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ABSTRACT

The globalisation wave gave rise to a number of regional arrangements. The concept
of economic regionalism expanded the importance in international trade as well as
regional diplomacy. In present world, no nations survive into economic isolation.
So, Trade liberalisation alone is not a sufficient condition for countries to turn to
either single or multiple “Regional Integration Arrangements” (RIA). The huge
pressures of globalisation are forcing nations to seek greater efficiency through
larger markets, increased competition, access to superior technology, and greater
investment channels through RIA’s. Within such arrangements, there is also desire
to assist neighbouring nations for mutually beneficial reasons, as well as to take
anticipatory action against the spill over of unrest and mass economic migration.
The compelling logic of regional groupings, coupled with the obvious failure of
SAARC and the near debilitating East Asian crisis of 1997, collectively contributed
to the formation of BIMSTEC. The BIMSTEC (Bay of Bengal Initiative for Multi-
Sectoral Technical and Economic Cooperation) grouping, brainchild of Thailand, is
a unique initiative in sub regional economic cooperation. It has the distinction of
combining five geographically contiguous countries of SAARC with two of
ASEAN, thus creating a vast scope for regional development. BIMSTEC is a
relatively young organization among the various regional and sub-regional grouping
in Asia. The creation of BIMSTEC can be accredited to two things one is the
breakdown of SAARC to form a energetic regional environment for trade and
economic cooperation and second concern is ongoing procedure of liberalization of
South Asian economies worried to find out latest markets in the ASEAN region as
alternative of SAARC, whose scale is restricted due to non-economic aspect that is
improbable to alter in the close future. One more aspect, which might be cited for
the creation of this bloc, is Thailand’s craving to set up strong grip on the Indian
subcontinent as of escalating competition it has been facing in the ASEAN markets.
The approach of South Asian nations to establish connection and enlarge economic
cooperation shows their purpose to support economic associations with the ASEAN
countries. BIMSTEC might be used as instrument for South Asian nations to set up
and enlarge a good quality relationship with the ASEAN nations. India’s keen desire
to promote regional cooperation in the South Asian region had been fulfilled after

obtaining membership in regional grouping of the BIMSTEC. India’s role is pivotal
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in the evolution and growth of BIMSTEC regional grouping. The present study
conducted for identifies the India’s trade development with BIMSTEC member
countries on the basis of trade performance and providing the policies formulation to
gain from the integrations. To analyse the empirical analysis of trade performance
among BIMSTEC nations with reference to India. India’s approach to the
BIMSTEC is one of the reasons for its progress. Being a founder member and the
largest member in terms of population as well as territory, India despite being
preoccupied with the idea of getting its partnership with ASEAN enhanced made
efforts to live up to the expectation of its colleagues in the BIMSTEC and to carry
forward the BIMSTEC vision of mutually beneficial regional cooperation. Mutual
cooperation in numbers of area in the BIMSTEC region are more or less covered by
India bilateral economic relations with individual economy and this foster the rate of
economic growth by tapping regional synergies. The present study has been focus
on the analysis of BIMSTEC and India and performance of trading bloc named
BIMSTEC, grouping of seven nations including India as regional bloc and impact of
BIMSTEC on India’s trade. For this purpose secondary data since 1997 has been
used from various authentic sources. These are UNCTAD, UNCOMTRADE, World
Bank, Trade Map, World Trade Organization (WTO), and BIMSTEC.org etc. For
empirical analysis of trade performance among BIMSTEC nations with reference to
India Compound Annual Growth Rate, Percentage Share, Real Value of Exports etc.
have been be used to calculate the performance of BIMSTEC nations before and
after formation of the bloc. To perform the empirical analysis various statistical and
econometric methods/models such as Granger Causality, Gravity Model, ARIMA
model, Revealed Comparative Index (RCA), Intra Industry Trade Index (IIT) has
been used. The scope of study has been limited to trade performance of BIMSTEC
nations. To concluding, BIMSTEC nations are prosperous in resources, but they
remain underdeveloped and disengaged from Asia's development story. Although
the member nations of BIMSTEC are linked by regional cooperative process, and
remained on the margins of Asian market integration. The high potential of mutual
trade with rest of the world has remained unexploited for various hurdles such as
lack of shipping and road connectivity. For making BIMSTEC a "vibrant regional
entity", there are needs to revitalize coastal shipping preparations and inter-modal
transport, practices that had flourished in the past, for easy flow of goods and

services.
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CHAPTER -1
INTRODUCTION

The first chapter begins with the background of the study and portrays the reason
justifying the selection of this topic for Research. The chapter entails the scope of
international economics and economic integration in a precise manner. Furthermore
the chapter sheds light on the status of the BIMSTEC economies, objectives of the
study, research methodology, data sources, relevance of the study, and the chapter
scheme of the study. The main focus of the chapter is to present deeper insight for

research topic.
1.1. INTRODUCTION

In present world, no nations survive into economic isolation. Each and every aspects
of economy- its industries, service sector, employment and levels of income, and
living standard are associated to the economies of its trading cohorts. This
association takes the shape of international arrangements of goods and services,
labor, business venture, investment funds, and technology. The high level of
economic interdependence between economies reflects the historical advancement
of the world’s economic and political regulation (Carbaugh, 2008). International
economics continues to flourish present world because the analytical and policy
issues that brought it into being still demand attention. International economics deals
with those international forces which influence the domestic economic conditions as
well as those which shape the economic relationship between countries world
economic integration and transition. International economics which emerged as
‘Specialistic’ field of economic long ago, has developed in depth and width over a
time by a lot of theoretical and descriptive contribution. The global economy is
made up of large number of politically independent nations which have different
type and degree of interdependencies and very diverse economic characteristics

between and within them.

There are various factors which promote global economic integration and among all
those international trade holds more importance. All the factors of production are not

adequately available in a country. For grafting their varied needs, countries engage



in international trade. It serves as an essential engine of economic growth and
development. The world economy has changed rapidly both in horizontal and
vertical spectrum. The changes in the world economy have made it clear that no
nation can isolate itself completely from the rest of the world and survive. The
recent explosion of the information technology has generated new waves of
dynamism and reduced virtually the entire world into a global village. This process
of increasing economic integration and growing economic interdependence among
the nations of the world is widely known as globalization. By emerging in global
trade, all nations can use its assets most proficiently, focused on the activities i.e.
best suitable to pursue and can obtain significant economies of scale. The global
trading system has been witnessing a proliferation of regional economic integration
scheme or trade blocs also known as Regional Trade Agreements (RTAs) designed
to achieve various economic and political purposes. The growth of RTAs has been
very rapid, particularly since 1990’s. The total number of RTA up to 2016 was 291
notified to GATT/WTO. A large additional number of RTAs are expected to become
operational and substantial and 583 RTAs are proposal under negotiation (World
Trade Organization, 2016). As the latest quick development of RTAs begin in

1990’s but the seeds of development were arguably sown in 1980’s.

Regional collaboration is a stepping stone for economic integration in a geographic
region. It might be market determined integration with no some explicit accord
implying that personal zone is energetically engaged in bringing convergence
between the economies. Economic integration might also be pursuing through
cooperation agreements between the nations of the region which are mostly policy
induced integration. Several regions across the world are engaged in inclusive
economic corporation agreements. Balassa (2006) defines economic integration as a
‘process’ and as a ‘state of affairs’. Regarded as a process, it encompass measures
designed to abolish discrimination among economic units belonging to different
national states. Viewed as a state of affairs, it can be represented by the absence of
various forms of discrimination between national economies. The more frequent
used forms of agreement are Preferential Trade Area, Free Trade Area, Custom
Union, Common Market, Economic Union, and Economic Integration. Different

forms of integration represent different level of integrations. The number of RTAs



signed among developed and developing nations has enlarged over the years. The
European Union played a key role in this respect through a chain of agreements with
number of countries including Turkey, Mexico, South Africa and Chile. The EU is
the largest trading bloc worldwide. More than half of the trade now occurs within
actual or prospective trading blocs. More than one third of world trade already takes
place within the existing Regional Trade Agreements (Cherunilam, 2006). The
history of economic integration starting with the formation of European Union, the
European Free Trade Association, the North American Free Trade Area, and the
Southern American Common Market and after that economic integration among
developing nations and among republic of the former Soviet Union came into force
(Salvatore, 2004). As quoted by Cherunilam (2001), economic integration covers
several kinds of arrangement by which two or more countries agree to draw their
economies closer together. All of the agreements have one common features i.e. the
use of tariffs to discriminate against goods among different countries. This type of
discrimination is achieved by according preferential treatment to the goods produced

by the other member countries. The major trade blocs in the world are:

Table 1.1: Major Trading Blocs in World

Regions Name of Trading Blocs

In Europe Region The European Union (EU), The European Free Trade
Agreement (EFTA), The European Agreements, and The
European Economic Area (EEA)

In United State (US) | North American Free Trade Agreement (NAFTA), The
Canada-US Free Trade Agreement (CUSTA), and The US
Israel Free Trade Agreement.

In Asia The Association of Southeast Nations (ASEAN), The
ASEAN Free Trade Area (AFTA), The Australia-New
Zealand Closer Economic Relations Trade Agreement
(ANZCERTA), SAARC (South Asia Association of
Regional Cooperation), and BIMSTEC (The Bay of Bengal
Initiative for Multi-Sectoral Technical and Economic
Cooperation).

Contd. ...



Regions Name of Trading Blocs

In Latin America The Common Market of the South (MERCOSUR), The
Central American Common Market (CACM), The Andean
Pact, The Latin American Integration Association (LAIA),
and The Caribbean Community and Common Market
(CARICOM) in Sub-Saharan Africa, West African
Economic and Monetary Union, Customs and Economic
Union of Central Africa, The Common Market of Eastern
and Southern Africa (COMESA)/Preferential Trade Area for
Eastern and Southern African States (PTA), The Southern
African Customs Union (SACU)

Source: World Trade Organization

Regional economic integration between developing nations is advocate in the
context of preferential and free trade arrangements, specialization, economies of
scale and enlargement of markets, as most of these countries cannot attain in
isolation. Unlike the accomplishment of economic integration among the developed
nations, regional groupings in the developing world are by and great successful,
barring the ASEAN which is often commended as a model of third world regional
cooperation. The SAARC, the other most important regional grouping in Asia but
slow rate of progress in the SAARC was main cause for the formation of BIMSTEC
in Asia. The BIMSTEC grouping, brainchild of Thailand, is a unique initiative in
sub regional economic cooperation. It has the distinction of combining five
geographically contiguous countries of SAARC with two of ASEAN, thus creating a
vast scope for regional development. BIMSTEC is a relatively young organization

among the various regional and sub regional grouping (Upreti, 2007).

