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EXPORT LED GROWTH IN SOUTH EAST ASIA: AN OVERVIEW OF EXPORT POLICIES AND LESSONS FOR INDIA

ABSTRACT:

The miraculous performance of the East and South East Asian countries during 1970s to 1990s cannot be analyzed without considering the connection between the export -oriented policies and economic growth. The shift from traditional import substitution policies to export oriented policies in these countries has long term policy implications for many of the developing countries including India. In the Newly Industrialized Economies from East and South East Asia, the general macroeconomic policies as well as selective export promotion policies facilitated the high export and economic growth. Following their path China and India also changed their policy stance in favor of export oriented policies and moved on the high growth trajectories. On this background it is necessary to analyze the policy environment in all these countries that facilitated the transmission of high export growth into the economic growth. This study undertakes the analysis of the export policy environment in selected east and South East Asian countries form a broader perspective of export led growth in order to find out some lessons for India. The study analyzes the macroeconomic environment as well as the export policy phases in these economies that provided boost to the export growth which further transformed into economic growth. Considering the robust growth experience of Newly Industrialized economies during the 1970s and 1980s, such kind of analysis will help the developing economies to undertake some policy initiatives for moving on a higher growth path. 

INTRODUCTION
The miraculous performance of the East and South East Asian countries during 1970s to 1990s cannot be analyzed without considering the connection between the export -oriented policies and economic growth. The shift from traditional import substitution policies to export oriented policies in these countries has long term policy implications for many of the developing countries including India. In the Newly Industrialized Economies
 from East and South East Asia the general macroeconomic policies as well as selective export promotion policies facilitated the high export and economic growth. Following their path China and India also changed their policy stance in favor of export oriented policies and moved on the high growth trajectories. On this background it is necessary to analyze the policy environment in all these countries that facilitated the transmission of high export growth into the economic growth. 

         This paper undertakes an analysis of the policy environment in South East Asian countries that facilitated the export growth in these countries, which in turn got reflected into high economic growth. The purpose of this analysis is to find out some lessons for India with specific reference to export growth and economic growth, from the growth experience of the selected Asian countries. The paper is organized in the following manner. In the first section, the study briefly discusses the macroeconomic environment that had been an important contributing factor to the external competitiveness in these economies and compares that with the macroeconomic environment in India. Then the second section analyzes in detail, the selective policies and their role in the achievement of export competitiveness in the selected South East Asian countries with a broader perspective of export policy regimes. The countries selected for the analysis include the South Korea, Taiwan, Malaysia, Thailand, China and India as these countries represent the three generations of NIEs. The study considers the time period from 1970’s to 1990’s for the analysis of export policy phases because this is the period when the East Asian countries experienced very high growth rates through the export promotion policies. The last section brings out some policy lessons for India from a broader perspective of export led growth.

1.1 Macroeconomic Environment:

In order to enhance the productivity of investment in the trading sector of the economy prudent macroeconomic environment is a necessary. Country’s export drive can be sustained for a long time if the economic policies develop a stable macroeconomic environment. This study analyzes the macroeconomic environment in the selected countries by considering their performance in terms of the four major indicators that determine the macroeconomic stability of a country- level of inflation, fiscal discipline, level of savings and investment and the exchange rate. 

1) Level of inflation:  An important feature of stable macroeconomic environment of the South East Asian economies is the low and stable inflation rate evident in each of these countries during their respective periods of manufacturing export growth and economic growth. In this respect the stability of the macroeconomic environment in Malaysia, Singapore, Taiwan and Thailand has been exemplary. It should be noted that, except for the oil price shocks in 1973 and 1979, there have been no other episodes of inflationary bubbles in these economies. Thus, the low level of inflation in these economies provided the basis for attaining the price competitiveness in the export markets. Even in case of India the level of inflation was quite low as compared with the other developing countries.  This is often taken to indicate a creditable performance on the part of the Indian government in maintaining macroeconomic stability, yet India’s average inflation rate for this period is lower only than Korea in our sample of seven countries. Thus India’s performance on this front is by no means exceptional.

