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FOREWORD
World trade and investment flows since the turn of the new
millennium are showing interesting dynamics. On one hand, the
shocks in the aftermath of US recession in 2011 were followed by
growing emergence of developing countries in global trade
architecture, especially their deepening integration in the value
chains. On the other hand, in the multilateral front, the period
following the Doha Ministerial (2001) witnessed intensified
negotiations between developed and developing countries at the
World Trade Organization (WTO) forums. The resulting trade
reforms contributed further in augmenting the global tradeinvestment waves. Interestingly though, a number of regional
trade agreements (RTAs) and International Investment Agreements
(IIAs) also came into existence over the last decade, which
underlines the persisting significance of the preferential trading
arrangements in the age of the multilateral negotiations.
Being a consistent catalyst for new ideas and concepts, IIFT
undertook an academic initiative in 2008 to organize Research
Conference with an aim to provide a platform for academic debate
and discourse on contemporary Empirical Issues in International
Trade and Finance (EIITF). Over the years, the themes of EIITF
has been chosen in sync with the rapid progress of globalization
and trade openness and increased interest of researchers in the
associated fields. The main aim of the Conference is to bring the
scholars working in the related fields together, so that they can
exchange knowledge and insight, thereby gaining from each other’s
experience.
Since inception, three EIITF conferences have been held so
far. The First Conference was held in IIFT Kolkata in December
2008. The Second Conference was held in IIFT Delhi in December
2010 and the third conference was conducted by IIFT Kolkata
Campus during January 2013. All the conferences received
overwhelming responses from the academia and the policy research
community in India and abroad. In the past, paper presenters
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from Universities and Research Institutes in several countries
including Algeria, Austria, Belgium, Brazil, Denmark, Ghana, Hong
Kong SAR, India, Iran, Mexico, New Zealand, Nigeria, Switzerland,
South Africa, Tunisia, the US and the UK have attended the EIITF
conferences.
Keeping in mind the contemporary economic and finance
related research questions; the EIITF 2014 Conference covers the
following areas as sub-themes: Empirical Applications in Trade
Theories, Trade in Services, Trade and Industrialization, Trade
Facilitation, Trade and Environment, Trade and Development,
Global Financial Crisis & Emerging Market Economies and Recent
Dynamics in Money, Interest and Exchange Rates. I am happy to
note that the Fourth EIITF Conference has also received a similar
positive response from the academia and a total of 96 papers out
of 170 papers received, have been selected for presentation at
the conference.
In addition to the technical papers, the Conference benifit
considerably from the presence of distinguished invited speakers,
namely: Prof. Alan Deardorff, University of Michigan, Ann Arbour,
Prof. Graciela Chichilnisky, Columbia University, Prof. Jim Rollo,
University of Sussex, Prof. Shujiro Urata, Waseda University,
Japan and Dr. Hildegunn Kyvik Nordås, OECD.

DR. SURAJIT MITRA
New Delhi
December 2014

Indian Institute of Foreign Trade, New Delhi

Director, IIFT
Conference Chief Patron
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SECTION A

EXCHANGE RATE AND CAPITAL FLOWS

Modeling and Forecasting Unbiased Extreme
Value Volatility Estimator with An Implication
Towards Risk Management
Dilip Kumar
Research Scholar
Institute for Financial Management and Research
Chennai, India.
Email: dilip.kumar@ifmr.ac.in, dksic212@gmail.com.

In this paper, we provide a framework to model and forecast daily
volatility based on the additive bias corrected extreme value volatility
estimator (The Add RS estimator). The theoretical framework of the
additive bias corrected extreme value volatility estimator is based on
the closed form solution for the joint probability of the running
maximum and the terminal value of the random walk. Using open,
high, low and close prices of S&P 500, CAC 40, IBOVESPA and S&P CNX
Nifty, we find that the logarithm of the Add RS estimator is
approximately Gaussian and that a simple linear Gaussian long memory
model can be applied to forecast the logarithm of the Add RS estimator.
The forecast evaluation analysis indicates that the conditional Add
RS estimator provides better forecasts of realized volatility than
alternative range-based and return-based models.
Keywords: Volatility modeling; Volatility forecasting; Forecast
evaluation; Bias corrected extreme value estimator.
JEL Classifications: C32; C52; C53; G10.
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Effects of Foreign Direct Investment and Human
Capital Formation on Labour Markets on India
Gunja Baranwal
Research Fellow, Centre for Studies in Social Sciences
Kolkata, India
E-mail: baranwalgunja@gmail.com
Foreign Direct Investment (FDI) and human capital formation’s interaction
has strong implications for labour demand and supply factors in developing
economies. Multinational Enterprises invest in their employees through
provision of training, direct technological diffusion through up-gradation,
innovation and imitation. They also tend to affect the scale and
composition of labour demand in economy. Indian economy has featured
rising wage inequality and demographic dividend simultaneously since
the last decade. Using panel data for 5432 firms and period 2000-2013,
we attempt to assess the same for Indian manufacturing firms. We apply
supply and demand framework of Katz and Murphy 1992, Te Velde 2002,
to empirically test these effects on relative wage inequality of skilled to
unskilled labour force. We observe the positively associated relative wages
and employment suggesting the possible shifts in demand side factors.
The elasticity of substitution between skilled and unskilled is also traced
to be within admissible range. FDI is found out to stirring up wage
inequality. While controlling for industry fixed effects, we find FDI
concentrated industries (construction, telecom, automobile and
chemical) account for increasing wage inequality in manufacturing
industries compared to others. The results also suggest skill-biased
technological change occurring in this period leading to increase in wage
inequality. Furthermore, we find that interaction between FDI and human
capital raises wage inequality, though human capital itself is negatively
associated with wage inequality. Thus the interaction is actually polarising
the wages between different skill groups in India. The resulting idea is
that patchy spread of investment and human capital will only result in
uneven development.
Keywords: Foreign direct investment, Human capital, Labour demand,
Labour supply, Wages.
JEL Classification: F24, J31, J24, J31.
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Crowding-in and Crowding-out Impact of
FDI on Domestic Investment:
A Comparative Analysis of BRICS Nations
Aditi Sawant
Assistant Professor,
Department of Economics
St. Xavier’s College
Mumbai, India
E-mail: aditi.sawant@xaviers.edu
The parameters of international trade have changed since last couple
of decades. Capital flows at international level have been shifting
from developed countries to developing countries. Brazil, Russia,
India, China and South Africa (BRICS), have emerged as main attraction
to international investors due to their relatively higher growth
rates.
However, 2008-09 global financial crisis worked as a major setback to
these booming economies. American economist Nouriel Roubini (2014)
states that the BRICS economies are in the midst of a midlife crisis as
a combination of factors including the failure to implement secondgeneration structural reforms and their move towards a growth-regime
based on state capitalism.
In this paper, an attempt has been made to analyse the impact of
FDI on the domestic investment and growth pattern of the
economies of BRICS since 1991-2012. The year 1991 has been
selected just to maintain uniformity and simplicity in the analysis,
as the process of liberalization in BRICS nations started more or
less during 1990s.
The core area of this paper is to analyse the crowding-in and
crowding-out impact of FDI on the domestic investment of BRICS
and to analyse the sector-wise FDI inflows into these countries.
Crowding-out of domestic investment indicates displacement of
domestic enterprises or resources including human resources due
to the presence of FDI.
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The data has been procured from the World Bank data and investors’
map site. For empirical analysis, the methods used are Unit root
test and Multiple Regression analysis and Panel unit root test in EViews.
China, Brazil and South Africa revealed crowding-out impact while
India and Russian Federation revealed crowding-in impact for the
period 2000-12. These results are analysed by considering the sectorwise FDI inflow pattern in these countries.
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Trade Openness, Exchange Rates, and Job Dynamics: A
Study of Gender Differences in Indian Manufacturing
Purna Banerjee1 and C. Veeramani2
Ph.D. Scholar, Indira Gandhi Institute of
Development Research (IGIDR), Mumbai, India
Email: purna@igidr.ac.in
1

Associate Professor
Indira Gandhi Institute of Development Research (IGIDR)
Mumbai, India
Email: veeramani@igidr.ac.in
2

This paper investigates the gender differentiated impacts of
international competitiveness on job market dynamics for Indian
manufacturing workers. Job dynamics of male and female workers in
India’s organized manufacturing sector are calculated using plant level
panel data from 1998-99 to 2007-08. We find no significant gender
differences in net job creation rates. But women face significantly
higher job reallocation rates, or labour force turnover, in the process
of attaining the same net level of jobs as men. An important source
of internationally generated labour market adjustment costs is
movements in real exchange rates. The relationship between currency
exposure and these measures of job dynamics is investigated using
Blundell-Bond dynamic panel estimation techniques. We find that
improving international competitiveness leads to lesser job destruction
for women compared to men. And an improvement in international
competitiveness reduces women’s job reallocation rates relative to
men. In addition, we find that in industries where women’s
employment share is relatively higher, i.e. the unskilled labour intensive
industries, increased international exposure causes lesser job
reallocation for women than men. Thus, encouraging international
competitiveness in sectors of India’s true comparative advantage
would benefit women through increased employment opportunities
as well as reduced uncertainty.
Keywords: Gross job flows, real exchange rate, competitiveness,
gender.
JEL Classifications: F16, F41, J16.
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What Drives Exchange Rates? Reassessing
Currency Return Predictability
Sara Ferreira Filipe1 and Paulo Maio2
Postdoc
University of Luxembourg
Luxembourg School of Finance
E-mail: sara.ferreira@uni.lu
1

Professor
Hanken School of Economics
Department of Finance and Statistics
E-mail: paulof-maio@gmail.com
2

We compute a variance decomposition for the log exchange rate based
on a present-value relation. At long horizons, return predictability
drives the variation in the exchange rate while predictability of future
interest rate differentials plays a secondary role. At shorter horizons,
the dominant source is predictability of the future spot rate. There
is more return predictability and less interest spread and exchange
rate predictability in the case of real exchange rates compared to
nominal exchange rates. An alternative decomposition based on a firstorder VAR tends to overstate the importance of predictability of future
interest spreads and exchange rates.
Keywords: exchange rates, currency return predictability, interest
rate differentials, variance decomposition, present-value relation,
carry trade, uncovered interest rate parity.
JEL Classifications: F31, G12, G15, G17.
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Capital Flows, Asset Prices and Output in
Emerging Market Economies:
A Theoretical Analysis
Sayan Baksi1 and Ranjanendra Narayan Nag2
Assistant Manager
Deloitte Touché Tohmatsu India Private Limited
Kolkata, India
Email: baksisayan@gmail.com
1

Associate Professor
Department of Economics
St. Xavier’s College
Kolkata, India.
Email: rnnag12@gmail.com
2

In this paper, we construct a simple open-economy macro model to
examine how capital flows, monetary policy and dividend policies of
firms influence asset prices, economic activity and inflation. In this
model, we consider a 3-asset framework based on domestic money,
domestic equity and foreign bonds under flexible exchange rate. The
model is based on the assumptions of imperfect asset substitutability
and absence of sterilization. The model also incorporates an aggregate
supply function in the presence of wage indexation. The model can
apply to a large class of emerging market economies which have
embarked on a programme of liberalization of the financial sector in
general and stock market in particular.
Keywords: capital flow, exchange rates, stock market, Tobin’s q,
monetary policy.
JEL Classification: F31, F32, G12, E5.
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Indian Outward FDI: Relevance of the
Investment Development Path Approach
Munmi Saikia1 and Saundarjya Borbora2
1

Research Scholar, HSS, IIT Guwahati
Email: munmi@iitg.ernet.in
Professor, HSS, IIT Guwahati
Email: sborbora@iitg.ernet.in
2

The paper tries to extend the conceptual framework based on the
Investment Development Path (IDP) approach exploring the dynamics
of outward FDI of a country. Although, the IDP approach elaborates
the dynamics of international production relating ‘the Investment
Development Path’ of a country to the stages of economic
development of the country-of-origin, the conceptuali-zation of
economic development is a very complex and controversial issue itself
as it is the outcome of interaction of a number of factors. So, the
paper includes money supply and inflation to the set of explanatory
variables to represent the financial health of the country along with
GDP which has been taken as the proxy of economic development to
restate the IDP framework in Indian perspective. Outward FDI is taken
as dependent variable and the time period 1980-2012 is chosen for
the study. Since the variables are time variant, so, Co-integration
test and Vector Error Correction model have been adopted to explore
the long-run dynamics and short-run causality among the variables.
Both the IRF function and forecast error variance decomposition
function which are an integral part of time series analysis and are of
importance in highlighting the dynamic relationship among variables,
have also been derived to forecast the time path of the dependent
variable in response to the innovations in the explanatory variables.
The findings of the study reveal that economic development has been
supplemented by financial development of India in the long run in
explaining outward FDI from the country, though in the short run, no
causality has been witnessed among the variables.
Keywords: IDP approach, outward FDI, financial development,
economic development.
JEL Classification: E31, E44, F2, O11.
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Trend, Determinates and Challenges of Foreign
Direct Investment in Emerging Markets
Pravin Jadhav,1 Vijaya Katti2 and
Rahul Nath Chaudhary3
Assistant Professor
University of Petroleum and Energy Studies
Email: pjadhav@ddn.upes.ac.in, pravinqed@gmail.com
1

Chairperson, Indian Institute of Foreign Trade
Email:vijayakatti@iift.ac.in, vckatti@yahoo.com
2

Research Associate,
Institute of Studies in Industrial Development
Email: rahulnathc@gmil.com
3

This paper explores the Macro and Sector level determinates of foreign
direct investment (FDI) and major challenges of FDI inflows in 24
Emerging Markets. This study used panel data for a period of ten
years (2002-2012) in order to examine the significant trends,
determinants and challenges of FDI in emerging markets from a holistic
approach. Analysis has been done using multiple regressions using
fixed effect and random effect model. This study takes into account
Economic Variables like market size, trade openness, exchange rate,
macroeconomic stability (inflation rate), and institutional and political
factor like governance as potential determinants of sectoral FDI in
emerging markets. These factors are based on their relative importance
from previous empirical literature. Overall trends of FDI inflows into
emerging markets indicate that FDI inflow into emerging markets is
increasing with wide inter-sectoral variation in FDI inflow that has
made the distribution highly skewed towards manufacturing and
service sector. It has been observed that at country level market size,
labor cost, infrastructure, governance, trade cost, corruption have
significant impact on determinants of total FDI inflow in emerging
markets.
Keywords: FDI, Panel Data, Emerging Markets, Institutional
Development.
JEL Classifications: F21, F23.
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Capital Mobility, Current Account Dynamics, and
Saving-Investment Relationship in the Newly
Industrialized Countries
Smruti Ranjan Behera
Assistant Professor
Department of Humanities and Social Sciences
Indian Institute of Technology Ropar,
Punjab, India.
Email: smrutibehera2003@gmail.com
This paper examines the S-I relationship, current account dynamics,
and the extent of capital mobility in the ten newly industrialized
countries (NICs) during the period 1980-2012. The estimation results
suggest that saving and investment are cointegrated under distinct
phase of economic crisis and reforms period of the NICs. We apply the
generalized least square (GLS) technique to a set of panel errorcorrection model to estimate the short- and long-run relationship
between saving and investment. The empirical results reveal that
industrialized countries exhibit flexible current account experiencing
high mobility in capital. Furthermore, we find that more openness to
trade liberalization indicates higher extent of capital mobility.
Keywords: Saving; investment; Error-correction model; Capital
Mobility; Feldstein-Horioka.
JEL Classification: F32; F34; N10; F21; N20.