Fig. 1.1 : The major regional blocs in Asia.

BIMSTEC

Source: Asia.org




Figure no. 1.1 explained the relationship between various Asian regional trading
blocs. It depicts that India is a part of various regional trading blocs exist in Asia.
India is member of SAARC (South Asia Association of Regional Cooperation),
MGC (Mekong—Ganga Cooperation), and BIMSTEC (Bay of Bengal Initiative for
Multi-Sectoral Technical and Economic Cooperation). India’s has trade relation with
others regional trading blocs in Asia such as ASEAN (Association of Southeast
Asian nations), ECO (Economic Cooperation Organization), ACD (Asia
Cooperation Dialogue), GCC (Gulf Cooperation Council), and SCO (Shanghai

Cooperation Organization).

The Bay of Bengal Initiative for Multi-Sectoral Technical and Economic
Cooperation (BIMSTEC) is an international organization linking a cluster of nations
in South Asia and South East Asia. These are: India, Thailand, Bangladesh,
Myanmar, Sri Lanka, Bhutan and Nepal. The Bay of Bengal is a bay that forms the
north-eastern part of the India’s oceanic. It resembles a triangle in form bordered by
India, Sri Lanka, Bhutan, Bangladesh, Myanmar, Thailand, Malaysia and Indonesia.
In 1990s these countries determined to get engaged in a regional corporation with a
view to attain superior economies of scale in production, achieve specialism, boost
competitiveness, expand export basket and make exploit of their under-utilized
economic impending in terms of human being, technological and natural resources
with lesser potential of back-sliding. On 6 June 1997, a new sub-regional alliance
was created in Bangkok and given the name BIST-EC (Bangladesh, India, Sri
Lanka, and Thailand Economic Cooperation). Myanmar present at the foundational
June gathering as an spectator and connected the organization as a complete member
at a Special Ministerial conference held in Bangkok on 22 December 1997, upon
which the name of the alliance was changed to BIMSTEC. BIMSTEC was initiative
with the objective to merge the 'Look West' policy of Thailand and ASEAN with the
'Look East' policy of India and South Asia. So BIMSTEC can be explaining as
association among ASEAN and SARRC. The uniqueness of BIMSTEC is in multi-
sectoral approach compared to other Asian blocs. Seven members of BIMSTEC
cover up fourteen main concern sectors escort by member nations in a voluntary
approach, 1i.e., Trade & Investment, Technology, Energy, Transport &

Communication, Tourism, Fisheries, Agriculture, Cultural Cooperation,



Environment and Disaster Management, Public Health, People-to- People Contract,
Poverty Alleviation, Counter-Terrorism & Intercontinental Crimes and Climate
Change. The main thing that makes BIMSTEC dissimilar as of other organizations
is that BIMSTEC represent one of the most varied region of the world, be it the way

of life, religion, language, or culture.

Table 1.2 : Area or Sectors of Cooperation in BIMSTEC Alliance

Sectors Led By: (Country Names)

i. Counter-Terrorism and Transnational

Crime )
B ) India
ii. Natural Disaster Management and

Environment
1. Public Health )
- Thailand
ii. People to People contact
Poverty Alleviation Nepal
Culture Bhutan
Agriculture Myanmar

Source: BIMSTEC.org

BIMSTEC has visibly recognized issues of development and common concern into
fourteen main concern sectors which covers a diversity of facets of 'development'
and the issue of general concern like counter-terrorism and intercontinental crime.
The seven new sectors were discussed in the 1*BIMSTEC summit and there has

been various activities to augment those co-operations always ever since.

Historically, the Bay of Bengal space has been an integral part of India’s strategic,
economic and civilization areas of interest and consciousness. BIMSTEC was
formed at the time when the process of globalization was sweeping the world. At the
end of cold War, the nonaligned movement lost its relevance. China had emerged as
a strong economy. WTO had been formed in 1995. SAARC, the South Asian
regional organization, which was formed in 1985, was not making any headway due
to mutual dissensions and mistrust of member countries. This was broadly the

international and regional scenario when BIMSTEC was being conceived and




formed in 1997. The creation of BIMSTEC can be accredited to two things one is
the breakdown of SAARC to form an energetic regional environment for trade and
economic cooperation and second concern is ongoing procedure of liberalization of
South Asian economies worried to find out latest markets in the ASEAN region as
alternative of SAARC, whose scale is restricted due to non-economic aspect that is
improbable to alter in the close future. One more aspect, which might be cited for
the creation of this bloc, is Thailand’s craving to set up strong grip on the Indian
subcontinent as of escalating competition it has been facing in the ASEAN markets.
Although BIMSTEC came into reality very recently, its creation can be traced back
to mid-1960s, when together India and Sri Lanka were invited to join ASEAN but
declined. In 1981, Sri Lanka made vain effort to join ASEAN, but it was mutually
India and Pakistan which obtained Dialogue Partner status in 1993. The approach of
South Asian nations to establish connection and enlarge economic cooperation
shows their purpose to support economic associations with the ASEAN countries.
BIMSTEC might be used as instrument for South Asian nations to set up and
enlarge a good quality relationship with the ASEAN nations (Devi, 2007).

According to the Bangkok announcement on the organization of BIST-EC, the
ultimate goals and orientations of BIMSTEC grouping are to form an sustainable
environment for fast economic development, to enhance societal advancement in the
sub-region, to encourage energetic association and joint aid on matter of general
interest, to support all other in the appearance of training and research services, to
assist more efficiently in mutual efforts that are encouraging of, and complementary
to, nationalized development strategy of associate nations, to preserve close and
advantageous assistance with presented international and regional organizations, to
support in projects that can be deal with mainly prolifically on a sub-regional basis
and which create most excellent utilization of existing synergies (BIMSTEC.org).
Another objective of BIMSTEC was to create economic and social prosperity based
on equality in order to enhance of mutual benefits in economics, social and
technological aspects, it also involve intra-regional assistance in training, research
and development as well as cooperation in industry, agriculture, expansion of trade
and investment, improvement in communication and transport, improving living

standard and cooperation with other international organization (Chakraborty, 2007).



BIMSTEC is the foremost recognized connection among South Asian and South
East Asian countries bridging. BIMSTEC established momentum in introduction the
procedure of deeper integration when its members signed the framework agreement
to launch a FTA (Free Trade Area) in February 2004. Further, in the Bangkok
meeting detained in July 2004, the BIMSTEC influential decided to look at the
extension of collaboration into areas such as Protection of Bio-diversity,
Environment, Biotechnology, Weather and Climate Research and Natural Disaster
Management. It is thus evident that the BIMSTEC’s plan for collaboration is fairly
elaborate and wide-ranging (Khan and Haque, 2007).

BIMSTEC is playing vital role to attractive a significant trade bloc in Asia-Pacific.
India played a chief role by integrates trade and investments as promote economic
cooperation. The northeastern states of Mizoram, Nagaland, Assam, Arunachal
Pradesh, Meghalaya, Sikkim, Tripura and Manipur are enclosed by Bangladesh,
Myanmar and Bhutan, and are essential to the BIMSTEC proposal. BIMSTEC is
exclusive proposal in the sense its association consists of nations from mutually
South and Southeast Asian regions. The initial level of meeting in consolidation of
liberalization profit is expected out of this initiative considerate that both SAARC
(South Asian Association for Regional Cooperation) and ASEAN are at diverse
levels of progress. BIMSTEC has a potential to enhance the trade between member
countries by taking benefit of their geographical position in the region of the Bay of
Bengal and the Eastern coast of the Indian Ocean. A number of initiatives towards
intra-regional trade liberalization among individual associate nations of BIMSTEC
under bilateral and regional trade agreements have been undertaken in the earlier

period. Agreements between BIMSTEC nations:

Table 1.3 : Trade Agreements among BIMSTEC Nations

Country’s Agreements (Bilateral and Multilateral)
India-Sri Lanka Free Trade Agreement (FTA)
Thailand- Myanmar ASEAN FTA
India- Thailand FTA
Contd. ...



http://timesofindia.indiatimes.com/topic/Myanmar
http://timesofindia.indiatimes.com/topic/Bhutan

Country’s Agreements (Bilateral and Multilateral)

South Asia Preferential Trade Agreement
SAARC nations (SAPTA)/ South Asian Free Trade Area
(SAFTA)

India, Sri Lanka, China, Bangladesh Bangkok Agreement

India, Nepal and Bhutan FTA

Source: BIMSTEC.org

India’s keen desire to promote regional cooperation in the South Asian region had
been fulfilled after obtaining membership in regional grouping of the BIMSTEC.
India’s role is pivotal in the evolution and growth of BIMSTEC regional grouping.
India and Thailand play a proactive role in forging a meaningful cooperation in the
region. The Bay of Bengal space has emerged as an integral and inseparable part of
India’s evolving Look East policy. East of India bordering the Bay of Bengal has
been traditional gateway to the hinterland of Southeast Asia and beyond. There are
strong civilization, ethnic, cultures, linguistic, economic and political link with
Southeast Asia, which has developed as imperative of interdependence through ages.
The security, strategic and economic interest of Indian Ocean region, including the
Andaman and Nicobar group of Island are also very closely linked to the Southeast
Asian region surrounding it. India now growing and considerable commerce with
East and Southeast Asia passes through sea lanes in this sub region. About two third
of India’s exclusive economic zone and economic space in this region is estimated to
be excess of the combined size of BIMSTEC economies. The Bay of Bengal sub
region accounts about 10 per cent of India’s external economic relation. India has to
anchor the peace and prosperity of sub region for common good and interdependent
destiny. India as largest country has the responsibility to initiate more effective and
proactive measures to hasten cooperation, including by developing enduring and
mutually beneficial trade, infrastructure, investment and other linkage, which alone
create and sustain a vested interest in sub regional cooperation. BIMSTEC
nevertheless, is a modest experiment in pragmatic politics and realistic economics in
a fiercely competitive globalized and rapidly changing environment, it is an

experiment aimed at achieving incrementality without having to redefine or recorder




existing arrangements, it is an experiment to forge an arrangement to optimize step
by step, opportunities through cooperation in select identified areas and make up for
missed opportunities, it is an experiment in moving forward without waiting all
political or economic challenges to be overcome, it is above all a modest experiment
in promoting sub regional cooperation, optimizing synergies, complementarities and
advantages of shared geography and history. India and Thailand, particularly among
the rapidly growing economies of Bay of Bengal region and could together pilot the
sub region towards greater prosperity through cooperation, interdependence and sub-
regional common approach on crucial issues. Ultimately, the Bay of Bengal
community has to be seen as a sub-regional building block of a larger Asian
economic community and the emerging macro level integration process (Devi,

2007).