2) Fiscal Discipline:  The most important reason behind the low levels of inflation in the East Asian countries has been the ability of the governments in these countries to keep the budget deficit within manageable limits. The countries maintained the fiscal discipline in varying degrees, the best performers being Singapore and Thailand. On the whole, the East Asian countries have done better than their counterparts with respect to keeping budget deficits low. The table shows the budget deficit positions of selected countries. The table indicates that the Indian government has been particularly lax in maintaining fiscal discipline as compared to the East Asian countries. Further the data also reveals that the fiscal imbalances in case of India have steadily increased over time. In late 1980’s the countries witnessed fiscal consolidation, especially Malaysia, Korea and Thailand experienced surpluses in budget. A major aspect of the fiscal consolidation in Korea, Malaysia and Thailand in the late 1980’s was that most of the adjustment occurred in the expenditure rather than the revenue side of the central budget. Another noteworthy aspect of the fiscal policy in the selected Asian countries except Thailand has been the persistent surpluses in the current accounts of the budget. On the contrary, the deterioration in Indian government’s budgetary position has been caused by the sharp increase in total expenditures and especially in current expenditures. Since the budget deficits were never unmanageably high in most of these countries, there was little need to finance the deficits by money creation that creates inflationary pressures in the economy. 

          3) Savings and Investment: A feature of South East Asia’s macroeconomic performance that is often highlighted is the outstanding investments and savings to GNP ratios that are observed in this region as compared to other developing countries. As the endogenous growth models
 state the savings and investment ratio have a significant positive impact on the steady state growth rate (Lucas, 1988). Most of the selected Asian countries have displayed high and increasing rates of savings. The savings rate is seen to be high and increasing over time, averaging over 30% of GNP for most of the East Asian countries since the 1980’s (Agrawal, 2001). In comparison the average for India is about 21% for the given period. 

Higher investment is strongly associated with higher economic growth and industrial competitiveness (Romer, 1986). It is observed that the investment as a share of GNP is not only high, averaging about 35% of GNP in the 1990’s, but increased over the period for most of the East Asian economies even in comparison with developed countries. A major factor contributing to the high investment levels in these countries was the large annual inflows of FDI due to various policy incentives provided by the governments. FDI played a major role in most of these economies in financing the export sector. On the contrary, in the same period India witnessed a very low level of investment due to comparatively lower savings rate and hostile policies with respect to foreign investments.

4) Exchange Rate: The East Asian countries have followed quite diverse exchange rate policies (Garnaut, 1998) varying from the fixed exchange rate regime of Hong Kong to the fixed but adjustable exchange rate regimes of Indonesia, Malaysia and Thailand to the managed floating exchange rate regime of Singapore. One important aspect of the exchange rate policies followed by several of these countries has been the use of exchange rate to protect the tradable sector (Corden, 1994). This was done by bringing about a real depreciation of the currency, or moderating the real appreciation of the currency.  A key feature of the macroeconomic environment in the East Asian countries is the absence of a sustained appreciation in the real exchange rate till the early 1990’s. In fact, in real terms, the respective currencies have depreciated more or less steadily since the mid 1970’s. Interestingly, India’s currency has depreciated significantly since the 1980’s due to the fact that the policy makers steadily devalued the rupee in 1985-86 and in 1989-90. However, it must be noted that unlike India, each of these countries followed a conservative fiscal policy at the same time to moderate the excess demand pressures brought about by the exchange rate protection policies.

Thus it can be concluded that the stable macroeconomic environment was the major contributing factor to the external competitiveness of the East Asian countries. This was in turn related to the conservative macroeconomic policies followed over a period of time and an important feature of these policies was the quick and decisive response by policy makers of the country to macroeconomic disequilibrium emanating from external shocks or other factors.

On the background of the stable macroeconomic environment the East Asian countries followed export push policies and could attain high rates of economic growth through the excellent export performance. However analysis of the export policies needs a case- by -case country-wise approach.

1. 2 Export Policy Phases in selected countries: (from 1970’s to 1990’s):
1.2.1 SOUTH KOREA 
Phase I:

For the first few years after the end of the Korean War in 1953, the Korean Government’s industrial policy emphasized import substitution. The basic goal of the policy was to create or enhance domestic capabilities to manufacture commodities of mass consumption, which had initially been imported. In the long term perspective the policy visualized the public sector playing important role in creating domestic capabilities to produce intermediate and capital goods. One of the main instruments of industrial policy during this period was trade restrictions. Under the protective regime of the 1950’s, the manufacturing sector performed reasonably well. 
Phase II:

In 1961, the military takeover led the country to the reorientation of the economy towards export promotion and some fundamental changes were made in the incentive system. At this stage the regime was following a “neutral export promotion policy”, that is, the regime did not distinguish between commodities and all exports were given incentives. It should be noted that the protection of the domestic market prevailed even when the exports were being promoted. The table 2.2 provides a summary of the extent of export incentives provide during 1965 to 1990
The sharp devaluation of won accompanied by high level of export subsidies comprising credit subsidies, direct tax concessions and interest subsidies resulted into significantly high growth rates of both GNP and exports than the prior period (see table 2.1). With the export promotion regime, the initial growth of manufacturing exports came from industries in which there was domestic capability as well as the ability to compete on cost by using the abundant domestic resource, that is, labor. The industrial structure of the economy, thus, developed along comparative advantage lines, with labor-intensive commodities such as textiles and garments, footwear, wood products and light engineering manufactures increasing their share in aggregate manufacturing output and this process was associated with very rapid GNP growth till the early 1970’s (Agrawal, 2000). There was a great emphasis on stringent cost and quality requirements as only after the fulfillment of these criteria exporter could gain access to various concessions.

The system of incentives for exports established during this period continued until the 1970’s at which time the Heavy and Chemical Industries (HCI) regime was put into place. 

   Phase III:

Korea initiated the HCI drive with a motivation of creating a competitive set of capital and technology –intensive manufacturing activity. Thus the regime introduces a selective incentive system that stressed on the capital and intermediate manufactured exports. Two factors played a major role in the initiation of the HCI regime. The first factor is related with internal conditions while the second factor was the result of external environment. 

From the inside, the labor- intensive export drive in the initial period virtually eliminated surplus labor from the economy and increased the wage pressures. On the external front, there was increased competition from developing countries in the export market for the commodities that Korea was exporting. Further, Japan’s success with its earlier labor-intensive exports drive as well as capital and technology intensive export drive provided an incentive for the introduction of HCI regime in Korea.

The implementation of HCI drive led to restructuring of the overall incentive system. The incentive system during 1971 to 1981 definitely emphasized the selective promotion of capital –intensive industries. While the favored industries were given substantial financial incentives in the form of direct tax concessions, cheap credit, etc., at the same time the early exporters were not denied the access to the financial incentives.

During this period, even though the GNP and export growth did not show extraordinary performance than the earlier period of neutral regime, share of exports in GNP increased sharply than the previous period. At the same time share of manufactured output in GNP and share of manufacturing exports in total exports also showed increase. However, on the macroeconomic front, there was a sharp increase in the inflation rate and the trade deficit increased to a great extent during this front on account of the heavy import requirements of the HCI industries (Cho and Kim, 1995).  

In 1979, after the second oil shock, the HCI policy was terminated. After achieving the stabilization in early 1980’s, the policy regime emphasized financial and trade liberalization and all-round promotion of small and medium enterprises. During this period the net discrimination in favor of exporters virtually disappeared as a consequence of trade and financial liberalization measures (Gokarn, 1995). Due to the stabilization policies this decade experienced lower rate of inflation with a relatively high growth performance and improved macroeconomic performance.

Many writers have emphasized the strength of the Korean state in terms of its ability to impose its goals on the private sector and penalize producers who failed to live up to export and other commitments. They have also pointed out the closeness of relationship between the Chaebols and the bureaucracy, somewhat akin to that in MITI and the conglomerates in Japan, but with a much more dominant role for the Government and a much more subordinate role for the Chaebols than their Japanese counterparts (Agrawal, 2000). The government played a major role in deciding the areas of emphasis while the private sector played its role by implementing government’s plans and it was rewarded or penalized according to the performance. 

Thus, the Korean experience shows that the export push as a policy was not just successful on its own merit but it also created the conditions under which the country could sustain the higher rates of growth with comparatively stable macroeconomic environment.

 2.2   TAIWAN:
Taiwan initiated a shift from import substitution regime to export promotion regime in 1958. By 1961, Taiwan put in place a comprehensive export promotional strategy. 
Phase I: 1952 -1962

Taiwan began the developmental efforts in the 1950’s with import substitution regime. The main instruments used were import controls accompanied by various allocative controls on credit and foreign exchange (Chen and Hou, 1990). There were significant quantitative restrictions on imports during this period accompanied by some export incentives like favorable exchange rate and direct cash subsidies. However, after certain period these incentives were replaced by discriminatory import allocations based export performance. The table 2.3 shows the growth in GNP and exports of Taiwan in this phase.
Phase II: 1963-1972

In 1958, Taiwan started moving towards export-oriented regime. After devaluating the exchange rate, Taiwan accomplished a unified exchange rate by 1961. The export incentives were provided in the form of tax exemption on the earnings from exports, credit at favorable rate for exporters, etc. The domestic market was protected by tariff and the quantitative restrictions while the incentives were provided to the exporters to make exports attractive. During this period the government was selectively picking industries for the promotion motivated by a variety of strategic and economic considerations. These industries, as pointed out by Agrawal (2000), were essentially established export activities. Table 2.4 gives an idea about the interest rate subsidies provided to the exporting industries during 1961 to 1990. 