Indian Institute of Foreign Trade, New Delhi

1212
12

Financial Deepening, Trade Openness, Capital
Inflow and Growth in India – An Evidence from
Co-Integration
Mahendra Pal
UGC-Emeritus Fellow, Department of Commerce
Delhi School of Economics
&
Visiting Faculty, Department of African Studies
University of Delhi
Email: mahendra_dsc@yahoo.com
The paper attempts to test empirically the hypothesis of Finance–led
growth in India. For this it traces the long-run relationship among the
five macro variables such as growth rate of GDP, X+M/GDP, M3/GDP
ratio, Foreign Capital/GDP ratio and Private Corporate Saving/GDP
ratio for a period of 39 years (i.e. 1971-2010) with the help of recently
developed time-series techniques (i.e. Unit roots, Johansen’s Cointegration test). Unit roots were checked in the data with the help
of ADF test and Phillips Perron Process. Five variables of interest, i.e.
GDP growth rate, Trade openness, M3/GDP and foreign capital inflow
and Pvt. Corporate Saving are integrated at first difference level and
significant at 5% level. In experiment-1, co-integration results obtained
with the help of co–integration technique confirm two co-integrating
vector which tell us about long-term equilibrium in the data. We also
examine the two multivariate models which include Foreign Capital,
Openness, Corporate Saving. All the variables show very strong longrun relationship. Our Trace Test shows two co-integration equations
and also Max-Eigen value shows two co-integrating equations at 5%
level of significance. Granger Causality tests are showing the expected
results. Our results support the view that finance, foreign capital,
openness, corporate saving area leading sector in the process of
Economic Development of India.
Keywords: Financial Development, Economic Growth, Causality, CoIntegration, VECM.
JEL Classification: G21, E44, C22.

Proceedings of Fourth EIITF Conference

13

Transmission Mechanism of Exchange Rate
Pass-Through in India
Rucha R. Ranadive1 and L.G. Burange2
Research Scholar
Department of Economics (Autonomous)
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2

The degree of transmission of the exchange rate fluctuations to
domestic prices manoeuvres the monetary policy actions in order
to contain the inflationary pressure on the economy. The study
intends to analyse the exchange rate pass-through to import and
domestic prices in India after the Global Financial Crisis applying
unrestricted VAR model and innovation accounting tools such as
impulse response functions and variance decomposition. The
empirical study has been undertaken from April 2009 to May 2013
considering eight variable VAR consisting of oil prices, output gap,
the exchange rate, interest rate, money supply, import prices,
wholesale prices and consumer prices in India. Incomplete passthrough to import and domestic prices has been encountered and
the transmission of pass-through declines along the distribution
chain of pricing. The magnitude of pass-through is high for import
prices and moderate to wholesale and consumer prices. The
variance decomposition results reveal that industrial output,
interest rate and money supply impact domestic prices to a greater
extent in India.
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An Application of Autoregressive Integrated
Moving Average and Artificial Neural Network
Techniques to Forecast Exchange Rates
Sanjeev Gupta,1 Sachin Kashyap2 and Preeti Saluja3
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Research Scholar
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2

Asst. Professor
Department of Management
Central University of Rajasthan
Email: preeti2013@curaj.ac.in
3

Exchange rate risk can be managed on the basis of forecasts and
charting. If we study the nature of the foreign exchange market,
literature suggests that past and present information can be used
to generate reliable forecasts of exchange rate. Present study has
attempted to compare the forecasting capability of Autoregressive
Integrated Moving Average (ARIMA) and Artifical Neural Network
(ANN) modelling in case of foreign exchange market in India. In
case of ARIMA modeling, stationarity in the data was checked by
applying different variants of Augmented Dicky Fuller test and
stationarity was achieved after first differencing of the data.
Keeping into consideration the principle of parsimony, different
combination of AR and MA terms upto order two was used at the
identification stage and after estimation final model was selected
on the basis of Root Mean Squared Error (RMSE) and Mean Absolute
Error (MAE). In case of ANN, different combination of input nodes
were considered alongwith hidden nodes of the network using back
propagation learning with the steepest gradient descent technique
and hyperbolic tanh function was applied for both hidden and
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output layers. RMSE and MAE were used to find out the best model
and out of the best models (from ARIMA and ANN) final model was
selected on the basis of these two loss functions. Because of lowest
error it was found that ANN outperformed than the ARIMA and was
finally selected for generating the out of sample forecasts of
exchange of Indian rupee in terms of Yen, USD, EURO and GBP for
the lead time of ten months (April, 2014 to March 2015). These
forecasts will be the benchmark for the policy maker’s, corporates
and researchers in the coming months and the suggested models
can be replicated to forecast exchange rate in the near perspective.
Keywords: Exchange Rate, Forecasts, Artifical Neural Network,
ARIMA, Mean Squared Error, Root Mean Squared Error, Activation
function.
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Exchange Rate Pass-Through to Domestic Prices:
The Indian Experience
Ganapati Mendali1 and Sanjukta Das2
Ph.D. Research Scholar,
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Sambalpur University,
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Reader in Economics,
P.G. Deptt. of Economics,
Sambalpur University,
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e-mail: sanjukta.das67@yahoo.com
2

The paper examines the exchange rate pass-through to wholesale
prices (WPI) in India by utilizing the monthly data from 1992:4 to
2013:11. Using Vector Auto Regression (VAR) framework, the study
computes the exchange rate pass-through and found that a ten per
cent appreciation of NEER tend to decrease WPI by 0.02456 per cent
after 12 months. The study indicates that targeting NEER may not
adequately address the concerns for inflation in India.
Keywords: Exchange rate, Exchange rate pass-through, WPI, VAR,
India.
JEL Classification: E31, E37, F31.
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Outward FDI vs. Exports: The Case of Indian
Manufacturing Firms
Abhishikta Roy Chowdhury1 and Bibek Ray Chaudhuri2
Deputy Director
Confederation of Indian Industry (CII) and
Ph.D Scholar
Department of Business Management
University of Calcutta
E-mail: abhishikta.chowdhury@cii.in
1

Assistant Professor
Indian Institute of Foreign Trade
Kolkata, India
2

Email: brchaudhuri@iift.ac.in
Internationalization experience of Indian Manufacturing firms gained
momentum during the last decade or so. It may be interesting to look
into the determinants of the entry mode choices made by these firms
given the availability of relevant data. Exploiting the firm-level Outward
Foreign Direct Investment data published by RBI, this study tries to
explain the entry mode choices made by Indian Manufacturing firms
during 2008-09 to 2012-13. This data has been matched with that of
CMIE PROWESS database to test the various hypotheses. Results show
that size, productivity lag and past international experience are significant determinants of entry mode choice by Indian Manufacturing firms.
Keywords: FDI, Exports, Entry Choice.
JEL Classification: F14, F23.
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Exchange Rate Pass-Through and the Role of
Market Shares
Michael Malenbaum
Professor
Graduate Center and Hunter College
City University of New York
Email: mmalenbaum@gc.cuny.edu
This paper examines the effects of changing market shares on exchange
rate pass-through to US import prices. Based on a static model of
imperfect competition, I predict that a country with a larger share of a
hosts import market will have lower pass-through than its competitors.
Using highly disaggregated data on US imports, I implement rolling
regressions to calculate unique quarterly values of pass-through for specific
goods from each exporting country. These values are compared across
market shares, indicating a general trend of decreasing pass-through for
larger shares. Most specifically, as predicted by the model, the country
holding the largest share of the market has significantly lower pass-through
than its competitors. The negative relationship between pass-through
and market share holds across most categories of goods, most notably
the larger categories of imports. Lastly, I show the market share effect is
stronger following larger fluctuations in the exchange rate, particularly
after large dollar appreciations.
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Competitive Pattern of Outward Foreign Direct
Investment in India
Manoj Kumar Sinha
Assistant Professor, Commerce Department
PGDAV College, University of Delhi
New Delhi, India
E-mail: mksinhadu@gmail.com
Globalization can be summarized as opening-up of markets, leading
to transfer of capital, technology and people. However, another
important dimension of globalization is multilateralism. It would be
obvious that the former cannot be effective without later. The
international economic reforms encourage multilateralism leads
allocative efficiency. Multilateralism implies importing capital from a
variety of sources as may be most efficient.
India’s FDI policy is in alignment with global FDI. In 1991, India had been
receiving FDI from 86 investing countries, which reached to 137 investing
countries in 2013. This indicates global attractiveness and preferred
investment destination. The paper examines FDI investing pattern of
source countries in India. The period of study is 1991- 2013. The paper
applies a set of new indices like Index of Rank Dominance (IRD) and
Bodenhorn’s measure of Mobility and Turnover. The most dominant
country is USA. The RIRD (Relative Index of Rank Dominance) are top
heavy. The first five countries are investing more than 60 per cent FDI in
India. Asian Tiger countries invested around 11 per cent and BRICS
countries have insignificant FDI investment in India. The competitive
pattern of FDI investment has declined among three different grouping
countries. The global FDI investment in India has been declined 8 per
cent per annum in spite of favoured investment destination.
Keywords: Globalization, Foreign Direct Investment, Dominance,
Competition, Mobility and Turnover.
JEL Classifications: F21; F23.
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Effects of Capital Inflows: Evidence from the
Manufacturing Sector of India
A Firm-level Study
Vaishnavi
Research Scholar
IGIDR, Mumbai
E-mail: vaishnavi@igidr.ac.in
The movement of capital flows between different countries, especially
developed and developing countries, and its consequent impact is a
recurrent theme of debate in literature. In the past few decades,
India has emerged as one of the preferred destinations of foreign
investors. Manufacturing sector of India receives substantial portions
of overall foreign inflows to the nation. This paper takes up a firm
level study to evaluate the impact of these capital inflows on the
manufacturing sector of India. It is found that capital inflows indeed
augment the investment opportunities of the firms, however, there
is no significant impact on any of the other performance indicators.
Also, the large firms in the sample seem to be benefitting from the
inflows of foreign capital, the effect on small firms is negligible. This
implies that firms who are already large (with large amount of sales)
benefit from the inflows but the smaller firms do not gain with this
capital movement. In terms of the impact of different financing sources
on the firms’ performance, domestic finance emerges as a greater
(positive) influence on the performance indicators as compared to
foreign finance. The overall empirical evidences seem to support the
view regarding capital inflows that they augment the investment
opportunities of firms in developing countries (like India). However,
there is no clear picture of the growth of firms related to them.
Keywords: capital inflows, domestic (internal) finance, foreign equity,
foreign debt.
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Foreign Exchange Derivatives and International
Trade in China
Wen Si
Ph.D. candidate in Economics
Institute of World Economy
Shanghai Academy of Social Science
Shanghai, China.
E-mail: swok20012001@hotmail.com.
With the RMB exchange rate regime reform, firms in China expose to
more exchange rate risks and begin to use foreign exchange derivatives
to manage these risks. This paper examines a two-stage model of an
international Cournot duopoly under exchange rate uncertainty, which
extends the model of Broll et al. (2009) and considers both export
and import activities in the firm. Our extended model shows foreign
exchange derivatives hedging exchange rate risk have the positive
effect on export and import level of the firm if the von NeumannMorgenstern utility function of the firm displays either constant or
decreasing absolute risk aversion and the derivatives market is
unbiased. In the empirical section, we use Vector Autoregression (VAR)
model with China’s monthly data over the period from Oct 2006 to
Dec 2013, and the empirical results are consistent with what the
theoretical model predicts. The Granger-causality test shows that in
China the foreign exchange derivatives (FXD) market transaction has
bi-directional causality with export, and has one directional causality
with import. The generalized impulse response function displays that
there is an expansion of the export and the import volume due to
increase in FXD market transaction volume in the short run and the
long run. The variance decomposition indicates that the market
transaction volume accounts for more than 20 per cent of the variability
in the export volume and 30 per cent of the variability in the import
volume in the long run.
Key words: Foreign Exchange Derivatives; International Trade; Cournot
Duopoly; Exchange Rate Risk; RMB Exchange Rate Regime; VAR Model
JEL Classifications: D81, F21, F31.
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Comparing the Effects of Various Exchange Rate
Regimes on Services Exports and Goods Exports:
A Cross Country Analysis
Hrushikesh Mallick
Associate Professor,
Centre for Development Studies (CDS),
Trivandrum
Email: hrushi@cds.ac.in
Using the recent panel data for 48 countries for 2000-01 to 2009-10,
the study uncovers the possible impacts of various exchange rate
regimes of the bilateral trading partners on their services exports and
goods exports along with considering wide-set of determinants on
goods and services exports in gravity models. It shows mixed impacts
of various exchange rate regimes on both types of exports. The effect
further hinges on whether the exporter belongs to high income or
low or middle income countries. Since when both the bilateral trading
partners are on a fixed exchange rate regime or a combination of at
least one partner on a fixed exchange rate and another partner under
any other regime, don’t prove to be suitable regimes for promoting
either types of exports from poor countries, even it promotes exports
from rich countries, we conclude that our study partially provides
evidence against Rose (2000)’s hypothesis that a stable exchange rate
regime is likely to have more favorable trade outcomes than any other
regime.
Keywords: Gravity, Exchange rate regimes, FTAs, Technological
developments, Exports.
JEL Classification: F1, F2, & F4.
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Does Exports Matter in Explaining Total Factor
Productivity Growth of Indian Pharmaceutical
Industry? Evidence from a Method of Estimation
using Non-Stationary Data
Chandrima Chakraborty1 and Arpita Ghose2
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The paper explains variation in Total Factor Productivity Growth (TFPG)
of Indian Pharmaceutical Industry taking into account the role of trade
related factors along with industrial characteristics after calculating
TFPG using parametric approach and estimating a cointegrating
relationship among the included variables over the period 1983-84 to
2007-08. Alternative production functions have been estimated and
the Translog form gives the better fit as confirmed by Wald-coefficient
test. The relation between TFPG and each of the trade variables like
export intensity, import intensity and net export intensity are found
to be non linear. It is found that export intensity dominates over
import intensity in explaining variation in TFPG.
Keywords: Total Factor Productivity Growth, Cointegrating
relationship, Export intensity, Import intensity, Indian Pharmaceutical
Industry.
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The Effect of Trade Liberalization on the Size
Distribution of Plants in Colombia
Sabine D’Costa
Senior Lecturer, Department of Economics
University of Westminster, London
Email: S.Dcosta@westminster.ac.uk
This paper investigates the effects of trade liberalization on the size
distribution of exporting and non-exporting plants. I consider a period
of policy changes in Colombia, between 1981 and 1990, and find
evidence in favour of the predictions of two heterogeneous-firm
models, Melitz (2003) and Melitz and Ottaviano (2008). The size
distribution of exporters has shifted left and that of non-exporters
has lost its tails during a period of real depreciation and of unilateral
tariff increases. The leftward shift of the distribution of exporters is
due to massive entry of small exporters into the export market.
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Dividend, Investment and Financing Decisions of
Indian Corporate Firms
Poulomi Lahiri
Doctoral-Student
Institute of Development Studies Kolkata (IDSK)
Kolkata, India
E-mail id: poulomilahiri@gmail.com
The present article investigates the dividend-investment-financing
triad when firms have no financial constraints. Using firm-specific data
of the BSE listed firms during the period 2001 to 2010 from the PROWESS
database and also using the panel VAR estimation technique, the
chapter tries to investigate the complex dynamics of dividendinvestment-financing behavior of the firm. Our results of the panel
VAR regression technique show that dividend-investment decisions
depend on each other and hence the MM theory or the ‘separation
principle’ is discarded. Our findings imply that both dividend and
investment are considered as sources of value creation and support
the simultaneous dividend theory. Our results further indicate that
financing decisions of the firm measured through leverage is also
interrelated with dividend and investment decisions of the firm. Thus,
it follows that dividend–investment-financing decisions of Indian
corporate firms are interdependent.
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Determinants of Exports of Indian
Manufacturing: A Firm Level Analysis
Anirban Biswas
Ph.D. Scholar
Jawaharlal Nehru University (JNU),
New Delhi (India)
Email: anirban_biswas@ymail.com
This paper makes an attempt to find the factors that are affecting
the export performance of manufacturing firms of India. For this
purpose we have considered the concept of firm heterogeneity in
our analysis. The manufacturing firms were categorised into
technology group and regression models were estimated for each
industry groups considering the time period from 1994 to 2010. There
is variation in relation between explanatory variables and export
activity among different technology groups. Among the explanatory
variables age of the firm, advertisement and imported embodied
technology (imported capital goods)are playing a crucial role in export
activity of the firms. Surprisingly, domestic R&D does not have much
impact on export activities. It is suggested that there is a need to
boost up domestic R&D activity as sustained growth of the industrial
sector depends more on own innovation capabilities than imported
technologies.
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The Impact of Exim Policy, 2004-09 on
Indian Manufacturing Firms:
A Difference-in-Differences (DID) Approach
Subhadip Mukherjee
Ph.D. Scholar
IIM Bangalore
Email: subhadip.mukherjee10@iimb.ernet.in
This study examines the performance of different types of Indian
manufacturing firms in the pre and post 2004 period. Based on firmlevel balanced panel data for the 1999-2009 period obtained from the
Prowess database, the study determines the differential impact of
Exim Policy, 2004-09 on the performance of different types of Indian
manufacturing firms, while taking into account firm- and industryspecific factors. The paper finds that, the Exim policy has improved
firm-level operational and productive efficiency only for non-food and
non-agro based firms, whereas the food and agro based firms have
remained stagnant due to the highly protectionist trade policy
affecting this segment.
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The Great Trade Collapse and Indian Firms
Pavel Chakraborty
Postdoctoral Research Fellow
Department of Economics
University of Oxford
Email: pavel.chakraborty@economics.ox.ac.uk
The collapse in global trade during the 2008-09 financial crisis has been
widely studied using developed nation data. I use firm-level data from
Indian manufactures for the years 1999-2000 to 2009-10 to show that:
(a) Indian firms experience strong negative demand shocks, especially
concerning their exports to the US and EU, with the effect being
significantly higher for the US; (b) trade in consumer non-durables
and durables are the two most affected sectors with the impact being
highest for non-durables; and (c) evidence in support of
heterogeneous effects with big exporters having the biggest drop.
Finally, I find no evidence that credit channels play any significant
role, nor any evidence of trade diversion or hysteresis effects.
Keywords: 2008-09 crisis, trade collapse, demand shock, sources of
credit, India.
JEL Classfication: F1, F14, F4.
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Mediated Production and Sales
Virginia Di Nino
Researcher
Bank of Italy
Email: virginia.Dlnino@bancaditalia.it
A recent literature has shown that, internationally, a sizable share of
manufacturing production is sold by a firm different from the actual
producer. Using results collected for the first time through interviews
to Italian industrial firms, I show that this phenomenon, which I name
mediated production and sales (MPS), concerns around a quarter of
aggregate manufacturing sales in Italy. The very existence of this
phenomenon implies that some manufacturing firms (MPS firms) hold
an advantage in activities others than crafting the product. This, in
turn, has important consequences for the interpretation of
productivity measures. Using firm level data, I estimate a productivity
premium for MPS firms, over the average firm, of around 5% which
does not disappear controlling for size, export and multinational status,
geographical location, sector and period of activity. This premium
increases to 12% when MPS involves mainly packaging or distribution
and reaches 16% when it is a way of associating the brand of MPS
firms to the manufactures of third parties, but it is nil when R&D is
the prevalent activity. Consistently with this estimate, MPS firms
specialized in downstream activities earn higher profit margins on
MPS than on in-house production, while this is not true in general for
other MPS firms. A possible conclusion is that usual productivity
measures mix a firm’s ability in combining factors within a physical
production process with a firm’s proximity to consumers, its access
to foreign markets through well established distributional channels,
its marketing skills. The existence of MPS calls for a methodological
refinement to single out the contribution of complementary tasks to
a firm’s overall productivity.
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The Role of Intra-Firm Trade,
the Cost Share of Inputs and Trade Finance
in the Trade Collapse of 2008-2009
Mattia Di Ubaldo
Ph.D. Candidate in Economics
University of Sussex
Falmer, Brighton (UK)
Email: md285@sussex.ac.uk
I study the responsiveness of Slovenian trade during the collapse of
2008-2009 in the attempt to shed light on channels that could have
enhanced or reduced the sensitivity of international trade to the
demand shock and the reduction in credit supply. A higher cost share
of imported intermediates in final output is found to determine a
larger decrease in trade, while affiliation between trading partners is
not significantly associated to a lower decrease of transactions. It is
the interaction of the two effects that gave rise to a stronger growth
of exports in the downturn: relatively more expensive intermediates
fared significantly better when traded intra-firm. I hypothesise that
this is the outcome of larger inventory adjustments following the
demand shock to which more expensive intermediates are subject,
which are significantly reduced by the deeper integration created by
the acquisition of ownership rights between firms along a value chain.
Moving on to the effects of the credit contraction, I find some
evidence in support of the dampening impact of firm intermediated
trade finance: firms making larger use of receivables exported relatively
more during the trade crisis, with an additional premium detected
for intra-firm transactions.
Keywords: Financial crisis; Intra-firm trade; Firm behaviour.
JEL Classification: D22, D23, F14.
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Does MNE Activities Influence Export
Performance in India? Evidence from Indian
Manufacturing Firms
Sanghita Mondal
Ph.D. Scholar
Jawaharlal Nehru University
New Delhi
Email: msanghita@gmail.com
FDI and its effects on host country firms have drawn considerable
attention during the last few decades due to the surge of FDI in
developing countries. Many studies have focused on the technology
spillover or productivity spillover effects from FDI. In the present study,
we look beyond productivity and focus on the channels of export
spillovers from FDI activities in the host country market, namely India,
using the firm level data from manufacturing sector for the period
1994-2010. We separate out spillover channels into competition
(domestic market activity), information (export activity), skill (a proxy
to measure spillover from higher foreign skills) and imitation (R&D
and technology import) spillovers from foreign firms. We also consider
that in-house R&D activity, technology import, import of materials
may influence the export performance of the host country firms. Our
findings show that most of the spillover channels are not influencing
export decision or export activity of the Indian firms. Among other
factors, in-house R&D activity is found an important factor to start
export and import of inputs are rather important factor in enhancing
export performance and India needs to upgrade its own technological
capability to benefit from foreign activities in the market.
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Examining the Impact of Stock Market Development
on Economic Growth: Dynamic Panel Evidence from
Emerging Market Economies
Pramod Kumar Naik1 and Puja Padhi2
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2