Being lead country in the grouping, India draws attention in the BIMSTEC
framework and its functioning in the backdrop of the fast changing global economic
environment. India is the fast emerging global power and dynamic economic player
in the region responsible for peace and stability. India with its recent economic
clout, capacity building measure and IT prowess, together with the gradual shift in
the foreign policy outlook to suit to be rapid change in global geo-political issues
deserve a special status in the BIMSTEC region. Together with Thailand India can
change the economic profile of region and provide the edge of regional prospective
over national sovereignties. India and Myanmar share together long border of 1640
Km. of the seven northeastern states, four have been really fortunate to share this
tranquil border. Indian Insurgent Group (IIG) taking shelter in countries like
Bangladesh, Bhutan and Nepal besides Myanmar have been constantly disturbing
the peace and security. The growing cordiality between the two countries has been
manifested in various transport corridors, jointly develop by India in Myanmar.
According to Myanmar foreign minister U Win Aung.” It is symbol of close
cooperation between two countries. The new road will help to promote economic
development and cooperation based on our common desire to have good relations
between our countries and to uplift the socio economic standard of the national races
living along the border”. India and Myanmar have been cooperation in the areas

including remote sensing, gas exploration and hydral power generation in Myanmar.
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India and Nepal have good linguistic and cultural relations. Mutually beneficial
bilateral relations and cooperation have been facilitated by the frequent exchange of
high level visits between the two nations. Even though Nepal’s economic geography
is inextricably intertwined with that of India, Kathmandu has been seeking closer
ties with Beijing much to the chagrin of New Delhi. India and Bhutan not only share
border about 700 Km. but also the threat from maoist. Groups which has been hand
in glove with Indian leftwing extremists and the IIGs. India is the principal donor for
the economic development of Bhutan. India also offered the financial assistance for
several hydroelectric projects in Bhutan and also agreed to buy the surplus power.
After achieving the liberalization Bangladesh opened the economy. India had
offered help to Bangladesh in various sectors such as IT, cyclonic tidal surge
management etc. India volunteered undertaken the training of 250 school teachers
by Indian IT experts, but far from these gestures, Bangladesh pursued policies and

programs which wounded the Indian sentiments (Devi, 2007).

In July 2004, the first BIMSTEC summit took place in Bangkok. The subsequent
eighth ministerial meeting in 2005 increased the number of sectors for cooperation.
The second high level summit was held in New Delhi in 2008, four years after the
Thailand summit. However, ministerial meetings have been constantly held over the
years, bringing together foreign ministers and commerce/industry ministers to
deliberate upon issues of mutual interest. The third BIMSTEC summit was held in
Nay Pyi Taw, Myanmar in 2011. Goa was the fourth high level summit and the first-
ever joint summit of the organization with another multilateral grouping. Through
the BRICS-BIMSTEC outreach summit, the BIMSTEC countries sought greater
exposure to financial investments for the region. Among the BIMSTEC countries
themselves, there was renewed interest to fast track free-trade agreement
negotiations to boost trade, pursue the possibilities for a blue economy, and improve
connectivity and people-to-people contact. The BIMSTEC leaders identified various
other areas of cooperation to move forward with concrete action such as agreement
on transit, trans-shipment and movement of vehicular traffic, disaster management,
setting up a BIMSTEC center for technology transfer, initiating talks on a
BIMSTEC coastal shipping agreement, information intelligence sharing national

security chiefs, and so on. It was also decided to form a BIMSTEC eminent persons
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group to further explore and identify new avenues for collaboration (Madishetty,

2016).
1.2. RATIONALE AND RESEARCH GAP

The most of the literature reviews, focused on various issues of BIMSTEC such as
political issues, issues related with economic cooperation and integration, issues
related with agreements among member nations, regional problems of member
nations etc. But there is no specific analytical study has been found on the trade
benefits of India from BIMSTEC. Since this issue is a vital one, the study is
conducted for intensive analysis on the topic “An Empirical Analysis of Trade
Performance among BIMSTEC Nations With Reference To India” to overcome the
research gap. This research identifies the India’s trade development with BIMSTEC
member countries on the basis of trade performance and providing the policies

formulation to gain from the integrations.
1.3. SCOPE AND OBJECTIVES

Economic integration within regional trading blocs adds the significant value to
increase economic growth, trade, investment etc. The study aims to analyze the
empirical analysis of trade performance among BIMSTEC nations with reference to
India. India’s approach to the BIMSTEC is one of the reasons for its progress. Being
a founder member and the largest member in terms of population as well as territory,
India despite being preoccupied with the idea of getting its partnership with ASEAN
enhanced made efforts to live up to the expectation of its colleagues in the
BIMSTEC and to carry forward the BIMSTEC vision of mutually beneficial
regional cooperation. Mutual cooperation in numbers of area in the BIMSTEC
region are more or less covered by India bilateral economic relations with individual
economy and this foster the rate of economic growth by tapping regional synergies.
The present study has been focus on the analysis of BIMSTEC and India and
performance of trading bloc named BIMSTEC, grouping of seven nations including
India as regional bloc and impact of BIMSTEC on India’s trade. The scope of study
has been limited to trade performance of BIMSTEC nations. The main objectives of

study are-
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1)

2)

3)
4)

5)

6)

1.4.

To compare the trade performance of BIMSTEC nations before and after the
formation of trading bloc BIMSTEC.

To find out the effect of macroeconomic indicators i.e. GDP and Exports on
performance of BIMSTEC nations.

To find out intra industry trade of India with other BIMSTEC nations.

To assess the comparative advantages of India’s trade with other BIMSTEC
nations.

To find out bilateral trade flow between India and BIMSTEC and make the
forecast for the trade of BIMSTEC nations.

To suggest measures and policies to improve the trade among BIMSTEC

nations.

DATA SOURCES

The study has been based on secondary data. The data has been compiled from a

wide variety of sources such as yearbooks publishing statistical data with respect to

trade, viz World Bank, UNCTAD, UNCOMTRADE, IMF, Trade Map and WTO

and through diverse online data sources, textbooks, magazines and websites etc.

Major data sources are as follows:

Data on macroeconomic indicators and structure of trade for BIMSTEC
nations has been obtained from UNCTAD Handbook of Statistics, UN.

Data on direction of trade of India as well as BIMSTEC countries to be
obtained from Directory of Trade Statistics Year Book, IMF and Trade Map.
Data on commodity composition of India with BIMSTEC nations has been
collected from UNCOMTRADE and Trade Map.

Data on different variables like Gross Domestic Product, Population, Inflation,
and share of different sectors in GDP etc. have been collected from various
issues of World Development Indicators, World Bank.

Economic Surveys, Ministry of Finance, Government of India (GOI), New
Delhi; Handbook of Statistics on Indian Economy.

Reserve Bank of India (RBI), Statistical Abstract of India.

Central Statistical Organization (CSO), New Delhi.
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. International Monetary Fund (IMF), Washington D.C.; Direction of Trade
Statistics, IMF, Washington D.C.

. UNCOMTRADE -WITS (World Integrated Trade System), United Nations
Organization (UNO), New York.

1.5. RESEARCH METHODOLOGY

This study aims at, analyzing an empirical analysis of trade performance among
BIMSTEC nations with reference to India. For this purpose secondary data since
1997 has been used from various authentic sources. These are UNCTAD,
UNCOMTRADE, World Bank, Trade Map, World Trade Organization (WTO), and
BIMSTEC.org etc.

Compound Annual Growth Rate, Percentage Share, Real Value of Exports etc. have
been be used to calculate the performance of BIMSTEC nations before and after
formation of the bloc. To perform the empirical analysis various statistical and
econometric methods/models such as Granger Causality, Gravity Model, ARIMA
model, Revealed Comparative Index (RCA), Intra Industry Trade Index (IIT) has

been used.

To compare rates of growth of exports and imports of broad classes of goods in one
country with those for world trade or the trade of its competitors, including the
major products in exports and imports. To compare the trade performance time
series data from 1980 to 2015 have been used. The annual compound growth rate

(G) over the period can be calculated as:
Gi= X2/ Xu)(1/n-1) *100

Where X1 and Xt; are the trade values of product 1 in the beginning period and the

end period, respectively, and n is number of years.
Real value of exports can calculated as:
(Export/unit value index base year 2000-01)*100

T-Test of Significance: To calculate the trade performance of BIMSTEC region,
the following null hypotheses has been framed. The objective behind this, to test the
significance of growth for trade in pre and post formation of BIMSTEC bloc.
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The test statistic is-

Hi : There is no significant difference in the export performance during pre and

post formation of BIMSTEC bloc.

H2 : There is no significant difference in the import performance during pre and

post formation of BIMSTEC bloc.

Hs : There is no significant difference in the CAGR during pre and post formation

of BIMSTEC bloc.

To test the above null hypothesis, the t-statistics has been calculated for exports,
imports and CAGR for three phases i.e. pre formation period from 1980 to 1997,
second phase for post formation period i.e. from 1998 to 2015 and the third phase

for overall growth from 1980 to 2015 at 95 per cent confidence level.
1.5.1. Granger Causality Model

To find out the effect of macroeconomic indicators (GDP and Exports) on
performance of BIMSTEC nations the econometrics model granger causality has
been used. And it is based on the following hypotheses for testing the causality and
co-integration between GDP and export for BIMSTEC nations. (1) Whether there is
bi-directional causality between GDP growth and export for BIMSTEC nations.(i1)
Whether there is unidirectional causality between the two variables, (iii) whether
there is no causality between GDP and export for BIMSTEC nations.(iv) whether
there exists a long run relationship between GDP and EXPORT for BIMSTEC

nations.
Model Specification

GDP=f (Export) ..
Where, GDP = Gross Domestic Product of BIMSTEC nations

Export = Export of BIMSTEC nations
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The relationship between GDP and EXPORT for BIMSTEC nations is expressed
with the help of following model:

GDP¢=a+bt Export+et ..(2)
The model is based on the assumption other variables then export remains constant.

