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India faces its
Berlin Wall
moment in trade
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i In1989, when the Berlin Wall came
¢ down, many who saw the toppling

¢ concrete slabs knew the word order
¢ had suddenly changed. Intheyears
£ that followed the felling ofthat Cold
i Warsymbaol, econormic growth and
¢ tradeinterdependence expanded

{ plobally, and mostAsian economies
£ grew at double- digit rates.

i While 2009 s not 1989, it
neverthel ess has a similar fieel
about it.

With the World Trade
Omganisation (W TO) becomingless
effective, itwill nolonger be able to
enforce theglobal trade rule book,
which hasunderpinned the
spectacular growth in intemational
trade thatwe have witnessedin the
pastthree decades.

The global trade regime withouta
refereelike the WTOisnot really a

i regime if the largestplayersinthe
i systemarenot interested inplaying
¢ by the nales any more.

Inthis slow- motion Berlin Wall
moment, the global trading sy stem
t iscollapsing, with major countries
putting up barrie rs totradewvia
adhoe tariff barriers.
¢ Companies consequently are
scramblingtofigure out how to
respond. The system that has
allowed firms to bemultinational
andlet eventiny companies buy
and sellto global customersis
under threat.

This hasa chilling effect on the
investment climate so criticalto
growthas firms hold back for fear
of growing trade risks.

WHY THE RCEP MATTERS
WhileAsia hasbeenanexporting
powerhouse for decades, Asian
countries havenot been
particularly focused on buying and
selling goods and senvices to their
neighbours. This is changing.

For Asia, it means redirecting
trade away fromtraditional final
marketsinthe United Statesand

t Keeping inmind the coming
: disruptions inthe global trade

¢ Korea, Thailand and Vietnam) are

¢ traditional Western markets
i become less dependablein future.

i with the country’s traditionally
i protectiomistindustrial sector. It :
i doesnotseem to understandthe

Europetowards greater intra- Asian
Cconsumprion

Omething that is missing,
howeever, is astnacture to manage
an evolvingeconomic landscape for
Asia. The existinginstitutional
arrangementsand current host of
regionalfree trade agreements do
not suit a furure order weny well.

regime, 16 countries have spent
years workingon a comprehensive
trade arrangement for Asia: the
Regional Compre hensive
Economic Partnership (RCEF). The
16 member governments (Australia,
Brunei, Cambodia, China, India,
Indomesia, Japan, Laos, Malaysia,
Myanmar, New Zealand, the
Philippines, Singapore, South

struggling to complete ne gotiations
by Mowermber,

THEIMDIAN HURDLE

Thestakes for the RCEP are greater
than most Asian participants
imagine, ForIndia, itis ev en more
s0- itsnext stage of growth
requires asecond growth engine of
export s to Asianmarketsasits

Andyet, asthe 16 Asian countries
striveto conelude thistrade
agreement by Movember, India is
seen by othersas astumblingblock.
India’s delayingtactics have
exasperated participants tothe
extent that thereis assrous option
nowofsigning the REEPwithoutit.

The bureaucracy inIndia isseen
as inwardly focused and in league

give and take inevitable inamy
trade agreement.

The political sy stem is unable to
riseabove these domestic
concerns, although many
policymakers see the inevitability

of signing up to the RCEP for access
to growing Asian markets.

Shornofbureaucratese, India's
current objections are primariby
i finld:
= Momajorsupport forits

competitive service industry,

especially freer movement of
professiomnals,
= The threat of Chinese exports
overwhelmingits d omestic
industry.
Indiaalso fears the threat posedby
Australia toitsagricultural trade.
Thefear of competition from China
andAustralia is not unique to India,
butother countries consider the
longer-term advantages of
comprehensive access to all Asian
markets as more important than
the protection of inefficient
domestic industry.

15 India right inits objections
aboutthe service sector? India's
serviceindustry has traditi cnalby
done verywellin the
English-speaking world, with its
biggest gains inthe US and the 7K.
Baut its impact on the
non-English-speaking world has
beenatbest marginal. Asia, with
few exceptions, is largely
non-Englishspeaking. Amy
coneession besides better business
visa regimes for travelling
executives is pointless as the Indian
ITindustrywill (and is already)
recruiting locals toimple ment
service obligations.

Thethreatof Chinese dumping is
mare real though. Indianeeds a
strategy ofgive and take with China
to resobre this. One way would be to
insist on eady harvest itermns with
China where India is competitive,
such as IT, media, aubo compone nts
and generic pharmaceutical
products.

Additicnally, it should negotiate
with the Chinese to agree toa
longertime spancof, say, 10 years
for opening up specific sectors in
India, for example, steel. Dittowith

Australiaand New Zealand onthe
agricultural sector.

India needs political int envention
at the highest level to break this
logjam and be seen to be proactive
and sincere inits RCEP
negotiations,

In1991, India openedits closed

i economy boldly to foreigners,
i regardlessof ohjections fromits

domestic industry, and signed on to
the WTC. Theresultwasa
spectacular growth spurt for two
decades.

Another such 1991 moment
awaits inthe RCEP. Ik isthe only
readily available platform for
managing trade and economic
issues inAsia.

Failure toget the RCEP done now
will be more thana missed

1 opportunity for India. Without the
1 RCEP, India’s inte gration with

fast-growingAsiawillbe
incomplete. Its plans to attract
Asian sup ply chains - currently
centred inChina - to buildand
growits manufacturingbase will
remainonpaper. Foreign imestors
will be betterassured knowing that
Indian policy willbe tethered o the
RCEPphtform and policy reversal
will be avoided.

Withathumping electionwin

} behind him, Prime Minister

Marendra Modi has the backing of
the nationto take the bold steps he
is knowm fior, to “Act East"rather
than just “Look East™.

Thisis India's Berlin Wall
moment. How it decideswill
determineits fate for decades to
come.
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