This study empirically re-examines the impact of stock market
development on economic growth using data on twenty-seven
emerging market economies over the period 1995-2012. We use market
capitalization, trade value and turnover ratio as indicators of stock
market development. Also, we construct three alternate composite
indices of stock market development and use them in the growth
regression each at a time. Methodologically, we employ the dynamic
panel ‘system GMM’ estimators which is free from the problem of
endogeneity and measurement errors; secondly, a 2nd generation panel
unit root test of Pesaran (2007) is employed to test the stationary
properties of data; finally, in order to test the direction of causality
we make use of a newly developed panel non-causality test of
Dumitrescu and Hurlin (2012) which is designed for heterogeneous
panel. Our empirical findings indicate that stock market development
significantly contributes to economic growth. This is evident in all
the three alternate indices of financial development employed in the
study. Further, we find a unidirectional causation running from stock
market development to economic growth, supporting the supplyleading hypothesis. We also find that macroeconomic variables, such
as investment ratio, trade openness and exchange rate have strong
influence on economic growth. Thus, the study suggests that with
significant improvement of stock markets, making the economy
internationally open, and improving the aggregate investment, the
emerging market economies can improve their economy.
Keywords: stock market development, economic growth, system GMM,
emerging market economies.
JEL codes: G10, O16, P2.
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Firms’ Survival in Export Markets and Credit
Constraints: Does Foreign Financing Matter?
Laura D. Amato1
Máximo Sangiácomo2 and
Martín Tobal3
BCRA-UBA
Email: ldamato@bcra.gob.ar
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2
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3

We study the impact of foreign financing on exporters’ survival, based
on a panel of Argentine firms that started to export between 2004
and 2008. Our data base contains valuable information on firm’s debt
with domestic and foreign creditors and other characteristics of firms.
We develop an identification strategy that includes the estimation of
a clog-log model with fraility and an IV Probit to evaluate the
importance of foreign financing as a determinant of exporters’ survival.
We find that foreign financing increases the probability firms to survive
as exporters.
Keywords: Credit constraints, bank credit, international trade.
JEL Classifications: F10, F13, G20, G28.
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Shock and Volatility Spillovers among Equity
Sectors of the National Stock Exchange in India
Sayantan Bandhu Majumder1
Ph.D. Scholar, Department of Economics
University of Calcutta, India
E-mail: sayantankol@gmail.com.
Basic thrust of the paper is to examine how shocks and volatility are
transmitted across the sector indices. The paper employs the
autoregressive asymmetric BEKK GARCH model. The study is based on
daily data from National Stock Exchange in India from January 2004 to
January 2014. Volatility spillover was found to be bidirectional among
the two pro-cyclical sectors – Finance and IT. But, there was a
unidirectional shock and volatility spillover from the non-cyclical FMCG
sector to both the pro-cyclical sectors. FMCG sector has remained almost
unaffected by the spillover from the other sectors. Moreover, the
evidence of asymmetric spillover has been found to be present in most
of the cases. Second, correlations between the sectors were found to
be higher during the period of global financial crisis. But, no such evidence
was found in the context of Eurozone debt crisis. Third, FMCG sector
has shown the best potential for diversification, especially in amid of
global financial crisis. Hence, the combination of an aggressive and noncyclical stock could be a good choice for diversifying non-systematic risk.
Fourth, hedge ratio is found to be the highest for Finance-FMCG. While
the cheapest hedge is to go long 1 rupee in FMCG sector stock and short
31 paisa in IT sector. Findings of the paper are especially important for
the market participants who hold a portfolio consist of different sectors,
as well as for those who hold a particular sector. Understanding the
dynamics of shocks and volatility transmission is necessary for risk
management in general and optimal portfolio allocation and hedging
strategy in particular. To the best of our knowledge, this is the first study
on Indian stock market which has analyzed the dynamics of shock and
volatility transmission across the sector indices.
Keywords: Shock transmission; Volatility spillover; Multivariate GARCH
model; Sector indices.
JEL Classification: C32; G1.
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Financial Health and Exporting: Micro-Level
Evidence from India
Apoorva Gupta
Research Associate, Macro/Finance Team
National Institute of Public Finance & Policy
New Delhi, India
Email: apoorvag87@gmail.com
This paper analyses the financial health of exporters ex-ante and expost their entry into export markets using a panel dataset for Indian
manufacturing firms. To control for the possible endogeneity of financial
health and exporting, propensity score matching and a differencein-difference event study methodology is used. The analysis shows
that while firms with better financial health are more likely to export,
there is no significant improvement in the financial health of exporters
after they begin to export.
Keywords: Exports, Self-selection, Financing constraints, Financial
health.
JEL Classification: F14, G14, G32, L60.
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Output Growth and Volatility: The Role of
Financial Integration in Developing and
Industrial Countries
Izabela Sobiechy
Goethe University Frankfurt
Department of Money and Macroeconomics
Frankfurt, Germany
Email: izabela.sobiech@hof.uni-frankfurt.de
This paper sheds new light on the growth-volatility relationship and
the impact of international financial flows on it. I point out differences
between industrial and developing countries in these aspects. The
results of my cross-country panel data LSDV regressions show that
only developing countries suffer from output fluctuations, while
advanced economies can benefit from it, if international financial
flows are sufficiently large. Some European countries have been able
to profit from globalization in this manner over extensive time periods.
Some developing countries also reached these financial flows levels
but nonetheless cannot mitigate the negative effects of output
fluctuations on growth. Differences between the two country-groups
cannot be explained by the composition of international capital flows,
nor by political or economic policies. The discrepancy recorded for
the time period 1972–2006 weakens in the last years, during the financial
crisis, which seems to have benefited strongly the developing-country
group.
Keywords: output growth and volatility, international fnancial
integration, fnancial crisis.
JEL Classification: F36, F43, F63, O11, O57.
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Leverage, Risk and the Role of Corporate
Governance Strength during Crisis
and Non-Crisis Times
Bakr Ali Al-Gamrh1 and Ku Nor Izah Bt Ku Ismail2
Ph.D. Candidate
School of Accountancy
University Utara Malaysia (UUM)
Kedah, Malaysia
E-mail: ember2010@yahoo.com
1

Professor of Accounting
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2

We investigate the role of corporate governance strength in
moderating the impact of leverage and risk, as crisis related factors,
on firm performance during crisis and non-crisis times. We use a firmlevel panel that spans the period 2008 to 2012 of all listed firms on Abu
Dhabi Stock Exchange and Dubai Financial Market. We apply Refined
Economic Value Added (REVA) as a new measurement of performance.
After constructing an index of corporate governance strength, we
find a negative effect of corporate governance on firm performance.
We, however, discover that corporate governance strength indirectly
improves the negative influence of leverage on firm performance in
normal times. On the contrary, the results completely reversed when
there is a black swan event. Corporate governance strength plays a
significantly negative role in moderating the relationship between
leverage and firm performance during the financial crisis. We also reveal
that corporate governance strength increases firms’ risk and
deteriorates performance during crisis. Results provide evidence that
corporate governance indirectly plays a completely different role in
different time periods.
Keywords: Risk; Leverage; Corporate governance; the financial crisis;
and firm performance.
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Impact of Global Financial Crisis on Corporate
Saving in India: A Dynamic Panel Data Analysis
Rashmi Shukla
FPM Participant (Economics)
Indian Institute of Management
Prabandh Shikhar, Rau-Pithampur Road
Indore, MP, India
Email: f12rashmis@iimidr.ac.in
Since 2000, corporates around the world are showing rising trend in
their saving. But these observations are contrarian to standard
macroeconomic models in which corporate are modelled as borrowers.
In India, for the last ten years growth rates of corporate saving have
shown an interesting pattern: it rose to 63.71% in high profitability
year of 2004-05 and declined to 10.99% in bad profitability year of
2008-09. This paper brings out important determinants that could
explain the phenomenon of corporate saving in India in the midst of
2007-08 global financial crisis. Impact of this crisis on corporate savings
in India has been identified by employing dynamic panel data analysis
for pre and post crisis period. Both firm level and macroeconomic
variables have been tested for non-financial firms of CNX 500 index
for the period 2000 to 2013. Findings suggest that lagged retention
ratio, corporate tax rate, external sources of fund ratio, and interest
burden are the determinants of corporate savings at firm level in India
for the top non-financial listed firms. Further, macroeconomic
variables, like GDP growth rate, public debt to GDP, financial depth
are the determinants of corporate savings in India.
Keywords: financial crisis, corporate saving, dynamic panel data
analysis, India.
JEL Classification: G01, E21, G32, C33.
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Is India Ready for Inflation Targeting?
Abhijit Sen Gupta1 and Rajeswari Sengupta2
Asian Development Bank (ADB)
India Resident Mission
New Delhi, India
Email: asengupta@adb.org.
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2