GDP is Gross Domestic Product of the BIMSTEC nations, Export is the for
BIMSTEC nations.at a particular time period t respectively. While & is the error
term; a and b represent the slope and coefficient of regression. The coefficient of
regression, b specify how a unit change in the independent variable (export) affects
the dependent variable (Gross Domestic Product). The error, &, is incorporated in
the equation to cater for other factors that may influence GDP. The validity or
strength of the Ordinary Least Squares method depends on the accuracy of
assumptions. In this study, the Gauss-Markov assumptions are used and they
include; that the dependent and independent variables (GDP and Export) are linearly
co-related, the estimators (a, b) are unbiased with an expected value of zero i.e., E
(&) = 0, which implies that on average the errors cancel out each other. The
procedure involves specifying the dependent and independent variables; in this case,
GDP is the dependent variable while Export the independent variable. In addition,
whereas the Ordinary Least Squares (OLS) regression analysis can establish the

dependence of either GDP on EXPORT or not.

Panel Tests

In order to examine the possibility of panel co-integration, it is first necessary to
determine the existence of unit roots in the data series. For this study we have
chosen the Im, Pesaran and Shin (IPS), which is based on the well-known Dickey-
Fuller procedure. Im, Pesaran and Shin (IPS) proposed a test for the presence of unit
roots in panels that combines information from the time series dimension with that
from the cross section dimension. Since the IPS test has been found to have superior
test power by researchers in economics to examine long-run relationships in panel
data, to fulfil the purpose of study IPS employed procedure in present study. IPS
begins by specifying a separate ADF regression for each cross-section with

individual effects and no time trend-
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IPS use separate unit root tests for the N cross-section units. The test is based on

ADF statistics averaged across groups. After estimating the separate ADF

regressions, the average of the t-statistics for p, from the individual ADF

regressions, 7, (p;)

N

_ 1
tar _ﬁgtiT(piBi) -..(4)

The 7 is standardized to show that the standardized ¢ statistic converges to the
standard normal distribution as N and T— oo. IPS (1997) showed that t-bar (t)
test has better performance when N and T are small. The study suggested a cross-
sectionally degraded version of both test used for the errors in different regressions

that comprise a common time-specific factor.
Panel Co-integration Tests

Panel co-integration test used to check for the existence of a long-run co-integration
among variables using panel co-integration tests suggested by Pedroni (1999 and
2004) based on Engle-Granger co-integration tests. In present study seven panel co-
integrations has been used developed by Pedroni in 1999, since test determines the
appropriateness and applied to estimated residuals from a co-integration regression
after normalizing the panel statistics with correction terms. The estimation of

residual from the hypothesized long-run regression given as-
Vie =0 +0,t+Bxy +PyXy +. 4+ Bys Xg, T €5 . (9
fort=1...T,i=1.Nm=1.. M

where, T is the no. of observations over time, N no. of cross-sectional units in the

panel, and M no. of regressors. In equation, o, is intercept value or fixed effects
parameter which varies across individual cross-sectional units. Jzis slope

coefficients and member specific time effects. Pedroni (1999 and 2004) also
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proposed the heterogeneous panel and heterogeneous group mean statistics to
examine the panel co-integration.The statistics calculate the group mean of the
individual time series statistics. The asymptotical distribution of all five statistics. It

can be written by-

XN,T u\/ﬁ

Jv

where, X ; is the test statistics and x andv are the mean and variance of each test

= N(0,1) ... (6)

respectively. Under the Alternative Hypothesis (H1), panel v statistics deviates to
positive infinity. Thus, it is a one sided test were large no. of positive values reject
the null of no co-integration. The rest statistics deviate to negative infinity that

means the large negative values reject the null.

Granger Causality test: Causality is a type of statistical reaction theory which is
generally using in the construction of forecasting models. Previously, Granger
(1969) and Sim (1972) were the ones who dignified the application of causality in
economics. Granger Causality test is a procedure for decisive whether one time
series is important in forecasting another (Granger. 1969). The standard Granger
Causality test (Granger, 1988) seek to establish whether past values of a variable

helps to forecast changes in another variable.

To investigate the causality among GDP and exports on the one hand and exports
and GDP on the other, and simple Granger causality test by estimate the bivariate
autoregressive processes for GDP and exports. The purpose of is to test the Export
Lead Growth (ELG) hypothesis for BIMSTEC and an additional is export lead to
increase GDP. (Mehrara and Firouzjaee, 2011).To assess causation direction
between exports and GDP, Granger test involves estimation of following regressions

equations:
If causality runs from EXPORT to GDP, the equation is:

GDP= 3}, aiXt —i+ Y, BjExportst— j+€ 1t . (7)
If causality runs from GDP to EXPORT, the equation is:

Exports= Y-, yiXt — i + }j_; 9jGDPt — j+€ 2t ... (8
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Where,

GDP; and EXPORT; represent Gross Domestic Product and export respectively, & is

uncorrelated stationary random process, and subscript # denotes the time period.

Stait (2005) studied that the Export-led growth pattern for Egypt by using historical
data from 1977 to 2003. After making analysis paper concluded that there was
unidirectional relationship between exports and GDP but no relationship between
exports and investment. Clarke and Ralhan (2005) derived the direct and indirect
causality between exports and economic output for Bangladesh and Sri Lanka.
Dritsakis et.al (2006) developed the empirical causal relationship among exports,
gross capital formation, foreign direct investments and economic growth using a
multivariate autoregressive VAR model for Greece for the period 1960 to 2002 and
indicated that there has been unidirectional causal relationship between exports and
gross fixed capital formation and unidirectional causal relationship between foreign
direct investments and economic growth. Jordaan and Eita (2009) explored the
causal relationship between export and economic growth for Botswana and
illustrated that there has been bi-directional causality between export and economic
growth, also supported the export-led growth hypothesis as well as reverse causality.
Ray (2011) accessed empirical the relationship between export and economic
growth in India using annual data during the period from 1972-73 to 2010-11 and
results depicted that the occurrence of bidirectional causality which runs from
economic growth to export and vice-versa. Mukherji and Pandey (2014) provided
extensive examination on relationship between growth of exports and GPD of India
by using data from 1969 to 2012 and concluded that India backs the theory of
Growth Led Exports. Kumari and Malhotra (2014) goes further to study the Export
led growth in India with Cointegration and Causality analysis with annual time
series data on India for the variables exports and GDP per capita stemming from
1980 to 2012 for analysis. Granger Causality test showed bi-directional causality
running from exports to GDP per capita and GDP per capita to exports. Travkina
(2015) opined the export and GDP growth in Lithuania with short-run or middle-run
causality and observed that the test based on Granger causality in the Export—-GDP

system have been Export-led growth hypothesis found in Lithuania for short run.
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1.5.2. Trade Indices

International trade and economic growth have been explained through ‘“old” and
“new” trade and growth theories that explicate why countries trade among each
other. Neoclassical trade theories include comparative advantage and Heckscher-
Ohlin Samuelson theories in order to explain the basis for trade. In the Ricardian
model, as trade becomes more open, any country specializes in producing goods in
which it has a comparative productivity advantage, which arises due to differences
in technologies or natural resources and not in factor endowments, increasing its
welfare gains and benefits from trade. On the other hand, the Heckscher-Ohlin
Samuelson model analyzes the welfare gains in a two countries, two factors model
that each country exports the good which uses its abundant factor (capital or labor)
more intensively. As a result, both countries, with different comparative costs and
different terms of trade, are better off under international trade rather than in an

autarky situation.

The trade indices have been used to achieve the third and fourth objectives. Firstly,
the Intra Industry Trade Index (IIT) has been used to find out Intra Industry Trade of
BIMSTEC nations and Revealed Comparative Advantage (RCA) has been applied

to assess the comparative advantages of India’s trade with other BIMSTEC nations.
1.5.2.1. Intra Industry Trade Index

International trade is one of the key factors of macroeconomic prosperity for any
country. With the increasing force of globalization international trade has become
very complex with multi-billion transactions taking place every year. Yet, some of
the aspects of international trade are still not fully researched and even existing
theories related to the international trade need to be submitted to critical analysis
taking into account ever changing global economic environment. Intra Industry trade
is a trade of products that belong to the same industry. As it has been noted, “Intra
Industry Trade (IIT), that is trade of similar products, has been a key factor in trade
growth in recent decades. These trends have mostly been attributed to the
fragmentation of production (outsourcing and offshoring) as a result of globalization
and new technologies (Handjiski et al, 2010). The Intra Industry Trade (IIT) was
propound by Grubel and Lloyd in 1975. Revolutionary work in Intra-Industry (IIT)
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models is due to Krugman (1979), Lancaster (1980), Helpman (1981) and Eaton and
Kierzkowski (1984). Intra Industry Trade (IIT) reflects the economies of scale.
Menon and Dixon (1996) emphasized on initial research regarding Intra Industry
Trade (IIT) and try to found how important is intra-industry trade in trade growth?
He found that the Grubel-Lloyd (GL) index was widely used for this purpose.
Khalifah (1996) provided the empirical analysis of intra-industry trade and
supported that intra-industry trade has mainly for intermediate goods to satisfy
finished goods producers' demand for diverse components to contain cost. The

formula for IIT is-
IITi = {[(Xi + Mi) - | Xi - Mi |1/ (Xi + M)}
Where,

Xi- Exports of Country
Mi- Imports of country

Trade overlap threshold of 10 per cent below which the bilateral trade is considered

to be one-way trade, or Vertical Intra Industry Trade i.e. VIIT<1

While above this threshold trade flows are considered as (two-way) intra industry

trade also known as Horizontal Intra Industry Trade i.e. HIIT>1

Horizontal IIT is defined as a two-way trade in products of homogeneous quality,
cost and technology employed, but with different characteristics or certain attributes.
The theoretical basis for this type of trade was developed by Dixit and Stiglitz
(1977), Lancaster (1980), Krugman (1979 and 1981) and Helpman (1981 and 1987).
It is associated with imperfect competition or consumer preferences, but also with
market structure (Brander and Krugman, 1983). It leads to efficiency via economies
of scale in production and welfare gains thanks to a greater variety for consumers,
including producers’ gains in a variety of intermediate goods. The standard
theoretical models suggest that the share of horizontal IIT increases with a higher

level of country similarity in terms of capital endowments.