During this second phase Taiwan experienced marked increase in small manufacturing industries that led the export efforts during 1960’s. Both GNP and exports grew at significantly higher rates than the previous period. Even on the macroeconomic front the inflation and current account deficit were quite low. This led to the continuation of the same policy regime in the next period.

Phase III: 1973-1980

As a result of two oil shocks, there was a slowdown in the growth rate of GNP as well as exports in this period as compared to the previous period. However, by the international standards the economy continued to record a highly impressive growth rate. The role of traditional labor intensive exports remained large in Taiwan, like Korea, even after two decades of rapid growth and structural change.

         Even on the macroeconomic front the economy was quite stable with a surplus in the current account and accumulation of huge foreign exchange reserves (Woo and Liu, 1994). Even though, the inflation rate during the two periods of Oil shock years (1973-74 and 1979-80) was excess of 20%, during rest of the period the rate was quite low at around 3.5% on an average. 

      Phase IV:

After the second oil shock, Taiwan initiated a shift in the policy regime due to the signs of slowdown towards the end of the period. The rising labor costs weakened the country’s export capabilities. In response to the changing economic circumstances government initiated changes in the policy regime. The interest subsidies were reduced substantially. There was a greater movement towards selective promotion with an identification of strategic industries for promotion. The industries for promotion were chosen on the basis of their linkages with rest of the economy, their technology intensity and some other considerations such as environmental friendliness (Shea, 1994).
 The liberalization measures were also introduced in this period. There was rapid movement towards the elimination of the non-tariff barriers. There was import license liberalization. The exchange rate was appreciated to reflect the surplus in the current account. The outward investment was encouraged as a way of utilizing foreign exchange reserves. By 1990’s the special promotional programs were terminated.

 As a result of these policy changes the country experienced significant slowdown in growth rates of GNP and especially of the exports. The slowdown was the result of the attempts of the government to deal with the pressures imposed by very rapid growth of the past two decades. The country thus slowed down to some degree in its growth performance, but still it did quite well by international standards. 

2.3 MALAYSIA:

Phase I: 1956 to 1968

After gaining the independence from Great Britain in 1956, Malaysia initiated an industrial policy that was basically import- substituting in nature. The main policy instruments used were fiscal incentives and discriminatory tariff structure. The high protective barriers increased the profit margins of domestic firms, which could then take better advantage of the various tax concessions embodied in the Pioneer Industries Act 1957 (Jomo and Edwards, 1993). The import substitution phase lasted until the late 1960’s. 

Phase II: 1968 to 1980

The export oriented industrialization phase of Malaysia started in 1968 by the introduction of the Investment Incentives Act. The tax and tariff concessions were extended to the exporting industries.  The trade regime supported import- intensive export production through the reduction in tariff rate. The most important aspect of the trade policy, however, was the establishment of many Free Trade Zones (FTZs) in order to attract the foreign investment producing for the export market.  Malaysia relied exclusively on the foreign investment in its export drive. As a result of this policy the domestic financial system was relatively unimportant player in building up of export capabilities.

In 1969, the Government launched the New Economic Policy (NEP) in order to improve the economic conditions of the “Bhumiputra”. These policy initiatives became a tight set of discretionary controls over manufacturing activity in the economy, driven less by the choice of product than by the choice of ownership.

It should be noted that while NEP was being imposed on the domestic manufacturing sector, the export industries that had been initiated in 1960’s were exempt from its requirements. As a result of this, the FDI –driven export activity continued to grow even when the NEP was being implemented in the domestic economy (Rasiah, 1993). As a result of this the even though the manufacturing exports grew at a rapid rate during this period, their backward linkages to the domestic economy were totally absent. Table 2.5 reflects the growth and export performance of Malaysia during this period.
Phase III: 1980-1985

The new Malaysian Government introduced the Heavy industries drive in the early 1980’s in order to strengthen the linkages between the domestic sector and export activities. The main vehicle of this strategy was the Public sector enterprise. 
The heavy industrialization effort of Malaysia was different from that of Korea and Taiwan. In case of Malaysia, the heavy industrialization was created in somewhat of an incentive vacuum.  The strategy set up ambitious export targets. However the targets could not be reached as most of the enterprises could not become cost-competitive in order to retain the share in the market. 