In this paper we analyze whether the current macroeconomic
environment in India is suitable for implementation of inflation
targeting as a monetary policy strategy, in light of the recommendation
of the Urjit Patel Committee Report. Our results indicate that
historically the Reserve Bank of India has given more importance to
inflation compared to output growth and exchange rate changes in
its monetary policy conduct and that in recent times there has been
an increased emphasis on monetary independence thereby
comfortably placing the RBI on a path to move towards inflation
targeting. However, we also find factors, that are traditionally outside
the control of monetary policy, do exert a strong impact on aggregate
prices in India thereby making the choice of nominal anchor a tricky
one. Furthermore, the success of monetary policy in containing
inflation is found to be crucially contingent on an appropriate fiscal
policy as well.
Keywords: Reserve Bank of India, Monetary Policy, Taylor Rule,
Financial trilemma, Inflation, Nominal anchor, Fiscal deficit.
JEL Classification: E43; E52; E58.
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Firm Performance and Foreign Institutional
Investment in India: An Empirical Analysis
Jhuma Mukhopadhyay1 and Indrani Chakraborty2
Ph.D. Scholar
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2

The article tries to establish a linkage between firm performance and
equity ownership held by the foreign institutional investors both in
static and dynamic framework. By employing 2SLS panel data
estimation technique on 137 BSE listed Indian manufacturing firms,
the study finds that foreign institutional investment does have a
positive influence on the firm performance as measured through
Tobin’s Q and ROA. The study does not find that impact of FII on ROA
is significantly different between group affiliated and stand-alone
firms. Application of linear dynamic panel data estimation in a dynamic
framework also yields similar results. However, these two methods
produce contrasting results when we consider the impact of FII on
Tobin’s Q in presence of group effect. The results are analysed from
the perspective of agency theory, information asymmetry theory,
institutional theory and resource dependency theory. The study
concludes that resource dependency theory and institutional theory
are more important than traditional agency theory in explaining the
relationship between FII and firm performance in India.
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Volatility Contagion between India
and Selected Stock Markets
Ruhee Mittal, Karam Pal Narwal and Ved Pal Sheera
Maharaja Agarsen Institute of Management Studies
Email: ruhee.mittal@yahoo.com
Financial markets are a reflection of the respective country’s
economic, political and sociological health. As an extension, global
markets are no different and more importantly are an intertwined
mesh where the ups & downs in one market signal an equally strong
reaction in other markets. Even though each of the markets is an
independent entity, yet it is interdependent on all other markets
today. The present study is a novel and original approach to investigate
the linkage between the developing and developed economies of the
world. In this study the volatility transmission and spillover mechanism
is examined between the emerging economy like India and selected
developed economies of Asian, American and European region using
their respective implied volatility indices. This study proves that there
is significant relationship between IVIX and VIX – as IVIX responds
strongly to a shock in VIX index. It has been observed that this effect
continues for about 6 days, post which it tapers off and vice-versa.
This result reconciles to the Granger causality test, as bidirectional
causality is observed between the two volatility indices. Furthermore,
the result of BEKK-GARCH model shows bidirectional cross-shock
spillover effects between India-America, India-Germany, IndiaSwitzerland and India-Eurozone markets and bidirectional volatility
linkages between IVIX and other indices, namely VIX, VCAC and V2TX.
Major implications of this type of study can be for policy-makers,
investors and brokers who trade in international markets indices. For
example - the market analyst can use this study as another method to
aid better portfolio diversification strategies, risk management and
market timing tools. As these volatility indices constitute the publically
available information, which investors can consider as a part of their
information-set (e.g. risk factors) to gauge the expectations of
informed traders. Moreover, the paper can help regulators and policymakers in India and other nations to understand the structure of the
market in better way and design their policies accordingly.
Keywords: India, VAR (P), Volatility Indices, GARCH-BEKK, Volatility
Spillover.
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European Debt Crisis and PIIGS: Volatility
Spillover and Forecasting
Neha Seth1 and Monica Singhania2
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Purpose - The present research work is conducted to model and
forecast the volatility for indexes from PIIGS nations considering the
effect of recent global financial crisis.
Design/methodology/approach - Daily stock market data from five
indexes are taken, for the period beginning from March 2003 to March
2014, from websites of stock markets taken into consideration. GARCH
(1,1) model is used to model volatility and to forecast on the basis of
results obtained. The total period is divided into two equal subperiods to capture the effect of European debt crisis.
Findings - We find European debt crisis do not affect much the
integration and volatility of the five stock markets taken into
consideration for the present study.
Practical implications- Individual/institutional investors, portfolio
managers, corporate executives, policy-makers and practitioners may
draw meaningful conclusions from our findings while operating in stock
markets. Research such as ours may help diverse stakeholders in management of their existing portfolios as their portfolio management strategies
may be, up to some extent, dependent upon such research work.
Originality/value - This paper is an attempt to fill the research gap
that exists for volatility testing for PIIGS nations.
Keywords: Forecasting, Modeling, Volatility, PIIGS Nations, European
Debt Crisis.
JEL Classification: G10.
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Co-movement of Emerging Asia-Pacific Equity
Markets: The United States and the United
Kingdom Influence
Srinivasan Palamalai
Assistant Professor
Xavier Institute of Management & Entrepreneurship (XIME)
Bengaluru, Karnataka, India
E-mail: srinivasaneco@gmail.com
This study examines the stock market integration among major stock
markets of emerging Asia-Pacific economies, viz. India, Malaysia, Hong
Kong, Singapore, South Korea, Taiwan, Japan, China and Indonesia.
The study also investigates whether the United States and the United
Kingdom equity markets influence the emerging Asia-Pacific Equity
Markets. Johansen and Juselius (1990) multivariate cointegration test,
Granger causality/Block exogeneity Wald test based on VECM approach
and Variance Decomposition Analysis was employed to investigate the
dynamic linkages between markets. Cointegration test confirmed a
well defined long-run equilibrium relationship among the major stock
markets, implying that there exists a common force, such as arbitrage
activity, which brings these stock markets together in the long run.
The results of Granger causality/Block exogeneity Wald test based on
VECM and Variance Decomposition Analysis revealed the stock market
interdependencies and dynamic interactions among the selected
emerging Asia-Pacific economies. Also, the empirical analysis reveals
that the United States and the United Kingdom markets exert a
significant influence on the emerging Asia-Pacific equity markets. The
study result implies that investors can gain feasible benefits from
international portfolio diversification in the short run. On the whole,
it can be suggested that although long-term diversification benefits
from exposure to these emerging Asia-Pacific markets might be limited,
short-run benefits might exist due to substantial transitory
fluctuations.
Keywords: Stock Market Integration, Cointegration, Vector Error
Correction Model, Variance Decomposition Analysis.
JEL Classification: C32, F36, G15.
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Causality between Financial Development and
Economic Growth in India: ARDL Estimation
Sanjaya Kumar Lenka1 and Sujata Kar2
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Financial development is a multidimensional concept and constitutes
a potentially important mechanism for long-run economic growth. The
study makes use of the Augmented Dickey-Fuller (ADF) and PhillipsPerron (PP) for unit root test and the variables were found to be
stationary, though not in their level form but in their first difference.
PCA is used to construct a financial depth indicator that serves as a
proxy variable of financial development and autoregressive distributed
lag (ARDL) bound testing approach to cointegration techniques for
Indian time series data covering period from 1980 to 2011. The paper
finds a cointegration relationship between financial sector
development and economic growth. It concludes that the financial
development can be interpreted as one of the long-run determinants
of economic growth, not vice-versa.
Keywords: Financial development; Economic growth; PCA; ARDL; ECM;
India.
JEL Classification: E44; G2; O1; O4; O11.

Proceedings of Fourth EIITF Conference

51

Empirical Analysis of Relationship between
Financial Development and Economic Growth in
India: A Post Reform Analysis
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Economists of different persuasions hold different beliefs regarding
the importance of the financial system for economic growth. They do
not agree about the direction of causality as well... In view of the
critical importance of the topic, we attempt to investigate the
relationship between financial development and economic growth in
India for the period 1991 to 2013. The two sets of variable named
financial development indicator and economic growth indicator are
taken into for consideration. By using these two indicators, two
models are formed, based on growth led finance hypothesis and
finance led growth hypothesis. Slope and intercept dummy were
introduced into both the models to see the impact of global crisis. As
a large number of variables are used and also suspicious about
multicollinearity, one composite index is made with the help of Principal
Component Analysis (PCA) to avoid the problem of multicollinearity.
The paper concludes that financial development influences economic
growth significantly. With 1% increase in financial development,
economic growth increases by 1.38%. However, economic growth has
less impact on financial development. In general, when there is 1%
increase in GDP, financial development only increases by .35%. This
implies that policy-makers should focus on developing and using
instruments which can lead to increase in financial development. Also
there is a need to make improvement in exogenous variable like
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business environment, tax incentives, rigidity in system, corruption
and slow process, so that better result for a country can be brought
out by using a relationship between financial development and
economic growth.
The result of dummy analysis shows that economic growth independent
of financial development fell at the rate of 9.38% per annum but after
the crisis it started recovering. This shows that Indian markets are
insulated in comparison to other markets and there is very less impact
of global crisis on economic growth. Similarly, before crisis, financial
development grew at a rate of 11.1% per annum. However after the
crisis, it grew at somewhat lowered rate by 1.84% per annum. This is
clearly because of crisis was preceded by a financial bubble.
Keywords: Financial Market Development, Gross Domestic Product,
Market Capitalization, Bank Credit, Economic Growth.
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SECTION D

RTAS AND GRAVITY MODELLING

Can India Connect with Asian International
Production Networks through RTAs?
Badri Narayanan G.1, Rahul Sen2 and Sadhana Srivastava3
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2
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The debate on whether the current trend of proliferation of bilateral
and regional trade agreements can facilitate creation and development
of international production networks (IPNs) among member countries
has not been addressed adequately in the existing literature. Except
for Narayanan et.al (2010), literature has not delved into the important
aspect of linking disaggregated trade data with trade policy analysis
in a general equilibrium framework, which has the added value of
providing an economy-wide perspective of impact of trade policy
instruments such as a trade agreement.
This is one of the first attempts at analyzing the economy-wide impact
of India in connecting it with Asian IPNs in an applied general
equilibrium framework. This is imperative with Indian economy getting
increasingly integrated with rest of the world through calibrated
globalization over the past two decades and with creating a web of
such trade agreements. The Indian auto-parts industry is chosen for
investigation since the existing literature identifies that the impact
of deep integration is higher for trade in automobile parts and
information & technology products, with a greater potential to
integrate into existing Asian IPNs.
The paper incorporates disaggregated tariff shocks on auto-parts into
the aggregate GTAP automobiles sector. The simulations involve a 19x7

Proceedings of Fourth EIITF Conference

57

regional and sectoral aggregation from the original GTAP 8 database,
based on a multi-regional Applied General Equilibrium (AGE) model
which captures world production, taxes, prices and trade in 57
different industries of 129 regions. The regions in the database are
disaggregated into India and its major export and import destinations
(including RTA partners) over 2004-2009, while the sectoral aggregation
involves a disaggregation of the manufacturing sector, and more
specifically, the motor vehicles and parts sector. Additional scenarios
of productivity improvement, derived from econometric analysis, along
with reduction in trade costs along with the RTA, are also explored.
The results suggest that only tariff reduction measures through RTAs
can be partially successful in connecting India into IPNs in Asia with
very modest welfare gains. However, complementing RTAs with
accompanying unilateral reforms targeted at productivity improvement
and reducing cross-border trade costs for the IPN promising sectors
(such as automobiles) would yield far greater welfare gains and
improvement in its global export competitiveness. Overall, a key finding
is that such a policy mix would benefit not just RTA partners, but all
of India’s trading partners globally as this should not only reduce border
trade costs, but also network set-up costs for an IPN.
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Preferential Trading Agreements and the Gravity
Model in Presence of Zero and Missing Trade
Flows: Early Results for China and India
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The two most populous countries of the world have embarked upon
an extensive array of preferential trading agreements in recent
decades. This paper investigates the impacts on trade creation and
trade diversion of China’s and India’s 11 major preferential trade
agreements using an augmented gravity model that takes into account
zero and missing trade flows in the data, employing a Zero Inflated
Negative Binomial (ZINB) regression model as suggested in the recent
literature by Burger et al. (2009) and Kohl (2012). The early results for
the ZINB model, provided only for India and China as the home country,
confirms that Chinese exports and imports were more likely to be net
trade creating in presence of PTAs while India’s exports were more
likely to be net trade diverting in the presence of the same PTAs,
with imports having an insignificant effect. For India and China so far,
most ASEAN+6 PTAs seem to have created both intra-bloc and extrabloc trade. APTA is observed to be the only significant export creating
PTA for India, while APTA and ACFTA are both found to be export
creating for China.
Keywords: Trade creation; Trade diversion; Distance; Trade
agreements.
JEL Classification: F15; R12.
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The Impact of Financial Integration and
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Increased globalization over the last two decades has led to strong
growth in international business activity and international economic
integration. This phenomenon covers a wide array of economic
activities, including international trade, and international financial
shocks, disturbances and crises. The purpose of this work is to
examine the effects of external financial shocks on monetary and
financial integration in Maghreb countries using multivariate threshold
VAR estimation over the period 1990 to 2012. The study of this
relationship has been largely analyzed in the literature. Results show
that financial external shocks affect negatively Maghreb countries
and impede the implementation of monetary and financial integration
project. However, this vulnerability to shocks can lessen if these
economies intensify financial and commercial transactions between
them.
Keywords: Monetary and financial integration, external shocks,
financial crisis, Maghreb countries, multivariate threshold analysis.
JEL Classifications: F36, O40, G01, C3.