Vertical IIT involves simultaneous imports and exports of goods of heterogeneous

quality, technology and costs. The theoretical basis for this type of trade was
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proposed by Falvey (1981), Shaked and Sutton (1984), Falvey and Kierzkowski
(1987) and Flam and Helpman (1997). These models expect a positive relationship
between the level of vertical IIT and differences in factor endowments, technology
and in the pattern of income distribution. Countries specialise along the quality
spectrum of a specific product, based on the assumption that development of human
capital or physical capital intensity are associated with higher product qualities. The
economic distance, i.e. the distance in the accumulation of physical or human
capital, between the countries is thus a relevant determinant for VIIT and hence it is
not exclusively associated with overall Inter Industry trade. Zhang et.al (2005)
observed that Chinese bilateral Intra- Industry Trade, particularly Vertical Intra-
Industry Trade (VIIT), increased significantly during this transition period. VIIT
appears to be positively related to differences in consumer patterns and Horizontal
Intra Industry Trade (HIIT) negatively related to these differences also found that
FDI has played an important role in determining IIT, especially VIIT. Other
significant IIT drivers are geographical distance, economic size, trade open-ness and

trade composition.
1.5.2.2. Revealed Comparative Advantage

The revealed comparative advantage approach is most important methodology to
measure a country’s intensity of comparative advantage and disadvantage in a
particular industry. Revealed comparative advantage is usually used to investigate
shifts over time in comparative advantage of industries. This approach, however, is
not meant to capture the potential future comparative advantage of a country, as
RCA indices are based on actual trade data. However, RCA indices estimated across
time can point to the general direction in which the pattern of comparative advantage
is moving. The RCA index compares a country's world export share of a
commodity, with the country's total export share in total world exports. If a country's
share of world exports of a particular commodity is greater than its share of world
exports of all commodities, the RCA will be greater than one. A country has a
revealed comparative advantage only in those products for which its market share of
world exports is above its average share of world exports. In other words, the
country is a relatively heavy exporter of a product under consideration and possesses

a revealed comparative advantage in that product line (Mahmood, 2005).
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To calculating comparative advantages in trade, Revealed Comparative Advantage
(RCA) Index has been used more frequently in research. Revealed Comparative
Advantage firstly used by Bela Balassa in 1965. The conception of revealed
comparative advantage (RCA) was originated on conventional trade theory. Balassa

(1965) defined RCA as-
RCA=[ (Xij/ Xuj) / (Xit/Xnt) ]

Where,

[13%3]

] country,

[13%2]
1

Xjj — Value of export of “i” product of
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1

Xt — Value of world export of “i” product,

€699

Xnj — Value total export of 5 country of
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product,

Xt — Value of total world export.

311 31
1

RCA index measures a comparative advantage in “1” goods export of “j” country. If
the value is higher than 1 (>1), then the analyzed country has Revealed Comparative
Advantages in export of various goods. If the value is lower than 1 (<1), then there
i1s an obvious comparative disadvantage in export of various goods. RCA index
presents the status of a certain economy, together with the expansion of certain
products which have market potential. Batra and Khan (2005) identified the pattern
of Revealed Comparative Advantage using the Balassa (1965) index for export data
and found that broad similarities in the structure of comparative advantage for India
and China that help to enjoying comparative advantage for labour and resource
intensive sectors in the global market for both the countries. Shohibul (2013)
measured Revealed Comparative Advantage for ASEAN and China trade flows

using Balassa index and found that the Chinese has more established patterns of

trade, while ASEAN trade patterns were very dynamic.

It 1s important to note that RCA indices are quite robust and insensitive to changes
in growth and business cycle differences across trading partners. These changes
influence the numerator and denominator in the RCA formula. Similarly, the indices
are not sensitive to the height of market access barriers, as long as these barriers are
across the board, against all exporters of a particular product line. Yet, they are
sensitive to discriminatory market access barriers against exports of a particular

country. The RCA indices can also be used gain further insight to target those
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industries that currently exhibit revealed comparative disadvantage, but have
potential to achieve export competitiveness over time. This, can be achieved by
categorizing a country's export structure, based upon HS 2-digit and HS 6-digit
product lines, into six broader product groups based upon their relative RCA profile.

In the order of their relative comparative advantage position, these groups are-
a) Competitively Positioned Product Lines

These product lines have RCA's greater than wunity and show consistent
improvement over time owing to favorable external and internal conditions. The

decision criteria used to select products under this category is:

° RCA index of a product line, "i", is > 1 in RCA Average (2013, 2014, 2015)
ie.,; (RCA12013,2014,2015> 1)

. Difference between RCA index of product line "i" RCA Average (2013, 2014,
2015) and its last three years average RCA's is positive, i.e., (RCAi 2013,
2014, 2015) - (RCAi)Average (1997, 1998, 1999) > 0

b) Threatened Products Lines

These product lines have RCA's greater than unity, but indices are declining over
time, due to an adverse domestic environment and/or global competitive pressures.

The decision principle to select products under this group is as follows:

° RCA index of a product line, "1", RCA Average is > 1 in 2013, 2014, 2015, i.e.
(RCAi1 2013, 2014, 2015> 1)

. Difference between RCA index of product line "i" in RCAi Average 2013,
2014, 2015 and its last three years average RCA's is negative, i.e., (RCAi
2013, 2014, 2015) - (RCA1) Average (1997, 1998, 1999) < 0

¢) Emerging Products- Tier I & Tier 11

These product lines exhibit RCA indices that are less than unity, (revealed
comparative disadvantage) but their relative global position in the exports market is
improving. These product lines signal promise for future export potential. To

provide a meaningful analysis, the "Emerging Product Group" is sub-divided into
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two groups in terms of their RCA position within this broader group. The selection

criterion used to group these product lines is given as:

Tier I

. < 1 and equal to or> 0.5

. Difference between RCA of product line "i" in 2015 and its last three years
average RCA is positive, i.e., (RCAi1 2013, 2014, 2015) - (RCAi) Average
(1997, 1998,1999) > 0

Tier 11

) RCA of a product line, "i", is < 0.5 in 2015, i.e., ; (RCAi 2013, 2014, 2015) <
0.5

) Difference between RCA of product line "i" in 2013, 2014, 2015 and its last
three years average RCA is positive, i.e., (RCA1 2013, 2014, 2015) - (RCA1)
Average (1997, 1998, 1999) > 0

d) Weakly Positioned Products-Tier 1 & Tier I1

RCA indices of these product lines are less than unity and declining due to non-
conducive global and domestic factors. The "Weakly Positioned Product Group" is
subdivided into two groups based on their relative level of revealed comparative

disadvantage. The selection criterion used to group these product is as follows:

Tier I

° RCA of a product line, "i", is < I but equal to or> 0.5 in 2013, 2014, 2015 i.e.
(RCA 2013, 2014, 2015 < 1 and equal to or > 0.5

° Difference between RCA of product line "i" in 2013, 2014, 2015 and its last
three years average RCA is negative, i.e., (RCAi 2013, 2014, 2015 - (RCA1)
Average (1997, 1998, 1999) < 0

Tier 11

. RCA of a product line, "i", is < 0.5 in 2013, 2014, 2015, i.e. (RCAi 2013,
2014, 2015) < 0.5
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) Difference between RCA of product line "i" in 2013, 2014, 2015 and its last
three years average RCA is negative, i.e. (RCAi 2013, 2014, 2015) - (RCA1)
Average (1997, 1998, 1999) <0

The above framework has two advantages. First, it identifies the strengths and
weaknesses of India's exports' profile. Second, it allows an evaluation of the degree

of competitiveness of India's exports in the world markets.
1.5.3. Gravity Model

To analyze the bilateral trade flow between BIMSTEC and India Gravity Model has
been used. The experimental base for the investigation of gravity models, which
relate trade flows among nations to the size of their markets and the cost of moving
goods among them. The gravity approach to modeling trade had extensive history,
initially used in the 1960s by Tinbergen (1962) and Linnemann (1966). The
technique acquire its name from the equivalent with the physical energy of gravity
determined by the joint accumulation of two bodies and the (inverse square) of the
distance among them. In economics, the gravity approach was primarily essentially a
theoretical but proves awfully successful empirically in amplification a huge
proportion of trade flows. The technique was also used to clarify other type of
international flows, mainly notably migration. The gravity approach was located on
a firmer theoretical base by Anderson (1979) and Bergstrand (1985). These
derivations of the gravity model exhibit that it is not merely an ad hoc data process
but is a reduced-form version of a theoretical demonstration of world trade.
Ekanayake et.al (2010) used gravity model to measure the economic integration
between the Asian developing nations. Gravity model estimate the trade creation and
trade diversion effects of different RTAs (Regional Trade Agreements) on trade
flows inside and across member groups of ASIAN. Bhattacharyya and Banerjee
(2006) used gravity model to observe that does the Gravity Model Explain India’s
Direction of Trade? Using panel data approach. The observations conclude that the
size had powerful influence on trade of India’s than the level of development of the
trading colleague and India’s trade respond lesser than proportionally to size and
more than proportionally to distance. Rahman (2006) used gravity model to evaluate

the Bangladesh trade flow with its main trading partner nations. Results showed that
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Bangladesh’s trade is optimistically determined by the size of the economies, per
capita GNP disparity of the nations concerned and openness of the trading nations.
Tripathi and Tripathi (2013) described the India’s trade flows using a gravity model
for the period 1998-2012. Study revealed that political globalization and cultural
closeness had optimistic influence in bilateral trade and economic size, common
border proxies confirming a positive impact of bilateral trade. The gravity model can
explain the pattern of bloc’s trade.

GDPixGDPj

Tradeij= a — =
Distanceij

The equation for Gravity Model is-

VTFij=00+01(TGDP)ij+a2(REF)ijto3(SIM)ijta4(DIS)ij+as(BOR)ijtoas(CMLG )ij+
a7(BTA)ijtas(BIM)ij+ as(PCGDP)ij+oi +yi +At+ (@y)i+ (YA)j +&ij (D

Where,

VTFij denote to Value of Trade Flow of i and j nations
TGDP= Sum of total Gross Demostic Product

REF= Relative Factor Endowment

SIM= Similarity Index

DIS= Distance between I and j nations

BOR= Border

CMLG= Common Language

BTA= Bilateral Trade Agreements

BIM= BIMSTEC Member

PCGDP= Per Capita Income

&ij= Error or Random Term
RFE;j = | In PGDPi — In PGDP; | ... (2)
SIM;jj = 1 — {In (GDPi/ (GDPi+GDP;j))? + In (GDP; / (GDPi+GDP;j))?} ...(3)

RFE;; takes a minimum of zero if both countries exhibit equal GDP or production.
The range of SIM is given by, 0 < SIM;i< 0.5; where 0.5 means 'equal' and zero
implies 'absolute divergence' in country size. In Equation (1), the following binary or

dummy variables are included:
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BTAjj =1 if a country pair (;) has a bilateral trade agreement at period t

= 0 if otherwise

BORj; =1 if a country pair (;) has a common border

= ( if otherwise

CMLG;; =1 if a country pair (j;) has a common language

= ( if otherwise

BIMj; =1 if the exporter (j) is a member of BIMSTEC

= ( if otherwise

In Equation (1), ¢, y and A are exporter, importer and time or business cycle effects,
respectively. The interaction effects are exporter-by-importer (¢y), exporter-by-time

(pA) and importer-by-time (yA).

