4 million in the period.
Opportunities exist in further enhancing Indian investment
into China and in this regard, the following potential sectors

may be mentioned.

The Chinese pharmaceutical market was estimated to be
around US$ 16 billion compared to that of US$ 5.5 billion
for India in 2003 and both the markets are poised for
significant growth in the future. Both the markets are
characterised by strong chemistry skills and low
manufacturing costs. Given the large number of patent
expiries in regulated markets and the urge towards cutting
down on healthcare expenditures globally, there is a
significant potential for collaboration in generic products.
Joint ventures in clinical research also hold bright prospect.
Investment in R&D and in traditional Chinese medicine
may be also explored.

Rapid economic development and growing consumer
purchasing power have resulted in increasing demand for
Information Technology in the Chinese economy. With a
view to cater to this demand, significant investments in
the IT sector is critical. Given the global stature of the
Indian IT sector, India is well placed to explore the Chinese
IT market. Investment opportunities exist in application
software and system software markets such as high-end
operating system, high-end server system, database
management system and system networking management.
Opportunities also exist in manufacture and trading of
computer and computer peripherals aswell asin IT enabled
services. Particularly, Indian IT companies may consider
investing in low cost hardware development in China with
buy-back arrangements.

China has adopted a strategy of upgrading its automotive
industry at par with global standards with a focus on
improving technology, quality and design capability. In this
regard the “Directory of Industries for Foreign Investment”
released in April 2002 has identified the areas for foreign
investment in the sector. Investment opportunities in the
auto parts industry is therefore, worth exploring as by 2006
tariffs on imported automotive parts are expected to fall to
10% and a conducive policy environment is in place which
encourages automotive component development and
manufacturing.

Potential Sectors for Chinese
Investment in India

iven the increasing attractiveness of Indiaas a FDI
G destination, coupled with the recent resurgence

in bilateral trade, several sectors in India may be
identified for potential Chinese investment.

China accounts for 26% of world crude steel production and
27% of global crude steel consumption. It is also the major
steel-importing nation in the world. Surge in construction
activities in China have resulted in significant demand for
steel in recent times. Taking advantage of the rich iron ore
deposits in India, Chinese investment into the Indian steel
sector could therefore, create greater opportunities for export
of steel products from India to China to cater to their growing
needs. Investment towards tapping India’s growing steel
demand also appears prospective given that in 2004 India
ranked fifth in Asia with an apparent finished steel usage of
32.3 million metric tonnes.

Another prospective area for Chinese investment is in the
aluminium sector. India’s aluminium production stood at
816 thousand tonnes in 2003-04 and at 653 thousand tonnes
during April-December 2004-05. In the same period, India’s
exports of aluminium and its products amounted to
125 thousand tonnes. Investment in the aluminium sector
could target production and exports of aluminium sheets and
foils and also for enhancing the aluminium supply required for
casting and forging purposes. Investment in the aluminium
sector could be also utilised towards meeting the increasing
Chinese demand for alumina, the most important raw material
for electrolytic alumina production. It is estimated that China
imports 45% of its alumina consumption at present.

A third prospective sector for Chinese investment in India
could be oil & gas exploration. India is the fifth largest
consumer of primary energy in the world and the
requirement of additional refining capacity is put at
40 MMT per annum by the year 2010 to meet the domestic
demand for petroleum products. With a view to accelerate
and expand the exploration of oil and natural gas in the
country, the Government has come out with a New
Exploration Licensing Policy (NELP), which calls for greater
participation of foreign investment in the sector. The
Government has also announced Coal Bed Methane Policy
to explore and produce new sources of natural gas from coal
bearing areas.

Potential also exists for investment in India’s castor oil
derivatives production. India accounts for over 60% of world
castor production and is a major exporter of castor oil. Castor
oil derivatives like sebacic acid, hydroxy fatty acids find
wide usage as lubricants. Other derivatives are used in
cosmetics, paper, paints, plastics and perfumeries. China
sources significant quantities of castor oil from India for
domestic consumption as well as for exports. Chinese
investments into castor oil derivatives in India could
therefore, facilitate both the above purposes.
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Post — MFA Scenario: Opportunities for China and India

international trade in textiles and clothing since

1974. The MFA restricted trade in textiles and
clothing through a system of quotas. The MFA enabled
developed nations to restrict imports from developing
countries through a system of quotas. The Agreement on
Textiles and Clothing (ATC) mandated progressive phase
out of import quotas established under MFA, and the
integration of textiles and clothing trade into the
multilateral trade system before January 2005.