Indian Institute of Foreign Trade, New Delhi

6060
60

Feasibility and Implication of the East African
Community Monetary Union: An Application of
Optimal Currency Area Index Methodology
Elias Peter Bagumhe
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The study that informs this paper was undertaken to examine the
feasibility and implication of East African Community Monetary Union
to the economies of its partners. The paper employed the Bayoumi
and Eichengreen’s (1997) OCA Index methodology as a framework of
analysis to examine the objective of EAC Monetary Union, with
particular reference to the branch of economic theory that has become
known as Optimal Currency Area (OCA).
The main objective of this paper is to operationalize the theory of
OCA by constructing an OCA index based on a particular empirical
specification that summarises country readiness for Monetary Union.
More specifically the paper examined four policy questions; first, will
individual countries increase their welfare when they abolish their
national Currency and adopt some currency of a wider area? Secondly
what is the ideal arrangement of forming regional currency blocs before
reaching a complete monetary integration? Thirdly, is there similarity
of output movements for the EAC Partner’s States? Fourthly, does
the EAC Partner states meet the convergence criteria as proposed by
OCA theory.
Finding from this paper revealed that, EAC is not an optimum currency
area hence forming a monetary union is not feasible. The main factors
highlighted from the finding of this paper includes, business cycles
are divergent among the EAC member states, and the intra-trade
between the EAC member states is very low, at 11.4 per cent when
compared to 70 per cent in European Union and 50 per cent in ASEAN.
The finding also has depicted that smaller countries such as Burundi
and Rwanda are unlikely to benefit from the stability of a single currency
area.
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From the above, finding this paper concludes that: Firstly the EAC
Monetary Union should start with Kenya, Tanzania, and Uganda, since
national output in the three countries tend to move together as
depicted by Table 3 of this paper and the likelihood of macroeconomic
convergence for the three countries is feasible. Hence the feasibility
of the EAC Monetary Union will depend on the appropriate functioning
of the Common Market and Custom Union. On top of that the paper
recommends that, EAC countries need to deliberately undertake
systematic and painful transition period, balanced against the policy
credibility, to realise the welfare gain of a Monetary Union.
Keywords: East African Integration; Monetary Union; Optimal Currency
area.
JEL Classifications: F4, F15, F44.
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In this paper, we raise the various issues caused by omitting some of
the relevant variables in the mis-specified gravity equation and argue
that the proper econometric specification of a panel gravity model
should be three-way and hence should include exporter, importer,
bilateral and time effects as well. We work with a panel dataset of 29
European economies from the period 1994 to 2011 for this purpose.
However, some variables suggest that two-way (country-specific and
time effects) specification is preferable to three-way specification.
We conclude with the suggestion that before using the gravity model,
one should check whether the country-specific effects, bilateral
effects and time effects are of the random or the fixed effects type,
which in turn depends on the interests of the analysis, the country
sample, the properties of the data used, and the theoretical gravity
model.
Keywords: Gravity model, bilateral trade, European Union, omitted
variable bias, misspecification.
JEL Classifications: F10, F19, C23.
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Can Regionalist Integration in Africa Create
Trade without Diverting it from Elsewhere?
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This paper models the trade creating and trade diverting effects of the
COMESA free trade agreement (FTA) over time using several theoretically
consistent gravity equations. The disaggregated TradeProd panel data set
from 1980 to 2006 is employed throughout. From the most preferred
specification, the FTA is found to have large trade creating effects relative
to estimates of other trade agreements in the literature. Six years after
the implementation of the agreement, intra-COMESA FTA trade is shown to
have grown to 175% above its gravity equation predicted level. There is no
evidence of trade diversion as a result of the COMESA FTA. The effects of
the FTA are shown to vary substantially with time which has important
consequences for the appropriate modelling specification. Welfare changes
in accordance with Arkolakis et al. (2012) are also calculated to show the
heterogeneity of gains across participating countries. Average welfare
increases are small due to low absolute “natural” levels of trade among
members.
Keywords: Gravity, Trade, Africa, COMESA.
JEL Classification: F12, F14, F15, O24.
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This paper examines the determinants of export and import flow of
countries in South Asia through estimations for a country panel data
of eight countries during the period 1985-2011 using a gravity model.
The estimation shows that export and import flows increased with
GDP less proportionately and trade decrease with distance. The
formation of South Asia Free Trade Agreement (SAFTA) has resulted in
significant trade creation among its members. The study also found
that the nature of trade is intra industry trade among the member
countries of South Asian Association for Regional Cooperation (SAARC).
Keywords: gravity model, panel data, SAFTA, trade.
JEL classification: F14, F15.
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The objective of the study is to compare the offers of India as well as
ASEAN members across the different industries and to analyse the
tariff reduction commitments in the FTA. We also analyse the offers
to assess the existence of inverted duty structure along the product
value chain of various industries. It is found that the average tariff
concession is higher for India as compared to ASEAN members in most
of the tariff lines. The maximum offer of tariff is given on transport
equipments by India to ASEAN 9 members (44%). However, the maximum
concession of 32% is given by Thailand on beverages and tobacco.
The study clearly reveals the evidence of higher bargaining power for
ASEAN members. It also appears from the analysis that offers of both
India and ASEAN members are given on the tariff lines where trade is
low. This is especially true for the ASEAN. The maximum offers of
ASEAN members were given on the products where ASEAN’s imports
are very low. There is also substantial evidence of the existence of
inverted duty structure in many industries both in case of India as
well as ASEAN members.
Keywords: India ASEAN Free Trade Agreement, Offer of Tariff
Reduction, Inverted Duty Structure.
JEL Code: F13, F15.
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Bilateral FDI Flows in Four Major Asian
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This study used a basic and four augmented versions of gravity model
to identify the determinants of FDI inflows from some leading
developed countries into major four Asian economies. The results
revealed that besides the market size for host and source country,
other criteria such as the shorter distance, common language and
common border also influence foreign investors. Other macroeconomic
factors such as lower inflation rate and less real interest rate are among
the key factors that attract more FDI. In addition to economic factors,
institutional and infrastructural factors such as telecommunication,
degree of openness, index of globalization and index of freedom also
stimulus the international investors from the developed world to the
major Asian countries.
Keywords: Asian economies, Foreign direct investment, Gravity model.
JEL Classification: F000, F150, F210.
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Research has been sparse on the strategic interaction of trade
integration and its relative success among small and islands economies.
The current paper theoretically attempts to understand the incentive
for regional trade agreement between small and islands economies
who are more homogeneous. Then, it analyzes how strategic
influence, by providing aid and bringing flexible emigration policy for
skilled workers, from a large country closer to them could distort the
interest for integration decision between them. Empirically, we
observe that such distortions seem to be larger in the Pacific
economies compared to the Caribbean. This is because initiation for
trade agreement in Caribbean started well before and their aid
dependency from closer economy has been lesser than that of Pacific
economies.
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A General Equilibrium Assessment of Proposed
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India and China, both are the part of various trading arrangements in
the World and also want to sign free trade agreement between them.
Joint study group has already been constituted to study the feasibility
of this arrangement and found the positive output in terms of
potential gains. In 2012, another joint working group has been
constituted to look into not only the trade related issues but also the
investment issues between the two countries. But the free trade
agreement between them is still pending because of economic and
political issues. In terms of trade figures, China is the largest trading
partner of India. India has a huge trade deficit with China and it is
increasing over the years. Recent talks between India and China are
highly concentrated on this issue of huge trade deficit and the signing
of ‘Five Year Trade and Economic Development Plan’ between the
two countries expects the positive outcome. In the present study,
an attempt has been made to evaluate the impact of the free trade
scenario between India and China in a general equilibrium framework
by using GTAP model.
The overall conclusion emerging from the present analysis is that both
the countries will gain in terms of allocative efficiency. At sectoral
level, India has allocative efficiency gains in textile & clothing and
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products covered under the light manufacturing category and China
has allocative efficiency gains mostly in all the sectors except textiles
& clothing in a post-simulation environment. India also has terms of
trade gain in mining & extraction sector which contributes positively
to the welfare effect. In addition, results of trade effect show that
India’s trade has increased in a post-simulation environment and it is
biased towards China. On the other hand, China’s trade has also
increased towards India but the increment in case of India is much
larger than China. Hence, after this trade agreement, India’s trade
deficit from China will surely increase. In case of China, there is no
sign of trade diversion at this aggregation level. There is a sign of
positive increment in trade from all other regions as well.
Keywords: India-China Trade, Trade Liberalization, GTAP Model, Tariffs.
JEL Classifications: F13, F14, F47.

Indian Institute of Foreign Trade, New Delhi

7070
70

Global Crises and Iran-India Trade Relations:
A Gravity Analysis
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Professor
Department of Economics
University of Isfahan, Iran
Email: sk.tayebi@ase.ui.ac.ir
1

Department of Economics
University of Isfahan, Iran
Email: 2 z_zamani85@yahoo.com
2