Hypothesis:

H; : The larger economic dimension increases trade.

H: : Trade increases when partners are geographically close.

According to observed literature Anderson, 2011, Leitao et al. 2012, Kabir, and
Salim, 2010, Tripathi and Leiato, 2013 GDP helps to increase trade. The
geographically distance between India and BIMSTEC member nations excepted to
negative. Ghatak et al. (2009) and Martinez-Zarzoso and Lehman-Nowak (2003)
found a negative relationship between distance and bilateral trade. In case of India,
Tharakan et al. (2005), De (2013), Bhattacharyya and Banerjee (2006), and Batra
(2004) had examined a negative relationship between distance and India’s bilateral

trade.
1.5.4. Auto Regressive Integrated Moving Average (Arima)

A projection of trade flow has been made with the help of Auto Regressive
Integrated Moving Average (ARIMA). These projections has been made with the
help of Box-Jenkins’ ARIMA (Auto Regressive Integrated Moving Average) model.
Keck and Raubold (2006) developed the set of time series models that provide the

short-term forecasts i.e. from 6 to 18 months ahead for international trade both at the
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global level and for selected regions. Khan (2011) identified the suitable forecasting
model for forecasting total import of Bangladesh. An attempt has been made to
develop a distinctive and appropriate forecasting model of total import of
Bangladesh and help to find forecasts with minimum forecasting error. Mehmood
(2012) examined a study to make an attempt to forecast the Pakistan’s exports to
SAARC for coming years by using Box and Jenkins (1976) methodology of
univiriate ARIMA model. The study found ARIMA (1,1,4) as most appropriate
model among other ARIMA models to forecast. Kongcharoen and Kruangpradit
(2013) supported the Autoregressive Integrated Moving Average with Explanatory
Variable (ARIMAX) Model for Thailand Export with its major trade partners. A

projection has been made on following assumptions.

1)  Relative price structure remains the same.
2)  The growth rate of income assumed to be constant.
3)  The trade (X+M) prices remain either competitive or favorable to world export

prices.

Box-Jenkins’ ARIMA (Auto Regressive Integrated Moving Average) model given

as-

ARIMA(,1,1)
A-¢B)(1-B)X, =(1+6B)Z,
(1-¢B—B+¢B* )X, =(1+6B)Z,
(1-B—-¢B+¢B>)X, =(1+6B)Z,

X X, ,—¢X, ,+¢X, ,=2Z +0Z,_,
=X, =X, ,+¢X, ,—¢X, ,+Z +0Z,

Time Series Modeling Using ARIMA Models

These are special type of regression model where dependent variable is considered
to be stationary and independent variable is lags of dependent variable and lags of
errors. An ARIMA process is a combination of an Auto Regressive and a Moving
Average Process. Box and Jenkins (1976) first introduced ARIMA models. A time
series can follow an ARIMA process only when it is stationary. A time series is said

to be stationary only when it exhibits mean reversion around a constant long run
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mean, has a finite variance and decreasing correlogram as lag length increases.
Stationary is important because if the series is non-stationary then all the typical

results of the classical regression analysis are not valid.

Autoregressive Model

An autoregressive model of order p is represented as :

Y=Y, +oY, ,+ewp Y, +u . (D

Where,

¢| <1land u, is a gaussian (white noise) error term. For the AR (p) model to

be stationary is that the summation of the p autoregressive coefficients should be

less than 1:
j4
D g <1 e (2)
i=1

If the observations are generated by an AR(p) process then the theoretical partial
autocorrelations will be high and significant for up to p lags and zero for lags
beyond p. This rule is generally utilized to define which process the series is

following and is incorporated in the ARIMA model.
Moving Average Model

A moving average model of order q can be written as
Y=u+0u_+6u ,+..+0u, .. 3

Moving Average MA (q) process is an average of q stationary white noise process,
hence it is always stationary as long as q has a finite value. A time series is said to
be invertible if it can be represented bya finite order MA or convergent
autoregressive process. Invertiblity is an important property for identifying the order
of MA process using Autocorrelation and Partial Auto Correlation Function as in

this case it is assumed that Y, sequence is well approximated by auto regressive

model. An MA(1) process can be inverted to an infinite order AR process with

30



geometrically declining weights if the necessary condition |¢9| <1 is met. The mean

of the MA process will be clearly equal to zero as it is the mean of white noise
terms. For a MA(q) model correlogram (ACF) is expected to have q spikes for k = 0

and then go down immediately. Auto covariance of a MA process is equal to zero.
ARMA Models

These models are combinations to two processes and usually represented by

ARMA(p,q). The general form of ARMA(p,q) models is represented by :

Y=Y +0,Y ,+.+ (P,,Yt—p +u,

+0u,  +0u, ,+..+0u, - @
The equation can be rewritten as :
p q
Y, =) oY,  +u+) 0u,, eee (5)
i=1 i=1

For stationarity of ARMA process only AR part of the model need to be stationary

as MA part by default is stationary.
Integrated processes and the ARIMA models

ARMA models can only be applied on a stationary time series. If a series is not
stationary then stationarity need to be induced into it by differencing it such that

differenced time series AY, is represented by:

AY, =Y, -Y,, ... (6)

Generally time series need to be difference atleast once to make them stationary.
After differencing once the series hence obtained is said to integrated to order one
and denoted by I(1). Hence a series which needs to be differenced d times to make it
stationary and then follows ARMA(p,q) model then the series is said to be following
ARIMA(p,d,q) process.
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1.6. DESIGN OF STUDY
The study consists of Seven chapters.

The first chapter devoted to introduction, importance, objectives, data sources and

research methodology chosen for topic.
Chapter 2 pertains to the review of literature on the study.

Chapter 3 deals with an overview and trade performance during the pre and post

formation of BIMSTEC Bloc among member countries.

Chapter 4 presents the analysis of effect on macroeconomic indicators on economic
performance between India and BIMSTEC using granger causality and Intra

Industry Trade between India and BIMSTEC countries.

Chapter 5 pertains to export competitiveness between India and BIMSTEC by
pertaining Revealed Comparative Advantages to identify items of trade between

them.

Chapter 6 focus on bilateral flow and forecast of trade between India and
BIMSTEC. Techniques pertaining to gravity model and auto regressive integrated

moving average.

The chapter 7 relates to summary and conclusions of the study.

st sk sk sk sk ok skoskeoke ok
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CHAPTER -2
REVIEW OF LITERATURE

This chapter pertains to the discussion and analysis of various studies done on
theoretical framework of trade relations among BIMSTEC countries and India. It
reviews the views of different authors on the subject area. It introduces the
framework for the research topic that comprises the main focus of the research

described in this thesis.

Economic integration within regional trading blocs adds the significant value to
increase economic growth, trade, investment etc. BIMSTEC has a potential to
enhance the trade between member countries by taking benefit of their geographical
position in the region of the Bay of Bengal and the Eastern coast of the Indian
Ocean. Mutual cooperation in numbers of area in the BIMSTEC region are more or
less covered by India bilateral economic relations with individual economy and this
foster the rate of economic growth by tapping regional synergies. The political
welfares based on the economic cooperation has far reaching effect that result into
closer links of BIMSTEC than SAARC. Today, India emerged as fast developing
economy in the world. BIMSTEC strategies has been made with such a way that
encouraging the national and regional interests at a multilateral level. Through this
platform, the BIMSTEC economies attract international support and cooperation for
developmental projects and productive economic strategies. This chapter has been

divided into four sections-

2.1. Role of Trade Agreements in BIMSTEC Region

2.2. Economic Cooperation among BIMSTEC Economies
2.3. Role of Trade and Investment in BIMSTEC Region
2.4. Political aspects of BIMSTEC Economies

2.1. ROLE OF TRADE AGREEMENTS IN BIMSTEC REGION

The objective of regional integration is to accelerate growth through mutual
cooperation in different areas of common interests by utilizing regional resources
and geographical advantages. Unlike many other regional groupings, BIMSTEC is a

sector-driven cooperative organization. Starting with six sectors including trade,
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technology, energy, transport, tourism and fisheries for sectoral cooperation in 1997.
Later on adding other sectors also such as agriculture, public health, poverty
alleviation, counter-terrorism, environment, culture, people to people contact and

climate change for expansion in economic cooperation among BIMSTEC members.

Mehta (2002) explored some issue related with the establishment of free trade
arrangement among BIMSTEC countries. Study exposed that Free trade agreement
(FTA) between BIMSTEC nations lead to trade creation rather than trade diversion.
Trade creation more assistance to member’s countries than to non-members of FTA.
In the case of demand and supply responsiveness trade creation was superior. Some
countries were more open economy but few BIMSTEC nations still follow the QR
(Quantitative Restrictions) regime. The trade under FTA of India, India exports from
Sri Lanka accelerated after 1990. India’s exports to Bangladesh had been moderately
diversified but the share of some particular products was very large. Myanmar was
single country among BIMSTEC group in which India had a trade deficit. India
trade relation with Thailand had been diversified but India had been exporting more
than its imports from Thailand. India had export competitiveness as compared to

other BIMSTEC countries.

Banik (2006) stated that Bay of Bengal Initiative for Multi Sectoral Technical and
Economic Cooperation economies (BIMSTEC) promise to form a FTA and
analyzed some important indicators such as price, income, geographical
characteristics and trade, economic structure. There were constructive indications
for the BIMSTEC economies to thrive into a successful RTA. To form a FTA, it was
expected to generate relative advantage for the member nations. Better economic
cooperation between BIMSTEC member nations has vital implication in the form of

bigger market economies of level of production, and better resource distribution.

Bhattacharya and Bhattacharya (2006) empirically analyzed the prospects of
regional cooperation in trade, investment and finance in Asia for BIMSTEC
countries and Japan. The study focused on BIMSTEC seven nations trade,
investment, and finance trends and patterns with Japan and also analyzed the rends
and patterns of bilateral and sub-regional economic cooperation in Asia as well as

BIMSTEC and Japan trade. Japan is the second biggest trading partner for
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BIMSTEC countries. Being a part of regional agreements trade and investment
among the members of BIMSTEC together with Japan increased appreciably over
the years. Study concluded that Japan being the part of FTA (Free Trade
Agreements) with BIMSTEC, growth in exports to BIMSTEC countries was much
superior to imports, which indicate Japan was more beneficiary being the part of free
trade area with BIMSTEC. BIMSTEC and Japan cooperation encourage a suitable
financial integration procedure that takes into account diverse states of growth of
associated economies, predominantly banking and financial sectors, capital account

systems, exchange rate systems, and bond markets.