On the macroeconomic front there was a sharp increase in the fiscal deficit and external debt due to huge investments in HICOM by the government along with sharp decline in growth rate of GNP as well as exports (Rani and Salleh, 1994). As a result of this the government reoriented its strategy by way of Industrial Plan in 1985.

Phase IV:

In order to develop an efficient domestic manufacturing capability, create a high degree of integration between the export sector and domestic sector, the government introduced the Industrial plan in 1985. The plan formalized the set of incentives, which were largely based on fiscal and tariff based measures and the promotion of investment. The plan specified the list of industries to be subject to special promotional efforts. The industries chosen were either resource based industries or the technology based industries (Ali, 1992).

Due to the implementation of the industrial plan the manufacturing sector again recorded a high growth at 13% per annum with a very high growth in manufacturing exports.  The share of manufactured exports in total exports increased to 60%. Thus compared to the last phase the improvement in the performance was really remarkable in this period.

The Malaysian experience shows the ability of the government to reorient the policy and the complete credibility of the government was the result of the policy in 1970s that tried to achieve high growth through exports and distribution through NEP. Thus, Malaysia considered not only the growth aspect but also the distribution aspect in its policy phases.

2.4 THAILAND:

Phase I: 1958 to 63

The modern economic development in Thailand started in 1958 with the Sarit era
 (1958-63) that favored nationalistic, state led industrialization strategy. The economic policy was hostile towards the foreign direct investments and Chinese immigrants whose activities were taken over by state enterprise that were set up during this time. However, these state enterprises could not operate efficiently and the new government entirely changed the policy orientation (Girling, 1981).

Phase II: 1963 to 1972

Thailand initiated the export- promotion strategy in the early seventies while maintaining a bias towards an import substituting strategy for the domestic market. The approach was, however, not focused and quite neutral .In the new economic regime the policies were firmly oriented towards encouraging private industrial enterprise while state resources were diverted towards supportive infrastructural development. The government did not enter directly into the manufacturing activity but guided the industrial development through the trade policy instruments, such as tariffs and other methods like tax and tariff concessions. These incentives were called as “investment incentives”. 

The Board of Investment (BOI) set up in 1959 was supposed to select the industries for promotion. However the approach of the board was passive and not judicious, which affected the overall performance of the economy adversely (Ammar, 1974).  Even though the domestic manufacturing sector grew rapidly in this period, the backward linkages of these growing sectors were fairly limited. The total exports and manufacturing exports performed poorly during this period.

Phase III:

In 1972, the country moved to export-oriented strategy as a result of deterioration in its balance of payments in 1960’s. By the Industrial Promotion Act of 1972 the Board of Investment was authorized to provide export -oriented units full exemption from tariffs, rebates on business and sales tax as well as deductions in corporation income tax. These policies helped the country to use the huge comparative advantage in resource- intensive and labor- intensive manufacturing activities. These promotional efforts were further strengthened by the devaluation of Thai Baht. There was spectacular growth in exports and GNP.
However, the protection in Thailand was not conditioned on export performance.  Rather, as pointed out by Warr (1993), the list of industries to be promoted changed frequently and arbitrarily, and with the extent of incentives offered differing widely even across firms within the same industry. Further the import substitution in this period was undertaken in uncoordinated fashion and was not at all linked with the export drive initiated in the same period.

           Phase IV:

The country moved towards a more focused heavy industrialization policy in the early 1980’s when the country formulated the Eastern Seaboard Development Plan (ESB). This plan was the result of the discovery of the natural gas in the Gulf of Thailand.  The plan stressed on the diversification of industrial activity from the regional point of view. However, the large external shocks that hit the economy at this time led to a sharp scaling back of these plans (Kraiyundht, 1995).