The motivation for international trade is that countries specialize in
production and trade to take advantage of their different resource
bases. The emerging global economy differs from the international
economy in that resources are becoming more mobile and intraindustry trade (IIT) is becoming more significant (Atkinson, 1998).
More clearly, globalization implies more mobility of resources than is
the case in the theory of international trade. In addition, international
economics concentrated on trade in finished goods, while much of
the trade is intra-industry. In the light of globalization, increasing
openness and economic integration are likely to be associated with
trade patterns and with increasingly competitive product markets in
previously protected industries as well. However, crises arising from
the expansion of the world economy have been affecting vastly global
trade relations. The objective of this paper is to examine the effects
of international sanctions and global financial crises as well as other
important determinants on Iran-India bilateral trade. To this end, the
IIT indexes for commodity groups at 2-digit from the Harmonized
System (HS) have been measured using the Grubel-Lloyd approach.
Additionally, we have used gravity approach to identify main factors
affecting the countries’ trade relations. Applying panel data of both
countries for a range of products over the period 1991-2013, we have
estimated the augmented trade gravity equations to explore the
effects of major determinants (including GDPs, sanctions, financial
crises, etc.) on bilateral trade and intra-industry trade (IIT) between
two partners. The main results of the estimation regression highlight
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the great significance of a gravity variable set including GDPs, per
capita incomes, trade imbalance and international sanctions against
Iran as well as global financial crises play a key role in the Iran-India
trade relations.
Keywords: Trade Patterns, Financial Crisis, International Sanction,
Gravity Theory, Iran-India Trade Relations.
JEL Classification: C23, F14, F51, G01.
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The study identified Climate Smart Goods (CSG) in which Ecuador has
advantage in production and trade. The interest in the subject of
Trade in Climate Smart Goods was fuelled by Ecuador´s positive trade
balance with the rest of the Andean Community and MERCOSUR region
in 2010. SMART tool in WITS has been utilized for evaluating the relative
benefits of tariff liberalization of CSG with MERCOSUR, China, Japan,
US, and EU27 separately in 2010. It provides the results on various
variables such as, trade creation, trade diversion, tariff revenue,
welfare and consumer surplus. Further, the study has also utilized a
variant of Baier and Bergstrand (2001) gravity formulation for working
out the basis of trade and export potential in CSG of Ecuador in 2010.
The study concludes that trade in CSG will help Ecuador to promote
alternative industries in the face of Global Economic Downturn. Also,
it will help countries to look for safe, alternative and reliable energy
source rather than believing in trade of crude and petroleum oil only
or investing a great deal in nuclear energy. Ecuador can direct its
social spending in promoting small industries which can provide CSG
goods (low carbon emanating goods) at low cost. The country-wise
analysis reveals that for Ecuador, as far as trade in CSG is concerned,
it is better to liberalize trade with Japan, the US and China, the main
suppliers (exporters) of CSG products. The study also finds that there
is export potential of US$34 million in CSG with respect to four Latin
American trading partners of Ecuador. The four Latin American
countries are Bolivia, Chile, Columbia and Peru. This is less than the
export potential when Ecuador liberalizes its trade of CSG with China,
Japan and the US. Finally, on the basis of Gravity Analysis, some national
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and international policies are recommended for promoting CSG goods
and limiting climate change.
Keywords: Climate Smart Goods (CSG), Trade Indices, SMART Analysis
and Gravity Analysis.
JEL Classifications: F14, F18.
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With the unfolding of the era of trade liberalisation and globalisation,
regional trade agreements (RTAs) have assumed increasing importance
as facilitators of trade between member countries. In the Asian region,
there has been an increase in the number and magnitude of RTAs
since 1990s. As India has also been a part of this growing trend, the
present study is an attempt to understand the determinants of India’s
trade (and exports/imports) with special focus on the role of RTAs of
India. We have included two significant RTAs of India, i.e. SAPTA (South
Asian Preferential Trade Agreement) and APTA (Asia Pacific Trade
Agreement). The impact of an RTA is captured through two types of
variables: a dummy variable to account for trade creation between
India and its trading partner, and another variable that measures the
age of the RTA. However, the age variables had to be dropped
subsequently due to presence of multicollinearity. We employ panel
data regression on an augmented gravity model using data over the
period 1996-2012 for 17 Asian countries which are India’s trading
partners. As some of the variables are time variant while some are
time invariant, we have used a panel generalized least square (random
effects) model. Our results show that the conventional gravity
variables such as GDP of home country, GDP of host country, per capita
income of the host country and trade openness are significant
determinants of India’s trade flows. Regarding our variables of interest,
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SAPTA is found to be a significant determinant of India’s trade
indicating trade creation resulting from SAPTA. However, variable of
APTA is found to be insignificant though positive. This implies that
while membership of SAPTA has resulted in trade creation for India’s
trade and exports; membership of APTA is acting only as a facilitator
for India’s trade rather than creating trade.
Keywords: Regional Trade Agreement (RTA), SAPTA, APTA, Trade
creation.
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WTO, OECD with many others, suggest the trade in value-added would
be a “better” measure than gross value to understand the impact of
trade on employment, growth, production, etc. We use in this work a
gravity model founded on the estimation of exports of Brazilian states
both in traditional terms of gross value and in terms of value added,
estimated from an Input-Output table for 2008. The results of the
bilateral gravity model for Brazilian states’ exports show that the main
determinants (GDP, distance, etc.) is fairly similar when the exports
are estimated in gross or in value-added terms.
Keywords: Vertical Specialization, Global Supply-Chain, Input-Output
Analysis, Brazil, Intra-National trade.
JEL Classifications: F12, F14, F15, F63, R12, R1.
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The Transatlantic Trade and Investment Partnership (TTIP) and the
Transpacific Partnership (TPP) could the biggest trade deal in the
history. The EU and the USA are in the process of, or contemplating,
to sign Free Trade Agreements (FTAs) under TTIP and TPP. As the
European Union (EU) and the USA are the biggest trading partners
of all South Asian countries, such preferential tariff arrangements
could lead to significant erosion of preferences enjoyed currently
by the South Asian Developing Countries. In this backdrop, the
main objective of the present study is to investigate the potential
economic impacts of tariff eliminations under TPP and TTIP on
various macro and trade variables of South Asian countries. In this
context, a standard computable general equilibrium (CGE) analysis
has been adopted by using the Global Trade Analysis Project (GTAP)
model and database to explore the aggregate impact as well as
sectoral implications. The analysis evinces that under complete
integration in terms of tariff elimination under these two mega
deals, South Asian countries could face tremendous negative impact
on their economy. The analysis also suggests that South Asia may
consider joining to the TPP to minimize the negative economic
impact due to arise from these mega deals.
Keywords: TPP; TTIP; South Asia; GTAP; CGE.
JEL Classification: F14, F15, F17.
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Exports have an important contribution to the economic conditions
of an economy. Considering the role of exports in Indian economy, it
contributes 24 per cent to the Gross Domestic Product as of 2012,
reflecting the significance of exports for Indian economy. However,
there are certain constraining factors in the country that restrict the
exports to reach its potential. The constraints to the exports can
include poor infrastructure facilities, inadequate governance. Another
possible determinant of India export efficiency is the extent of India’s
integration with rest of South Asia – South Asian region has a high
integration potential which is not being exploited. India’s exports to
other South Asian economies are minimal as compared to its total
exports. However, South Asian integration can provide India with huge
market for its exports with lesser transportation costs as India share
land and sea borders with most of its South Asian trading partners
thereby increasing the efficiency. Therefore, this study proposes to
follow the stochastic frontier gravity model to determine the export
efficiency for India members and thereby identify and quantify the
magnitude of possible determinants of the efficiency/inefficiency.
The analysis suggests that there is a large unobserved export potential
for India. The model indicates infrastructure, institutional quality and
intra SAARC exports as export efficiency enhancing factors for India.
Therefore, policymakers should focus on improving infrastructural
facilities – communication, transport, electricity production – and
maintaining the rule of law in the country. In addition to this, trade
policies should aim at liberalizing the trade among India and its South
Asian trading partners to achieve the export potential and thereby
reach the frontier - intra regional trade under the newly signed South
Asian Free Trade Area (SAFTA) should be promoted.
Keywords: Regional Trade Agreements, SAARC, Export Efficiency,
Stochastic Frontier Model, Gravity Model.
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India signed a Free Trade Agreement with ASEAN on 13th August 2009.
It has given rise to considerable interest among researches over the
last few years. In this paper we make an attempt to analyse the likely
impact of this FTA on the member country especially on the Indian
economy in a general equilibrium framework. Here we have used Global
Analysis Trade Project as an analytical tool to provide the possible
welfare effect at various stages of tariff liberalization. The study
reveals that both India and gain in terms of welfare change while
ASEAN’s gain in welfare supersedes the welfare gain of India. The
results also highlight the fact that the terms of trade deteriorates for
India. ASEAN’s welfare gain originates both from allocative efficiency
gain and terms of trade effect. However, major positive contribution
of welfare effect emanates from resource allocation and change in
domestic production activities reflected through allocative efficiency.
The major additional insight that we get from the analysis that India’s
allocative efficiency gain is significantly higher than that of India.
However, India’s gain in the total welfare gets reduced by its negative
terms of trade effect.
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With the decline in tariffs due to the WTO, autonomous liberalisation
and several free trade agreements, the importance of tariffs have
declined in international trade. However, with the liberalisation of
tariffs, one has observed rise in protectionism through several nontariff barriers. These non-tariff barriers in the form of technical barriers
to trade as well as sanitary and phyto-sanitary measures are governed
by the WTO rules and there have been several disputes relating to
them. The surge in regional trade agreements wordwide has tried to
look for means in resolving the negative effects of SPS and TBT through
cooperation and other agreements in the RTAs. This paper examines
the efforts being made in ASEAN and SAARC RTAs to resolve the SPS
and TBT related matters through a process of harmonisation, mutual
recognition agreements. The paper also examines if these efforts have
led to increase in intra-regional trade share and then suggests the
efforts that need to be taken in this regard.
Keywords: Regional trade, regional integration, non-tariff measures,
SPS, TBT, mutual recognition agreements, harmonisation, equivalence,
supply chain.
JEL Classification: F13, F14 and F15.
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Theoretical reasoning and anecdotal evidence from global online
retailers suggest that the digital network affects global trade patterns.
Previous research has used proxies for the installed digital capacity
to test related hypothesis, such as the number of installed Information
and Communication Technology (ICT) devices. We use a more accurate
and informative independent variable, namely kbps of installed
telecommunication bandwidth per subscriber instead of the mere
number of technological devices. The new independent variable
measures the average quality per subscriber of the connectivity
potential of countries in one coherent number (kbps), which allows
to test for the sensitivity of increasing the information flow potential.
In this sense, we test how the potential flow of information affects
the international flow of goods. We then study the relationship with
an augmented Gravity Model that considers multilateral resistance,
for a panel of 122 countries over the period 1995-2008. Regression
results show a significant effect on export performance depending
on the level of connectivity of the trading partner and the ICTs’
technology gap between them. The size of the evidence differs with
the level of economic development, proxied by GDP per capita. ICTs
seem to have a higher impact on developed countries. Estimates also
suggest a North-North polarization of world trade, given the deepening
of the digital divide. Developing countries should catch up, if they
want to increase their participation in the global trade network.
Keywords: International trade; ICTs; gravity model.
JEL Classifications: F14, F63, D83.
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Globalisation, Structural Change and Labour
Productivity Growth in BRICS Economy
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Globalisation has intensified the demand preference for quality labour,
that embodies more knowledge and competency/skill to maximise the
production on one hand, and it has also changed the life style and
consumption behaviour of the society on the other. As a consequence,
this has led significant changes in the composition and structure of
the economy, and also, the reallocation of labour. The study examines
the reallocation effect (or structural change) and the direct effect of
globalization on labour productivity growth in BRICS countries. The
study also examines the relative role of consumption factors and other
factors for the structural development during globalization. The study
uses shift–share analysis, dynamic panel data method and input-output
tables for the empirical analysis during 1990-91 to 2011-12. The findings
show that the contribution of structural change is relatively significant
in China and India. The globalization measures are found to have
significant impact on the upsurge of labour productivity growth in
BRICS, where the consumption demand predominates among the
factors of structural development.
Keywords: Globalisation, FDI, Trade, Labour Productivity, Structural
Change, BRICS.
JEL Classification: F1, J01, J08, J24, R1.
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This paper models the urban informal sector for a typical developing
economy with labour market distortion in the form of unionised urban
sector labour market and segmentation between urban informal and
formal credit markets using a four-sector static general equilibrium
framework. It has been highlighted in the literature that the growth
experience of South Asian countries such as India and Pakistan during
the liberalised regimes has primarily been driven by the productivity
take-off in the traded service sectors. The theoretical analysis in this
paper offers another attempt to predict the implications of
technological progress in the traded formal sectors on informal wage,
taking into consideration that real wage is a reasonable benchmark
to measure the well-being of the economically marginalised people
living under informal arrangements. The key model propositions are
further supported by a sensitivity analysis using plausible ranges of
parameter values for India. We also conduct empirical analysis using
data for twenty-seven Indian States (including one Union Territory)
between 1989 and 2010. Our results illustrate that the growth in urban
informal wage is significantly explained by the increase in the formal
sector subcontracting activity which in turn is a result of productivity
improvement in the formal sector. Finally we conclude the welfare
implications for the urban poor, relating urban informal wage
movements and likelihood of changes in urban poverty in recent years.
Keywords: Poverty; Technological Progress; Informal Wage; General
Equilibrium.
JEL Classification: E26; F11; F16; J46; I32; O17.
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The withdrawal of the bilateral quota under the Multi–Fibre
Arrangement (MFA), monitoring the international trade in textiles and
apparels, has been one of the most compelling trade policy reforms
carried out within the scope of global negotiations. The extent of
the withdrawal has brought in significant changes in the industrial
structures in the countries of the South, in particular for those
countries where textile, and garments industry accounted for a fair
share of output and employment. The industry is the largest
employment provider in India and records a mix of formal and informal
firms. We obtained data for 47 large firms in the country that accounts
for the lion’s share of export revenue. We showed that since the
withdrawal of quota, the industry has witnessed unprecedented
concentration of firm level activities, where most small and medium
sized firms have not been able to survive under strong price
competition from other Asian giants engaged in the production of
textiles. We generated a firm-level longitudinal data for 15 years
encompassing the period over which MFA phased out gradually. Our
results establish that the export oriented firms in India were not
affected adversely and that the aggregate wage bill also rose during
this period. The firm-level panel is supplemented by a state-level panel
between 1998 and 2008 (using the data from Annual Survey of
Industries, Government of India) to capture the more aggregative
impact of the withdrawal of MFA on the level of labour earnings in
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various States of the country. This should serve to document whether
the aggregate labour income diverges across states (or regions) thereby
offering some indication of regional inequality. One of the stark results
of this panel state fixed effects regression is that the aggregate state
level wage bill falls as the profit level rises for the industry. We also
provide a brief analytical exercise to provide a generalized structure
to this evidence. We have pointed out conditions under which removal
of quota under MFA could well raise the wage rate of workers and
generate more employment.
Keywords: Trade Policy, MFA-quota, Industrial Concentration, Wage,
Labor-cost, Regional Disparity.
JEL Classification: F13, F14, F16, J3, L6.
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We use recently released data linking labour and trade statistics (World
Input Output Database and WIOD’s Socio-Economic Accounts, 2013)
to study the patterns and determinants of sector-level skilled-unskilled
wage gaps (skill premium) in a vast European sample (EU27, 1995-2009,
13 manufacturing sectors). College- to non-college-educated workers’
wage gaps turn out to be the highest in low-tech manufacturing
sectors. We document a rise in the skill premium in EU27 until the
year 2000, followed by a decline in the subsequent decade. The
empirical model estimated indicates that this is mainly determined
by domestic (and not foreign) labour market conditions. Additionally,
we do not find quantitatively significant effects of trade on the
evolution of the skilled/unskilled wage gap in European manufacturing.
Keywords: wage gap, skilled-unskilled wage, skill premium, trade.
JEL Classifications: C62, F16, J31, J24.
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This paper extends the literature on the implications of offshoring
for the labour markets by examining its effect on wages of different
skill groups in a broad global context. Employing recent data from the
WIOD project in a wide panel data analysis (13 manufacturing
industries, 40 countries, 1995 – 2009), we found that increasing
offshoring intensity is related to wage drop of low and medium skilled
workers, while for the high skilled labour such an effect is not evident.
By decomposing global offshoring by source country, we show that
the negative impact on domestic wages is exhibited primarily through
intermediates’ imports from developing countries, mainly China and
India, whereas offshoring from more developed countries, e.g. US
can be even beneficial for the wages of middle and high skilled labour.
Keywords: wage, offshoring, input-output.
JEL Classification: F14, F16, F66, C67.
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Wage Inequality, Relative Skill Demand and
International Trade: The Colombian
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This article tries to verify whether the general results found in the
theoretical structure of Acemoglu (2003) in regard to the
relationship of trade between Developed and Less Developed
Countries holds for the case of the Colombian manufacturing sector,
during the period 2000-2007. To be precise, if increasing
international trade brings about more skill biased technical change
and therefore, trade opening brings about wage inequality (or less
wage inequality) in Less Developed Countries (LDC). Even though
Acemoglu’s theory is successful in explaining the effect of trade
between US, EU, and LDC as a whole, the author does not allow
for differences in technology among the latest, and therefore,
predictions regarding the trade effect on wage inequality are less
accurate for them.
However, I found evidence about a slightly positive change in the
relative skill demand, in the skill premia, and in the relative
productivity of skilled workers. Likewise, a difference in difference
estimator allowed finding a significant wage gap of the relative
skill intensive manufacturing sectors of around 21% or 22%. Then, a
Two Steps Least Squares estimate between the skill premia and
the relative skill demand was undertaken, using as instrumental
variables total international trade, and trade with LDC and
Developed Countries DC. Results showed a negative relationship
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between those variables; indeed, such effect is much stronger
when total trade variable is included as instrument. Such a result
remains for trade with DC, but becomes not significant when trade
with LDC is included in the model as instruments.
Keywords: Skill biased technological change, wage inequality,
international trade, manufacturing sector, emerging countries,
Colombia.
JEL Classifications: F11, F14, F15, F16.
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Financial Development Index, Trade Openness
and Economic Growth in India:
Re-Examining the Nexus
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The aim of this study is to construct a financial development index
for Indian economy and to examine the impact of financial
development index and trade openness on economic growth in India
using annual data during 1982–2012. The stationarity properties are
checked by ADF, DF-GLS, KPSS and Ng Perron unit root tests. The longrun relationship and short-run dynamics are examined by implementing
the autoregressive distributed lag (ARDL) bounds testing approach
to co-integration. Granger’s non-causality test is also used to examine
the direction of causal links among the variables. The results of
autoregressive distributed lag (ARDL) approach to co-integration
confirm long-run relationship between financial development index
and economic growth in Indian economy. This is consistent with the
view that financial development can act as an “engine of growth”
and plays a vital role in the process of economic growth. The results
of granger non-causality show that there is a significant unidirectional
causality running from financial development to economic growth and
bi-directional causality runs between economic growth and trade
openness. The present study recommends for appropriate reforms in
financial market to attain high rate of economic growth and suggests
fresh insights to policy-makers on crafting appropriate policies that
will support economic growth in India.
Keywords: Financial Development, Economic growth, Autoregressive
Distributed Lag (ARDL), India, Trade Openness, Real interest rate.
JEL Classification: G2, O16.
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FDI, Exports and Technology Spillovers: A Panel
Data Analysis of Indian Manufacturing Firms
Sandeep Kaur1 and Krishan Singh2
Assistant Professor,
Centre for Economic Studies
Central University of Punjab
Bathinda, India
Email: kaursandeep00@gmail.com
1

Research Scholar,
Centre for Economic Studies
Central University of Punjab
Bathinda, India
2