Bhattacharya (2007) discussed the case for Free Trade Arrangement between
BIMSTEC and Japan for promoting intra-regional trade and economic corporation.
With the formation of Preferential Trade Agreement (PTA) and Free Trade
Agreement (FTA) between BIMSTEC nations and Japan, the Intra Industry Trades
grow much faster and hope to catch the level of ASEAN trading bloc. The Intra
Industry Trade among BIMSTEC nations India, Thailand, Sri Lanka and Myanmar
had been increased over the period of year but the intra industry trade of Nepal had

decreased with the formation of FTA with Japan.

Leela (2007) conducted a study on evolution of BIMSTEC towards a Bay of Bengal
economic community. Study pointed out that BIMSTEC free trade agreement was a
comprehensive arrangement covered the trade in goods as well as in services,
investment and provide a framework for trade liberalization and all sectors. FTA
also exploits the potential of economic integration in the Bay of Bengal region. The
study suggested that for the successful promotion of mutual cooperation in the
BIMSTEC region required speedy development of transport and communication
linkage, exchange of information, progress in science and technology and enhanced

technical cooperation was essential for growth and development of member nations.

Rao and Rao (2007) studied a re-envisioning on India and Myanmar relations. Study
stated that India made several efforts towards sub regional, cross regional and
bilateral regional trading arrangements. Myanmar built the bridge to South-East
Asia an India hopes to transform northeast from security into land of economic

opportunity. Among the BIMSTEC nations India is fourth largest trading partner of
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Myanmar and India is Myanmar largest export market, accounting for nearly one
fourth of its exports. Myanmar is the only Southeast Asian nation which India shares
both land and maritime boundaries. And India has emerged as largest market for
Myanmar. Study also revealed that economic cooperation with Myanmar lead to
economic development of India’s northeastern states because Myanmar provides the
shortest links to Southeast Asian markets by air, land and sea that promote the intra-

regional trade among BIMSTEC nations.

Strutt (2008) described a dynamic analysis of probable impact on BIMSTEC with
Japan FTA. The study revealed that the BIMSTEC economies were predictable to
considerably raise their share of global GDP as well as global exports and imports.
If BIMSTEC free trade area included the Japan as member then it will lead to
momentous gains of output, welfare and exports for both BIMSTEC and Japan.
Japan plays a vital role to increase the resource base and trade ability of BIMSTEC
economies. ODA and FDI flows from Japan benefited the BIMSTEC nations for

creation of trade.
2.2. ECONOMIC COOPERATION AMONG BIMSTEC ECONOMIES

Economic integration within regional trading blocs adds the significant value to

increase economic growth, trade, investment etc.

Devi (2005) examined the trends and prospects of BIMSTEC economies and
economic cooperation of Japan with BIMSTEC countries. The study explored that
with the economic cooperation with Japan of BIMSTEC nations all BIMSTEC
nations registered a significant improvement from the 1995 onwards and Thailand
experienced a tremendous growth in trade from the period 1990 to 2002. India’s
export orientation was above unity in the former period, indicated a promise for
future expansion of Indian exports. Study pointed out that economies of India and
Japan are highly complementary in terms of factor endowment, capabilities and
specializations. With the economic cooperation of Japan and India, BIMSTEC
nations expand their trade with rest of the world and it benefits the economies of

whole Asia in the coming years.
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Asher and Sen (2006) stated that India is country as a member of BIMSTEC having
a economic potential to provide Japan and other group members with sustained
economic opportunities and risk diversification. Bilateral merchandise trade linkages
between BIMSTEC and Japan had been largely fuelled by Thailand. Japan was
Thailand's second largest trading partner and Thailand’s biggest import source. The
study also explored that the trade of service sector between BIMSTEC and Japan
increased over the years and trade flow of Japan concerned with two major
BIMSTEC nations i.e. Thailand and India. BIMSTEC and Japan economic
cooperation provided significant mutual gains for both parties in trade and other

sectors also.

Batra (2007) stated the strategies and options for South Asia's Free Trade Agreement
(SAFTA). The study revealed that the implementation of the SAFTA in 2006 lead to
regional economic integration pursued in South Asia. The economic corporation in
South Asia and the predominant position of India in the region lead to easy
connection between South Asia with East Asia to form an Asia wide Free Trade
Arrangement. The existing agreements such as the Bangkok Agreement and
BIMSTEC in terms of membership and sectoral coverage has been potent

instruments in facilitating the South Asia and East Asia economic integration.

Chetty (2007) explained the India’s role in BIMSTEC and its problems and
prospects. The study stated that India had reached a milestone in its participation in
the BIMSTEC process when BIMSTEC free trade agreements signed. The
framework agreement BIMSTEC-FTA covered trade in goods, investments and
services. Enhancement of interaction among the member nations and identification

of six core areas of cooperation lead to economic growth within BIMSTEC.

Murthy (2007) explored the regional economic arrangements within BIMSTEC
region and understanding the growth of BIMSTEC. The study has been described
that regional economic arrangement integrates national economies into a large
economic region. And it involves the removal of trade impediments and
establishment of coordination among the countries concerning trading bloc.
BIMSTEC was formed to focus the area of economic growth and upgrading the

interaction among the member nations. The member nations have desire to
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expanding their international trade, focusing on export oriented liberalization,
attracting FDI, liberalizing their own economies, and looking at new technology, all

led to economic development of member nations.

Murty et.al (2007) discussed the possibilities of cooperation in BIMSTEC countries.
The study concluded that to achieve high level of economic integration within
BIMSTEC nations, identify the potential areas of trade and economic cooperation
for individual economy, reduce poverty and high mortality rate to promote the
economic cooperation among nations. Study stated that among the BIMSTEC
nations India and Thailand both lead in merchandise trade and Sri Lanka and
Bangladesh emerged as the important exporters of manufacturing goods in the

BIMSTEC region.

Reddy (2007) revealed that India’s bilateral and multilateral agreements with
BIMSTEC help to closer economic relation and expand the trade. BIMSTEC region
had a rich potential for economic cooperation, arising from substantial
complementarities existing between economic structures and factor endowments of
the member nations. Through regional integration, BIMSTEC made a good
beginning with establishing a Free Trade Area (FTA) and exploit the resources
available within nations. It also promotes the trade and investment facility among

BIMSTEC nations.

Upreti (2007) studied the nature, direction, challenges and issues for the overall
development phase of BIMSTEC region. BIMSTEC region given more importance
to intra-regional trade and accepted to taking the trade facilitation for the
enhancement of regional trade. The study demonstrated that BIMSTEC nations offer
vast scope for the cooperation in the field of trade, investment, hydropower
generation, natural gas etc. and Free Trade Area agreements play vital role for the

development of trade among the member nations.

Batra (2010) stated that the Bay of Bengal Initiative for Multi-Sectoral Technical
and Economic Co-operation (BIMSTEC), as inter sub-regional organization, having
ability to act as a bridge between South and Southeast Asia. The performance of the
BIMSTEC has not been effective to take the regional economic integration among

the member countries to a higher level. Trade indicators such as intra-regional trade
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and investment shown no signs of enhancement since the formation of the regional
organization. Access to a larger market through the trade bloc has done no
significance to increasing trade or investment flows for the smaller member
economies. BIMSTEC region has insufficient macroeconomic linkages and ill

policy coordination.

Chowdhury and Neogi (2013) analyzed the economic overview of BIMSTEC
countries over the period of 1997-2011. The study revealed that the economic
performance of the BIMSTEC economies has been widely influenced by three major
factors i.e. external impacts, policy responses, and structural factors. To evaluate the
performance of BIMSTEC nations, macro-economic indicators such as GDP,
Inflation, Agriculture, Industry, Service Sector, and Unemployment Rate was
considered over the period 1997-2011 among BIMSTEC economies. According to
the observation the cooperation among the BIMSTEC nations across the world may
lead to take interest in respect of the South-East Asian region. The scope for
investment by the corporate in this region also increased year by year and in future,
South and South Asia region has an opportunity to increase the business among the

BIMSTEC countries.

Hossain (2013) examined that a complete removal of import tariffs among the
member countries generate significant welfare gains for its members and also
implied that few BIMSTEC member countries experience some adverse impact in
case of terms of trade, industry output, balance of trade etc. However, the most
encouraging fact is the opportunities of employment generation after full
implementation of BIMSTEC FTA. At last study explore the common phenomenon
in majority of the BIMSTEC countries i.e. poverty, and suggested that employment

in unskilled labour might reduce poverty within the bloc.

De et.al (2014) made the empirical assessment to study the Impact of BIMSTEC
trade agreement on strengthening export performance of Indian firms. Regional
trade and economic integration has affected the firm level decision making in
assessing the destination for investment. The study assessed the probable impacts of
the BIMSTEC on the export performance of Indian firms and explored that a lot of

other factors also facilitate the exports. The study evaluated major macro parameters
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firms consider crucial while improving the exports of chosen Indian firms. The
study also provided successful marketing strategies for improvement in Indian

export and expanding their markets in the BIMSTEC.

Rahman and Kim (2015) studied that BIMSTEC region is one of the least connected
regions in the world and if BIMSTEC countries completely eliminate import tariffs
with each other, Thailand, India and Bangladesh have expected to experience
welfare gain whereas Sri Lanka and Nepal are expected to experience welfare loss
from intra- regional trade and FDI. The Complete removal of tariff on trade cause to
improve the allocative efficiency in all BIMSTEC countries. The study suggested
that BIMSTEC countries should work on single window facility that allows parties
involved in trade and transport to lodge standardized information and documents
with a single entry point to fulfill all import, export, and transit-related regulatory

requirements.

Sharma and Roy (2015) analyzed that as a part of Look East Policy, India engaged
in two important sub-regional economic grouping viz Bay of Bengal Initiative for
Multi-Sectoral Technical and Economic Cooperation (BIMSTEC) in 1997 to
promote technical and economic cooperation. Bangladesh-China-India-Myanmar
regional economic forum (BCIM) in 1999 to promote sub-regional cooperation in
infrastructural development and people to people contact between these four
countries. The study concluded that both groupings has contributed to enhance the
trade and commerce of India with its immediate neighbors in eastern side and to

boost the primary goal of its look east policy viz. economic integration.
2.3. ROLE OF TRADE AND INVESTMENT IN BIMSTEC REGION

BIMSTEC strategies has been made with such a way that encouraging the national
and regional interests at a multilateral level. Through this platform, the BIMSTEC
economies attract international support and cooperation for developmental projects

and productive economic strategies.