The Multi-Fibre Arrangement (MFA) had governed

World trade in textiles & clothing amounted to
US$ 385 billion in 2003, of which textiles accounted for
43%. Developed countries accounted little over one-third
of world exports in textiles and clothing. The bulk of exports
originate from Asia, which accounted for 45% of exports of
textiles and clothing in 2003. China (15.9% of total), Korea
(6%), Chinese Taipei (5.5%), India (3.8%) and Pakistan
(3.4%) were the major exporting nations of textiles in 2003.
In case of clothing, exports originate primarily from China
(23% of total), Turkey (4.4%), Mexico (3.2%) and India
(2.9%). As far as imports are concerned, EU and USA are
the major markets together accounting for over 60% of
global imports in 2003.

It may be observed that due the MFA, the share of MFA or
restrained countries in US imports of textile and clothing
declined from 87% in 1990 to 69% in 2003. In case of EU,
though exports from restrained countries have increased
between 1994 and 2003, however, the pace of exports from
preferred countries were higher compared to the MFA
countries. Considering that developing countries are major
exporters of textile and clothing, the post quota regime,
thus, would provide opportunities and challenges for
developing countries’ textile and clothing industry. Within
developing countries, China and India are being cited as
the most promising gainers.

It is estimated that in the short-term (1-2 years), there is
an opportunity for the developing countries (like India and
China) to increase their shares in USA and EU imports of
clothing items by 24% and 23% respectively. Moreover,
over a longer period, say by 2014, developing countries
market shares in USA and EU could further go up by 27%
and 51% respectively. In case of textile items, though short-
term increases in market shares would be modest, substantial
gains in the longer-run is projected. However, long-term
gains would rest on issues like cost, quality, supply chain
management, economies of scale, technology adaptation,
innovation and design capabilities.

Itis projected that by 2014, China and India together would
take a share of about 49% in USA textile and clothing

imports from a share of around 22% in 2003. China would
be the major gainer with a more than five-fold rise in exports
of clothing from US$ 12 billion in 2003 to US$ 67 billion
in 2014 (refer to Chart). For India, though percentage
increase in exports of clothing to US would match that of
China, in absolute terms it would stand at US$ 13 billion
in 2014. With regards to textiles, the combined exports of
China and India are expected to rise to US$ 18 billion in
2014 from US$ 5.1 billion in 2003. It is also expected that
the combined share of China and India in EU’s imports of
textile and clothing would increase to 32% in 2014 from
13% in 2003. Similar to the nature of projections in case of
US, even in EU the major opportunities would unfold in
clothing exports from India and China, which is expected
to go up to US$ 76 billion in 2014 from around
US$ 15 billion in 2003.

Chart: Export Comparisons in US and EU Markets
of Textiles & Clothing for China and India

Markets Textiles Clothing Total
2003 2014 2003 2014 2014
China| India | China| India | China| India| China| India | China| India

USA | 36| 15 |130| 50 | 120 | 23| 67 | 13 | 80 | 18
(20) | (84) | (32) |(135)](165)] 32)] (42) | (&) | (40) | ()
EU 28 (19| 12| 8 [123] 3| 60|16 | 2|
(53) | 32| (12) | (¢ [(122)] 30)] (0) | ©®) | (4) | )

Source: Exim Bank estimates (figures in parenthesis are percentage
share in total imports)

China and India have been identified as the biggest gainers
in the post-quota regime not only because they have an
indigenous raw material base but also due to their large
integrated set-ups. Both China and India have resource
based advantages in terms of cotton, wool, silk, manmade
fibres. In addition, they have a large presence in all segments
of the textile industry, right from spinning and weaving to
garment manufacturing. Availability of competitive labour
force also works in favour of China and India. It is estimated
that hourly wage cost in textile industry in India and China
are less than a dollar compared to EU and US where the
rates vary between 8 to 22 dollars.

With a view to realise the potential, certain critical factors
need to be addressed in case of the India’s textile and clothing
industry. There is a requirement for integrated production
facility and improvement in supply chain management, which
is highly fragmented at present. India also needs to develop
the level of technology in the weaving sector and work
towards reduction in input costs like power tariff.
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The news items and information published herein have been collected from various sources, which are consid-
ered to be reliable. While every care has been taken for authenticity of the material published, Exim Bank
accepts no responsibility for authenticity or accuracy of such items.
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Export - Import Bank of India, Centre One Building, Floor 21, World Trade Centre Complex, Cuffe Parade, Mumbai - 400 005.
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