The economic reforms of 1991 have introduced a heavy amount of FDI
inflows in the manufacturing sector of Indian economy. The present
study is an attempt to examine the impact of different variables like
size of firm, import of capital goods, import of raw material, Hirschman
Herfindahl Index (HHI), disembodied technology, export intensity, age
of firm and Foreign Direct Investment (FDI) on R&D of Indian
manufacturing firms during second decade of reforms. Performance
of 315 manufacturing firms belonging to different industry groups has
been measured through R&D intensity, export intensity, Hirschman
Herfindahl Index (HHI) and sales share. Two different models i.e. R&D
dummy with the help of probit and logit model and R&D intensity
with pooled OLS, fixed effect and random effect model are run. The
study reveals that the size of firm, import of capital goods, HHI and
age of firm has a significant impact on technology, i.e. R&D during
the study period through the probit and logit model. The results of
fixed effect model asserts that import of capital goods, foreign equity,
disembodied technology and export intensity had a significant impact
on R&D during the second decade of liberalization period. Thus, the
present study suggests that greater approvals for foreign capital
inflows are required in India, for enhancing the R&D in manufacturing
sector. There must be an appropriate coordination between public
and private sector, which can improve the expenditure on R&D in
Indian manufacturing firms.
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In India, where economic, social and gender inequalities persist
historically, and where trade policies are not ‘gender neutral’ the
impact of trade policy on women must be paid serious attention to.
Today, Trade and Finance is becoming increasingly complex and gender
neutrality where fail to operate effectively in the market by use of
new technology to take their services to the common man and tap
the potential of the urban and rural sector in the developing economy.
Women are important economic actors. Trade liberalization has had a
particularly striking effect on the number of women working in
developing countries’ manufacturing sectors. As economic actors,
women wield their pocketbooks as well as their diverse skills: women
are significant consumers as well as important producers. As consumers,
they typically make purchasing decisions for themselves as well as
their families, compounding the economic impact of their decisions.
The Gender and Trade Initiative (GATI) is an initiative of the Society
for Conflict Analysis and Resolution (SOFCAR) a New Delhi
based research and advocacy organisation. Essentially, it originated
with the realization that gender and trade issues have not been
accorded their due importance by researchers and advocacy groups
alike. Often, trade policies have been characterized as gender neutral.
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However, increasingly there is a growing recognition of the fact that
the processes of globalization are associated with rapid changes in
forms of work and life and have clear differential impacts on gender
relations and outcomes. In this context, an attempt is made to examine
the Impact of Gender Neutrality on Trade and Finance in Coimbatore.
The study is carried out with the help of a structured questionnaire
administered to respondents and with the help of their responses
analysis is made thereafter, which is followed by findings of the study
with few suggestions.
Keywords: Trade, Finance, Gender Neutrality, Business and Industries,
Services Sector.
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This study empirically examines the causal relationships between
foreign aid (ODA) and economic development for India and Sri Lanka
using the annual data 1960-61 to 2010-11. The study also aims to
test the causal relationship among foreign aid with other
macroeconomic variables such as domestic investment, financial
sector development and trade performance of these countries. The
empirical results show that there is a long-run equilibrium
relationship existing between foreign aid and economic
development in both the countries. However, the direction of interlinkage between foreign aid and economic development contradicts
to each other in case of India and Sri Lanka.
Keywords: Foreign Aid, Economic Development, India, Sri Lanka.
JEL Classification: F35, O11.
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The paper empirically investigates whether developing countries
should explore the dual capacity of trade policy for protection of trade
as well as environment. We measure the effectiveness of the prevailing
“Most Favoured Nations (MFN) tariff rates applicable to lower-middle
income countries in lowering carbon emission. By applying a fixed
effects panel regression method for 40 lower middle income countries
over 16 years, we find that the MFN tariff rate helps these economies
to reduce carbon emission substantially. The results, at least on the
ground of better environmental standards, offer sharp contrast to
the efficiency argument associated with non-uniform levels of trade
protection still dominant in the multilateral trade negotiations. The
role of foreign direct investment as purveyor of clean products is also
explored.
Keywords: Carbon emission, MFN, tariff rates, panel fixed effects,
lower-middle income countries.
JEL Classifications: F11, F13, O5, Q25.
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Trade and Environment:
Do Spatial Effects Matter?
Sardor Azam
Research Fellow
Institute of Forecasting and Macroeconomic Research
Tashkent, Uzbekistan
Email: sardorazam2@yandex.ru
This study tests the suitability of spatial effects in trade. The paper
analyzes the effect of the strictness of environmental regulations on
trade performance on the basis of augmented gravity model. It
compares spatial estimates with those of OLS and concludes that spatial
effects are important. The results indicate that Spatial Error Model
fits best to the data at hand. It is shown that environmental standards
are positively correlated with trade.
Keywords: exports, augmented gravity model, environmental
performance index, spatial econometrics, multilateral resistance.
JEL Classification: C31, F18, Q56.
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The increasing levels of globalization in the world economy raise
questions about its possible impact on the environment. One of the
possible ways of linking trade and environment is Pollution Haven
Hypothesis (PHH). According to the Pollution Haven Hypothesis (PHH),
the highly polluting industries – dirty industries – will shift from
developed countries with strict environmental regulations to
developing countries with relatively lax environmental regulations.
The emission levels in the developed region of the world are stagnant
or falling over the time. Their demand for the pollution intensive goods
is met by its imports from the developing countries; the emission
levels in the developing countries have been constantly rising. This
phenomenon might be a result of existence of pollution haven
hypothesis. Therefore, it is necessary to test the existence of the
pollution haven hypothesis. However, the existence of PHH is specific
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to the trading partners being considered. In this paper, we test for
the evidence of Pollution Haven Hypothesis by analyzing the trade
between India and EU for the chemical products. Through our data
analysis, we evaluate whether the pattern of trade between these
two nations for the chemical products is consistent with what the
PHH claims. For this purpose, we computed the export-import ratios,
Revealed Comparative Advantage (RCA) index, and Export
Specialization (ES) index. Further, we have also observed the changes
in the concentration in the export sector of India and import sector
of EU. All the measures and indices used in our analysis support the
Pollution Haven Hypothesis in India-EU trade in the chemical sector.
However, this does not give a universal support to the existence of
the pollution haven hypothesis. The results of this study provide us
with policy implications for strengthening the regulatory framework
in the developing countries to lessen the regulatory gap between
the developing and the developed countries thereby limiting the
pollution haven effects.
Keywords: Pollution Haven Hypothesis, Environment, Trade, Dirty
Industries, Chemical Products, India, EU.
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How CO2 Emissions are Influenced by Scale,
Composition and Technique Effects? Empirical
Evidences from Panel Data Analysis
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The recent rise in trade flows across the globe can influence climate
change concerns through three channels. First, rise in production and
exports may necessitate greater use of energy products to sustain the
economic activities, thereby leading to higher emissions (scale effect).
Secondly, if the economic structure of a country changes through
specialization in manufacturing sectors in general and polluting sectors
in particular, greater emissions and other similar adverse climate change
consequences may follow (composition effect). Finally, if with rise in
income the economy gradually moves towards enactment of stringent
emission abatement standards and stronger regulatory policies to contain
the adverse environmental effects of growth, a more sustainable scenario
may evolve (technique effect). The present analysis intends to identify
the influence of these three effects on per capita CO2 emissions, through
panel data analysis for 130 countries over 1980-2009. The empirical findings
confirm that while both in case of lower and higher income countries
higher merchandise trade orientation leads to higher per capita CO2
emission, an opposite effect follows in case of service trade orientation.
The empirical results underline the adverse influences of merchandise
trade flows on per capita CO2 emission in countries across development
spectrum through composition and scale effects, while the presence of
technology effect is also confirmed.
Keywords: environment and trade, CO2 emissions, per capita GDP,
capital intensity, human development, democracy.
JEL Classification: F21, Q56.
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Relationship between Carbon Emission, Foreign
Direct Investment, Economic Growth, Trade and
Energy Consumption: A Study Based on Japan
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After the 2011 nuclear disaster, Japan did not sign up to the Kyoto
Protocol in order to suspend implementation of carbon emissions
reduction. Japan being the fifth largest carbon emitting country has
motivated to do this study in order to explore the long-run relationship
between FDI, trade, Carbon emissions, economic growth and energy
usage. This study empirically examines causality between carbon
emissions, FDI, trade, economic growth in terms of Gross Domestic
Product (GDP) and energy usage using a time-series data of Japan
from the World Bank for the period 1977-2012. The study explains
that there is a unidirectional causality between FDI inflow and Carbon
emissions, FDI inflows and energy usage, trade and energy usage, and
FDI inflows and trade.
Keywords: Time-series, granger causality, co-integration, Japan,
foreign direct investments, Carbon emissions.
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This study critically examines the provisions of AoA related to product
specific support through minimum support price and its implications
for food security policy in developing countries and analyse the
implications of Bali declaration related to public stockholding. It
highlights the problems faced by developing countries due to the
provisions of AoA in implementing food security policy. Though, Bali
ministerial conference has given flexibility to developing countries
to implement food security policy even if developing countries breach
the limit set under AoA, but subject to a number of conditionalities.

Proceedings of Fourth EIITF Conference

109

Trade Costs of India within Asia: Measurement
and Its Determinants
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The Gravity model of International trade establishes a fact that
international trade of an economy is highly affected by the trade
costs incurred locally and across the borders. These costs are the
difference between marginal cost of a traded commodity and its price
paid by the ultimate consumers. The measurement of this price gap,
between the supply price of a commodity and its final price, is very
cumbersome task because it needs the data on each of variable which
accumulates the price of a traded commodity from source to
destination country. The present study calculated the trade costs of
Indian economy within Asia and then later, it attempted to find out
the determinants of these calculated trade costs. For the purpose of
calculation of trade costs, the study used trade costs measure
developed by Novy (2008). The study found that trade costs of India
with its all Asian partners are declining across the whole study period.
Further, the variables, used as determinants of trade costs, namely
exchange rate, tariffs, distance, infrastructure and contagious, are
behaving in the proper way as expected. But these determinants are
unable to explain the major portion of variation in trade costs. In
other words, the non-included determinants such as, transportation
costs, non-tariff barriers and local distribution costs among others,
may have an influential role in explaining the variation in trade costs.
Keywords: Trade Costs, Novy’s Measure, India, Asia.

Indian Institute of Foreign Trade, New Delhi

110110
110

Impact of Carbon Based Border
Tax Adjustment on Trade: A Case Study of
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Carbon mitigation measures by the developed nations and the
consequent competitiveness concerns of industries arising from such
measures, have led to intensive discussion (and possible future implementation) of proposals for border tax adjustments to offset adverse
impacts arising from domestic policies. Developed countries also perceive
that absence of carbon mitigation in developing countries in the post
2012 global climate policy regime, emission intensive production units
in developed countries may relocate to the developing nations.
Such blanket measure on border carbon adjustments through
imposition of tariffs on products coming from developing nations is
felt to have a major impact on a large number of export-based
industries in developing countries. This may not only retard economic
growth in these industries in the short- to medium- term, but also,
dis-incentivize the capital scarce countries from taking any concrete
measure to combat climate change. Further, economic literature has
also questioned the efficacy of border tariff adjustment on overall
emissions and hence climate change. The paper seeks to understand
the impact of carbon based border tax adjustment on India’s export
to select EU countries (with France and Germany as case study
countries).The paper first estimates the carbon emission of major
exported goods produced in India using the latest Input–Output table.
The impact on export is then measured through suitable import price
elasticities calculated from the unit export and import values of traded
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goods in the presence of two border based carbon tax scenarios (i.e.
•20/tonne and •30/tonne).
Results reveal that the average decline in Indian exports to the study
countries, under the two tax scenarios (i.e. •20/tonne and •30/tonne),
are almost 3 and 5 per cent respectively. Given the two study countries
are major export destinations in Europe, the estimated decline in
export revenue in the presence of border tariffs adjustment would
significantly retard growth and employment in India’s SME sector that
forms the backbone of India’s manufacturing sector. Trade measures
such as BTAs are likely to be discriminatory and unlikely to serve any
useful purpose as they are likely to restrict trade without any
commensurate gain in carbon mitigation.
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Cost of products in global market depends on both internal and external
factors. Internal factors include marketing objectives, marketing
strategy, production costs whereas external factors include elasticity
of demand, customer expectations, competitive and other products,
logistics costs and government regulations. In case of international
trade, the cost of logistics plays an important role in total landed cost
of goods. Armington’s trade theory (1969, 2003, and 2004) pointed
out that non-trade cost play an important role in trade between two
countries. He identified that these primarily include the transportation
and other related cost not collected by the producer. A crude
approximation suggests that 30% of the trade cost supported by
consumers in importing countries is not incurred by the sector
producers in the exporting countries. Similarly, previous studies have
found out logistics cost have ranged from 4 to over 30 per cent of
sales (Ballou (1999).
This paper identifies six important variables, namely Value Density,
Consignment Urgency, Distance, and Perishability/Texture of
Consignment, Size of Consignment and Packing Cost that an organization
would need to take into consideration while deciding the best mode or
modes (in case of inter-modal) of Transport.
This paper aims at suggesting a Goal Programming formulation which
would assist in decision making in choosing the right Logistics mode(s)
for trade in international marketplace.
Keywords: Global Market, Trade Theory, Logistics, Goal Programming.
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Ukraine and India have a history of strategic partnerships. The
Educational Services sector has high potential to make this partnership
even stronger. Ukraine has a highly international and reputed
educational system and India has one of the highest numbers of
outbound students. Consequently, this paper aims to study the
attractiveness of Ukrainian Education system for Indian students. By
starting out with the broader concept of trade in services and then
narrowing down to India and Ukraine, this paper follows a top to
bottom approach. We have closely looked at the historical figures in
the education sector of both India and Ukraine and then finally drawn
conclusions out of it. Ukrainian education system is highly
international, developed, and effective. It is an upcoming destination
for international students. Indian students are no exception and gain
from the various advantages of studying in Ukraine. However, there
are a few areas such as visa regulation and language barriers that can
be improved so that more Indian students find it a good place to
study. Another area where both parties need to work together is
recognition of qualifications. We have tried to analyze these problems
and seek ways of overcoming them.
Keywords: Education Service, Trade in Education, India-Ukraine
Cooperation.
JEL Classification: F1, F2, F14, F19, I23, L89.
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Estimation of the Key Economic Determinants of
Services Trade: Evidence from India
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India’s international trade in services benefited immensely from the
change in policy-stance from import substitution to export promotion
post-1991, and received a further boost when India became signatory
to the WTO in 1995. Given its growing importance, this paper aims to
estimate the key economic determinants of services trade for the
Indian economy, with special reference to policy variables. The income
and price elasticities of demand for India’s services trade are initially
estimated, using the ARDL approach to co-integration, for the timeperiod from 1996-97: Q1 to 2011-12: Q4. The study finds the existence
of long-run equilibrium relationship between income, relative prices
and services trade, for the Indian economy. It was found that in the
long run, India’s services exports were found to be responsive only to
income, and not relative prices. However, in case of services imports,
both the elasticities were found to be statistically significant, and
imports were found to be more responsive to income than relative
prices. The implications of the empirical findings for India’s Current
Account Deficit and economic globalisation have been explored.
Services export and import demand functions were also re-estimated
by introducing FDI as an additional determinant of India’s services
trade.
Keywords: Services Trade, Economic Growth, Exchange Rate, FDI,
ARDL Approach to Cointegration.
JEL Classification Code: E00, F14, F21.
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This zaper would examine the impact of liberalization reforms on
productivity growth and technical performance, which is still an
empirical issue. This paper will try to develop an analytical framework
and employ it to empirically test if liberalization reforms in the Indian
service sector have raised total factor productivity (TFP) growth. In
this paper, we would also examine the technical efficiency and
technical change in the service sector. Firm-level performance in the
service sector will be measured in the form of productivity growth in
the present study. In the last two decades, the productivity growth
measurement literature has been extended from the standard
calculations of TFP employing production function framework towards
more refined decomposition methods. To overcome the shortcomings
of the growth accounting approach and to identify the components
of productivity change, techniques have been developed that are
based on the decomposition of TFP index. Malmquist index will be
used for measuring the Total Factor Productivity. Finally, the paper
would conclude with some general observations and suggestions.
Keywords: Total factor productivity (TFP), liberalization reforms,
Malmquist index approach and technical efficiency.
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The accounting services sector is one of the most important professional
services sectors worldwide. With greater emphasis on globalization and
universal international standards, the role of such services is becoming
all the more important. Almost all countries regulate and restrict
accounting services in some form or the other. However, the regulations
may not be effective and may prove counterproductive if applied without
considering the prevailing economic and market realities. Against this
backdrop, this study intends to analyze the prevailing regulatory
environment in India for the accountancy services sector. The study also
intends to suggest domestic regulatory reforms to strengthen this sector
and to build capacity in this sector to prepare it for its eventual
liberalization. It tries to make a qualitative assessment of various
regulations given non-availability of quantitative data on various aspects
of accountancy services.
The study finds that accountancy services have the potential to
enhance India’s services exports significantly and generate trade
surplus. However, the realization of such potential is contingent upon
appropriate domestic regulatory reforms. These regulatory reforms
will not only help in strengthening this sector domestically but also
enable Indian accountancy services entities to compete globally. These
reforms include (a) addressing the shortcomings in the regulatory
structure; (b) alleviating some of the constraints to the growth of
Indian firms that arise from outdated and ineffective regulations;
(c) enhancing capacity and standards; and (d) encouraging a more
global outlook and mindset. These reforms are required at various
levels in the short, medium and the long run. These changes should
go hand in hand with the changes in legislation, removal of restrictions
and skilling and training initiatives undertaken to enhance capacity.
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Bangladeshi patients visit neighbouring country India for importing
medical care. Many of them go to India for medical treatments those
available in Bangladesh. Hence, the question to evaluate is whether
the trade in health services between these two countries is originating
from substitution or complementary effects. This paper analyses this
question based on nature of health services used by Bangladeshi
patients in India and in Bangladesh. It also analyses health outcomes
and economic benefits of receiving health care abroad and in home
country. Health outcomes are measured in QALY gains calculated using
EuroQol procedure. Findings of the paper suggest that foreign health
services are complementary to national health services. Bangladeshi
patients use health services in Kolkata of India for comparatively better
treatments. Patients gain more QALY when they get treatments
abroad. Relative price of medical treatments is also lower in case of
treatments abroad. The paper concludes with the opinion that
cooperation between countries for trade in health services may reduce
cost, may make available necessary healthcare more equitable. The
trade in health services may bring in economic gain for both countries.
Keywords: Trade in Health Services; Cross-Border Health Care; Quality
of Health Care.
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The Impact of Services Trade Restrictiveness on
Trade Flows: First Estimates
Hildegunn Kyvik Nordås1 and Dorothée Rouzet2
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Senior Economist
OECD, Paris
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2Economist
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Email: dorothee.ROUZET@oecd.org
This paper provides first estimates of the impact of services trade
restrictions on trade in services as well as trade in downstream
manufacturing industries. It uses newly released OECD data on services
trade restrictions (STRI) which cover 40 countries and 18 services
sectors. The paper briefly presents the STRI indices followed by a
descriptive analysis of how the STRI scores relate to various indicators
of sector performance. A standard gravity model is next enhanced by
including the STRI indices in a cross-section regression analysis.
Services trade restrictions are negatively associated with imports of
services, as one would expect, but restrictions have an even stronger
negative effect on services exports. A probable explanation is that
restrictions are negatively associated with competition and sector
performance. Consequently, services suppliers are less competitive
abroad. The paper next analyses the relationship between the STRIs
and trade in downstream manufacturing industries. A negative
relationship is found between the indices and exports, imports and
intra-industry trade in goods. The statistical significance and the
elasticities vary across services and goods sectors in ways that make
intuitive sense.
Keywords: Trade in services, services trade restrictions, regulatory
spillovers.
JEL Classifications: F13, F14, F68.
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SECTION I