Chakraborty (2007) stated that India had taken holistic view about the emergence of
BIMSTEC in context of new global order, particularly its Look East thrust. Thailand

play important role to speed up the pace of trade liberalization and economic
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cooperation within BIMSTEC. Being a member of BIMSTEC and India’s outward
orientation process lead to increase the India’s trade with APEC (Asia-Pacific

Economic Cooperation) economies.

Chakraborty (2007) analyzed the trade performance and integration experience of
BIMSTEC. The study observed that the intra bloc trade in final products and trade in
intermediate products increased within BIMSTEC nations which increased the
possible production integration among the BIMSTEC nations. The study revealed
that removal of tariff and non tariff barriers, and implementation of the trade
facilitation significantly contributed to increase the trade among BIMSTEC

economies.

Kumari (2007) stated that system for trade development and governance in
BIMSTEC insist the centrality of the market forces above person, communities and
government promote the rights of business sector overthrow the people,
communities and states. And woman played a significant role in trade liberalization

but trade policies trends for woman still debatable in these nations.

Devi (2007) examined the emerging trends and prospects of economic cooperation
in BIMSTEC. The study revealed that there was significant change in the trade
orientation of BIMSTEC nations from 1990s and most of them exhibited a higher
outward orientation. The relevance of the regional bloc in enhancing the trading and
investment patterns and analyzed the existing socio economic performance of
individual member nation. With the formation of BIMSTEC trading bloc, majority
of South Asian countries were able to improve their export competitiveness to some
extent in international market and FTA under BIMSTEC umbrella help to expand

the size of market in international market of member nations.

Mukherji and Paswan (2007) explored the trade and investment opportunities of
India in BIMSTEC trading bloc. The study highlighted that for the growth of intra
regional trade brought the trade potential at sectoral and product level under fast
trace liberalization. Manufacturing units added the impetus to India’s intra industry
trade. For the growth of India trade in BIMSTEC manufacturing units plays vital

role and expand the trade.
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Nag and De (2007) stated that BIMSTEC made the bridge between South Asia and
South East Asia. BIMSTEC had a potential to increase the trade among member
countries by enchanting gain of their geological location in the state of the Bay of
Bengal and the Eastern coast of the Indian Ocean. FDI come from Asian countries
together with Japan may help in overcoming many problems in a bloc. For the
encouragement of the trade key sectors were recognized by the bloc (BIMSTEC)
and trade facilitation take serious concentration by the BIMSTEC nations. In field of
transport and infrastructure BIMSTEC helps the Asian integration process giving
important focus on cross border infrastructure growth and also make investment

demand in key sectors preferred by BIMSTEC nations.

Ramachandrdu et.al (2007) revealed the Asian drama for the Formation and
sustained the regional alliances of BIMSTEC, SAARC and ASEAN was well in
tune with the fast changing global scenario. It had increased coordination and
cooperation between the major Asian economies which is essential to manage the
global challenges and enhance Asia’s role in world trade and affairs. India’s look

east policy play vital role to build economic integration with rest of Asia.

Gilbert (2008) analyzed the trade cooperation between BIMSTEC and Japan along
with poverty in Asia. The study concluded that Japan’s trade with other BIMSTEC
economies, away from Myanmar, was usually lesser than too expected given their
size in world trade. Accomplishment of a free trade agreement between Japan and
BIMSTEC begin with modest overall economic impact, by the primary recipient
being Thailand. The trade trends point toward that the corresponding in the region
by Japan had been expanded over the time. For the welfare distribution in
BIMSTEC economies, there was need for BIMSTEC and Japan cooperation to

encourage agreement in all of the target areas.

Wijayasiri and Mel (2008) examined the BIMSTEC and Japan economic
cooperation in trade and investment from Sri Lankan perspective. Sri Lank
continues to look for increased diversification of export market which presently
concentrated in Europe and the USA. Japan was a chief trading partner for mutually
as a source of imports and destination of exports and Japan act as a channel that

enhances rivalry in the BIMSTEC region and for promotion of quality and standards
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of production and service supply in the county. The high transaction costs to trade in
the state, the necessitate enhanced infrastructure, reduction of NTBs (Non-Tariff
Barriers) and the coverage of the agreement were the main issue for the BIMSTEC
and Japan corporation. But still Japan may well play a key role in boosting

economic cooperation in BIMSTEC.

Kabir and Salim (2010) analyzed that the share of intra-BIMSTEC trade not enough
in the world trade. The main import sources and export destinations of most of the
BIMSTEC countries still from outside the bloc. And results of study revealed that
the GDP and governance of both importers and exporters positively influence the
bilateral trade, positive effect of BIMSTEC in members exports had been found,
which indicates a strong evidence of positive trade response to the bloc even before

the forming an FTA.

Kalirajan and Bhattacharya (2011) empirically measured the export potentials
among BIMSTEC and Japan. The study pointed that BIMSTEC has expected to be
more successful in enhancing intraregional trade because of its proximity of demand
and strong historical, cultural, political, and economic ties with the member
countries. As Japan is the second largest trading partner and given Japan’s
technological development status, it is beneficial for BIMSTEC member countries to
have closer economic cooperation in terms of sustained trade and investment. It is
also beneficial to Japan to cater for the dynamic emerging economies such as India

in BIMSTEC.

Saxena and Bhadauriya (2012) have tried to identify the areas of improvement in
Indo-BIMSTEC trade relations. The two BIMSTEC nations Sri Lanka and Thailand
were the leader partners of India in context to both import and export. India’s best
trading partner was Sri Lanka among all the BIMSTEC nations because Thailand
had adverse trade with India. For the growth of export India must identify the
potential products which can drive Indian export to export market. In context to
imports, India imports from Thailand were high. Stronger relation between India-

BIMSTEC means more steady and affluent Asia.

Chowdhury and Bhattacharjee (2014) described that promoting quality health

services to large population segments is a key ingredient to human and economic
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development. healthcare policymaking involves complex trade-offs between
promoting equitable and affordable access to a basic set of health services, creating
incentives for efficiencies in the healthcare system and managing constraints in
government budgets. Trade in health services can be enhanced through patients
seeking treatments in other countries, investment in labs and hospitals and
temporary movement of health professionals like doctors and specialists. To
enhance regional health service trade, countries under BIMSTEC region should take
positive steps such as, remove visa requirements, remove limitations on the
movement of natural persons, establish common curricula in medical education,
mutual recognition of diploma and other professional qualifications, ease

requirements of obtaining necessary permits and authorizations etc.

Chowdhury and Neogi (2014) estimated the trade complementarity and similarity
between India and BIMSTEC countries in the Context of the Regional Trade
Agreement (RTA). The study revealed that BIMSTEC is an important element in
India’s “Look East” strategy and adds a new dimension to India’s economic
cooperation with South East Asian countries. India BIMSTEC free trade agreement
promote trade and greater connectivity between India, Nepal, Bangladesh,
Myanmar, Sri Lanka, Bhutan and Thailand. The trade structure between India and
BIMSTEC exposed that there are complementary sectors and products available for
enhancing trade cooperation between the trading partners. India, with trade
cooperation with some BIMSTEC nations, in all product categories can be a vital
player in the region. India’s average tariff is higher than BIMSTEC countries and
reduction of tariffs have a short term crash on India’s exports but can unite in the
medium term through productivity gains and efficiency. Also emerging economic
structure warrants greater cooperation from India in the regionalization efforts in

Asia.

Rahman and Kim (2016) analyzed the trade and investment potential under the
ambit of regional cooperation comprising the seven contiguous countries of
Bangladesh, India, Sri Lanka, Nepal, Bhutan, Thailand and Myanmar. The potential
economic impact of the BIMSTEC economic cooperation as well as BIMSTEC FTA
promote the growth for the region. One of the major findings of the study was that a

large part of BIMSTEC’s trade has remained unrealized and the trade transaction
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cost is one of the major trading barriers prohibiting the growth of BIMSTEC intra-
regional trade. The study reinforced that improvement in infrastructure and
connectivity that leads to less trade transportation costs should be a necessary step in
order to realize BIMSTEC’s trade and investment potential and liberalization of

non-policy barriers spur BIMSTEC’s trade and economic cooperation.
2.4. POLITICAL ASPECTS OF BIMSTEC ECONOMIES

The political welfares based on the economic cooperation has far reaching effect that
result into closer links of BIMSTEC than SAARC. Today, India emerged as fast

developing economy in the world.

Shrivastava (2005) examined that BIMSTEC have well planned strategy for India
and also the extension of Look East policy. After the globalization when India’s
economy liberalized itself, the BIMSTEC was formed for extension of trade
relations. BIMSTEC have complement for SAARC to promote a free trade area in
South Asia. BIMSTEC members recognized the importance to create air, sea and
land linkage. Being the member of BIMSTEC, India was in a better position to deal
with Chinese ambitions. And prevent India from emerging as a rival Asian power.
Being the BIMSTEC members, India’s also able to tackle the major problem of
terrorism. India adopts a multi-pronged approach to tackle the problem of terrorism.

BIMSTEC made India to become the energetic parts of international politics.

Chandrasekha and Rao (2007) explored the political and foreign policy perspectives
of BIMSTEC. The study stated that to achieve the state of economic integration
among the BIMSTEC nations focused on their energies of liberalization and
economic reforms of member nation’s economy rather than its political issues such
as border problems etc. Most of BIMSTEC nations had adopted the outward policy

after 1990s that had resulted the faster economic growth among the nations.

Vanajamani (2007) revealed that with the economic integration among the
BIMSTEC nations, the South Asian nation’s exports of services had been grown
especially commercial services export show significant growth. In case of Sri Lanka,
commercial service exports had made vibrant growth in total exports and

Bangladesh made remarkable increase its share of export in transport sectors. But
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from the observations or evident the trade performance of BIMSTEC countries at
the global level had been miserable in relative sense and India play an significant

role to be future cooperation in South Asia in general and BIMSTEC in particular.

Feroze (2015) analyzed the some important points for a successful BIMSTEC. The
article stated that the special interest of regional diplomacy was attracting more
countries toward the Bay of Bengal but for the strength of bilateral relations,
effective regional cooperation has a precondition. Good bilateral relation with the
neighboring country, to a larger extent, determines the success of a regional
cooperation. The need for better and effective bilateral ties among BIMSTEC

member countries as it is a basic requirement for successful regional c