TRADE THEORY AND POLICY

Competitive and Comparative Advantage:
Towards A Unified Theory of International Trade
Bernard C. Beaudreau
Department of Economics
Universit_e Laval
Qu_ebec, Canada
Email: bernard.beaudreau@ecn.ulaval.ca
The field of international business/economics is largely dualistic in
nature. On the one hand is the economics literature which has, for
two centuries, focused on the notion of comparative advantage
(technology, factor proportions) while on the other hand is the
business literature which has recently developed the concept of
competitive advantage. Attempts at reconciling the two have been
few (Neary 2003, Dev Gupta 2009). This paper presents a reconciliation
based on global value chain/supply chain analysis and the concept of
vertical comparative advantage (Beaudreau 2011), comparing and
contrasting these two approaches. It is shown that the theory of
competitive advantage’s epistemological comparative advantage lies
with its “how to” approach to developing an advantage, while the
theory of comparative advantage’s epistemological comparative
advantage lies with its account of “what is” and that both are
complementary. However, it is also argued that the failure to recognize
this complementarity as well as the shortcomings of each have
prevented and continue to prevent the emergence of an integrated,
empirically-consistent theory of international trade – in short, take
advantage of the gains from epistemological trade.
Keywords: Comparative Advantage, Competitive Advantage,
Synthesis.
JEL Classifications: D24, L60, O3, O4.
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Does Ex-Post Export Data for
Differentiated Products Reveal the
Existence of Product Cycles?
Ranajoy Bhattacharyya1 and Bimalendu Mandal2
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Research Scholar
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We estimate international product cycles as shifting product spaces
by using 1976 to 2010 UN Comtrade data on all differentiated tradable
products in all countries. We use a product space approach (Hidalgo
et al., 2007) to identify the representative product baskets of high middle- and low-income countries and then use these baskets to
identify the patterns of change in comparative advantage of countries
over time. We find evidence of a product cycle in two senses: First,
high- middle- and low-income countries differ in comparative
advantage, and high-income products migrate to the middle-income
basket. A similar pattern is observed for middle- and low-income
countries. Our estimation of the lag shows that middle-income
countries tend to quickly take up the products of high-income
countries, but low-income countries take a longer time absorbing
these products. Thus, the gap between low- and middle-income
countries is considerably higher than that between middle- and highincome nations.
Keywords: Product Cycle, Comparative Advantage, Representative
Product Basket.
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Contracting and the Division of
the Gains from Trade
Andrew B. Bernard1 and Swati Dhingra2
Tuck School of Business at Dartmouth
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This paper examines the microstructure of import markets and the
division of the gains from trade among consumers, importers and
exporters. When exporters and importers transact through anonymous
markets, double marginalization and business stealing among
competing importers lead to lower profits. Trading parties can
overcome these inefficiencies by investing in richer contractual
arrangements such as bilateral contracts that eliminate double
marginalization and joint ventures that internalize business stealing.
Introducing these contractual choices into a trade model with
heterogeneous exporters and importers, we show that trade
liberalization increases the incentive to form joint ventures, thus
raising the profits of exporters and importers at the expense of
consumer welfare. We examine the implications of the model for
prices, quantities and exporter-importer matches in Colombian import
markets before and after the US-Colombia free trade agreement. US
exporters that started to enjoy duty-free access were more likely to
increase their average import price, decrease their quantity exported
and reduce the number of import partners.
Keywords: Heterogeneous firms, exporters, importers, vertical
integration, contracts, consumer welfare.
JEL codes: F10, F12, F14.
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India’s Vertical and Horizontal Intra-Industry
Trade during Post-Liberalization Period
Hemangi K. Kelkar1 and L.G. Burange2
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Post-liberalization era has witnessed a rise in India’s foreign trade.
Much of this growth in trade is intra-industry in nature. This paper
attempts to analyze the nature of India’s intra-industry trade for the
period 1990-91 to 2012-2013 at 8-digit level. On the basis of product
quality, trade has been segregated into vertical and horizontal intraindustry trade. Significant growth in intra-industry trade depicts that
the process of trade liberalization favoured the reallocation of
resources within the same industry rather than between the
industries. In addition to this, segregation of IIT shows that India is
mainly exporting products with high product differentiation. India
mainly exports products of low unit value and imports the products
of high unit value. As a result, the low-quality vertical IIT has increased
as compared to high quality vertical IIT. However, the decelerated
share of low-quality vertical IIT and increase in the intra-industry trade
of horizontal product differentiation showed that India is improving
on quality ladder of traded products.
Keywords: Intra-industry trade, horizontal, vertical, product
differentiation.
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RCA Indices, Multinational Production
and the Ricardian Trade Model
Kaveri Deb1 and William R. Hauk, Jr.2
Research Scholar
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Assistant Professor
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The practice of using Revealed Comparative Advantage (RCA) Indices
to determine the flow of goods trade among countries is well
established. But an important issue that demands attention is whether
the RCA indices reflect the essentials of comparative advantage theory.
Deb and Basu (2011) examined the consistency of alternative RCA
indices with the Heckscher-Ohlin theory of comparative advantage,
leaving scope for re-examination of the indices in the context of the
Ricardian comparative advantage theory, which insists on relative
factor productivity differences among countries contrary to
Heckscher-Ohlin’s relative factor endowment differences. The other
issue which has been overlooked in much of the existing literature is
the importance of value-added trade. With the growing importance
of global production chains, RCA indices based on gross export values
may not portray an accurate picture of the underlying comparative
advantage of countries. In this context, adjusting the RCA indices to
incorporate domestic value-added in exports seem to be quite
relevant. This paper explores the consistency of RCA indices based
on domestic value-added in exports with the Ricardian theory of
comparative advantage using a panel data approach. A brief review
on the structures of alternative RCA indices is also provided. The
Log-of-Balassa index is found to be the best performer in this empirical
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examination, although the deficiencies of the index for cross-country
or cross-commodity comparison must be acknowledged. The index of
Yu, Cai and Leung (2009) does possess the latter feature but in our
study its performance is quite poor and hence its consistency with
the Ricardian theory of comparative advantage is questionable.
Keywords: Revealed Comparative Advantage Index, Ricardian Theory,
Exports, Value-Added Exports.
JEL Classification: F14, C12.
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Trade Among BRICS Nations: An Examination of
Growth, Structural Changes and Potential
Amarjit Singh Sethi1 and Gagandeep Kaur2
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Research Student
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Based on secondary data for 17 years’ period from 1995–2011, this
paper aims at examining pattern of structural changes and potential
of trade among BRICS nations in the aftermath of policy reforms.
Pattern of structural transformation in the composition (in respect of
10 major commodities) of India’s trade with other BRICS countries
was assessed through traditionality analysis based on the computation
of the indexes  i (due to Piñeres and Ferrantino, 1997) and i (due to
Sethi, 2001). Potential of Inter-BRICS trade was examined through
general gravity model, using balanced panel data estimation technique.
Choice between fixed and random effects modelling was made through
Hausman test. As regards main findings, the highest and the lowest
compound growth rate in aggregated exports was experienced by India
and South Africa, respectively. However, in respect of imports, the
highest compound growth rate was experienced by China, followed
closely by India, but the lowest growth rate was experienced by Brazil.
Rates of growth in India’s selected commodities exports to other BRICS
countries were significant in respect of a majority of the exported
commodities to China, Brazil and South Africa; but the exports to
Russia showed significant rate of growth in respect of only a few of
the commodities. As regards the pattern of structural changes in India’s
major commodities exports and imports to/from other countries in
the BRICS group, the most traditional items were observed to be very
much peculiar to the country in question. Further, as regards the
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estimation of the generalized gravity model, the Wallace-Hussain (1969)
version of the random effects modelling happened to be more suitable
(from the angle of consistency and efficiency) than fixed effect
modelling. As per the estimated model, an improvement in the level
of GDP among a given pair of member countries in the BRICS group
induced a significant boost in the inter-countries trade, thus implying
that the intra-BRICS trade is likely to improve perceptibly with
liberalization of trade barriers among the member countries. Impact
of the sizes of the population of the two countries in the pair on
openness of trade was also significant, although meakly. However,
physical distance among the member countries induced an indirect
but non-significant effect on the extent of bilateral trade. Growthpromoting policies coupled with ernest steps to improve Indo-China
relations would expectedly give an impetus to trading among the BRICS
nations.
Keywords: Trade; BRICS; Structural Changes; Traditionality Index;
General Gravity Model; Fixed Effects Modelling; Random Effects
Modelling; Hausman Test.
JEL Classification: C13, C23, F14, N70, O57.
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Determinants of India’s Intra-Industry Trade:
A Panel VAR/VECM Approach
Amit Srivastava
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Intra-Industry Trade (IIT) has become an important part of international
trade not only for India but also for the world. It is supposed to be better
than inter-industry trade because comparative advantage is not mandatory
and adjustment costs are lower. It becomes imperative for a country to
identify its determinants so that it can formulate the trade policy in such a
way which helps in reaping the advantages of IIT. The present paper tries
to identify the determinants of different types of India’s IIT with different
country groups. The paper employed panel VAR/VECM model to find out the
cause and effect relationship between the determinants and IIT. The data
is ranging from 1991 to 2013 and the findings reveal that India need to
focus on its trade policies in line to get maximum benefits from IIT.
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Has Protection Really been for Sale in India?
An Empirical Investigation
Amrita Saha
PhD Student
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This paper tests the standard protection-for-sale (PFS) model by
Grossman-Helpman (1994, GH henceforth) for India using data from
1990 to 2007 to explain the political economy of trade protection in
India since liberalisation. The contribution is essentially the following.
First, it estimates the PFS for India using a unique dataset and
attempts to overcome various empirical issues outlined in literature.
Second, it performs cross-sectional analysis for several years separately
along with panel regressions for the selected time period. Third, it
offers a structural interpretation of the political economy factors of
trade liberalization in India based on changes in government
preferences across time.
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Immigrant Networks and Trade:
Indian Diaspora in the World and its Role
on the Indian Bilateral Trade
Kusum Mundra
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E-mail: kmundra@andromeda.rutgers.edu
The area of international trade and the immigrant Diaspora has recently
seen many studies exploring the role of immigrant networks on the
bilateral trade with the immigrants’ home country. Beginning with
the work of Gould (1995) there have been many research papers
establishing the pro trade effect of immigration on trade for different
immigrant receiving countries and for both exports and imports. Trefler
(1995) points out that there is a case for home bias in consumption as
a source for missing trade and Grief (1993) and Rauch & Casella (1998)
have shown that business and social networks can help in reducing
informational trade barriers. Immigrant population living in a country
provides the social and co-ethnic networks that facilitate trade with
their home country by removing some informal trade barriers and
lowering transaction costs to trade. The literature has found strong
evidence that the immigrant based networks have a positive effect
on bilateral trade for the US (Gould 1994; Dunlevy and Hutchinson
1999; Dunlevy 2004; Rauch 1999; Herander and Saavedra 2005;
Bandyopadhyay et al. 2008), for Canada (Head and Reis 1998) and for
UK (Girma and Yu 2002), Piperakis (2007) for EU-15 countries to name
a few. Murat and Pistoresi (2010) find that networks of Italian emigrants
in foreign countries boost Italy’s bilateral trade with the emigrant’s
destination countries.
In this paper we have focused on the effect of the Indian emigrants’
network on India’s bilateral trade with its trading partners. Even if
India has a large emigrant population around the world any such study
looking into the effect of the emigrant networks on India’s bilateral
trade is missing from the literature. This paper will not only add to
the literature looking at the effect of emigrant and immigrant networks
on trade but also on the various effect of Diaspora (here Indian
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Diaspora) on the economy (both on India and the immigrant
destination countries) through trade. It is also well known that the
effect of immigrants on trade varies with the type of good.
Rauch and Trindade (2002) show that the ethnic Chinese populations
increase bilateral trade between countries but more for differentiated
goods than for the homogeneous goods. In this paper we will use
data for the years 1990 and 2000 and use UN trade data at the SITC 3
level to analyze the effect of the emigrants on trade and classify goods
into differentiated and homogenous groups. Indian migration data to
various countries, primarily OECD countries, will be obtained from
the World Bank Global Bilateral Migration Database. The empirical model
will be based on the gravity model of trade on the lines of Mundra
(2005, 2014).
The present paper shows that the effect of immigrant networks vary
with the heterogeneity of the immigrants based on their occupation
(Mundra 2014) and education (Felbermayr 2009). Another contribution
of this paper to the literature will be to analyze how the effect of
emigrant networks varies with the level of education and gender of
the emigrants.
JEL Classification: F22, F11, J10, J61.
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