During 1980’s even when the country experienced high growth in the last decade, the macroeconomic situation was far from satisfactory. There was a decline in GNP and export growth rates.
Phase V:

The Thai government introduced a series of policy actions to deal with the destabilizing forces. This included a 26% devaluation of Thai baht against US dollar in 1981 and 1984, sharp cuts in government expenditures and adoption of conservative monetary policies. There was some reduction and rationalization of tariffs in 1981. These policies were successful in reducing the inflation and current account deficits. But the contractionary monetary policies depressed the domestic demands creating excess capacities in domestic industries. These excess capacities after the devaluation were directed towards exports, raising the rate of growth of exports as well as the rate of growth of the economy as a whole. The macroeconomic stability and high growth along with locational advantage, low labor costs and ‘one-stop’ facilities provided by BOI attracted huge foreign direct investment in the country. This increased the GNP and export growth rates.
Much of the growth in Thailand can be explained in terms of use of static comparative advantage flowing from the abundant supplies of two factors- natural resources and unskilled labor. The relative soundness of country’s fundamentals played a major role in the growth of Thai economy.

2.6 CHINA:

China is one of the fastest growing economies in the world. The Chinese success has been the result of a gradual process of market development and outward orientation. The central elements of the Chinese policy initiatives have been the agricultural reforms, the important role for the private firms and locally controlled Townships and Village Enterprises (TVEs), substantial inflows of FDI and rapidly growing exports. However it is difficult to classify the policy initiatives in China into different phases as the reform process itself was initiated in 1980s. Therefore the study analyzes the Chinese experience of export growth and economic growth as a whole without classifying it into different policy phases.

In 1978, the reform process in China was initiated under the regime of Deng Xiaoping. This reform process was quite gradual and experimental. First, the agricultural sector was targeted with the dismantling of the collective farming. Then the relative prices of agricultural products were raised. There was strong increase in the rural production. At the same time the government passed the law regarding the setting up of TVEs –collectively owned rural industries. 

These industries along with inflow of foreign investment led a sharp increase in the export from China in mid 1980’s. Most of the increase in exports was the result of TVEs and firms with foreign investment. The export growth resulted from market orientation and private enterprises.  But it was also driven by the reforms in trade and investment policies. The establishment of Special Economic Zones (SEZs) and open cities in China’s Southern coastal provinces was a major step in the reform process. These regional reforms were the experiments with the trade and investment liberalization that were extended throughout the country after a decade when it was realized that they are highly successful in generating high growth (Ari Kokko, 2001).

The special economic zones provided an export oriented environment for the domestic as well as foreign investors, with tax allowances, lower tariffs, better infrastructure, more flexible labor markets and less demanding bureaucracy. There was decentralization of decision- making power: the regulations and decisions regarding investment, land use, labor policies, finance, taxation and foreign trade were left to the jurisdiction of the local administrators. The industries could achieve economies of scale in production and infrastructure due to the concentration of investments in particular areas.  Further the spillovers from these zones also generated rapid growth in the surrounding provinces. Considering the positive effects of the policies in SEZs, the reform process was extended in other parts of the country and a general wave of liberalization was adopted across China. The inflows of FDI to China increased dramatically during 1980’s with foreign firms accounted for around a quarter of Chinese exports in that period.

China also targeted specific industries during this period. The success in this case, however, was mixed. In early 1980’s the government promoted exports of light industrial commodities, textiles and electronics. The impact of the incentives on labor- intensive industries was positive while that on the heavy industries of a temporary nature. Thus, like in other Asian countries, targeting of industries that are not based on the existing comparative advantage could not succeed in China.

As around 90% of Chinese exports were handled by state owned foreign trade corporations, they also applied mandatory export targets on firms while providing various incentives. The implicit threat of punishment was an important factor in encouraging enterprises to export.

Ultimately, the exchange rate policy was also an important factor of Chinese export promotion policy. The real effective exchange rate was repeatedly devalued that brought down the prices of tradable goods in line with world market prices. This contributed to a great extent in reducing the anti-export bias of the import -substituting regime and increased the cost competitiveness of the Chinese exports in 1990’s.

2.7 INDIA:

After the independence in 1947, India’s first phase of development policy was an import substitution regime. However, unlike other countries that experienced a transition from import substitution to export promotion phase, India never experienced a clear shift in the policy, even though within the broader parameters of import substitution different incentives were given to the exporters. 

Phase I:

The second Five Year Plan in 1956 provided the basis for the first policy phase that was clearly import substitution regime. The policy emphasized on the developing the domestic capabilities of the capital intensive and intermediate goods industries. On the export front the policy was that of the export pessimism. 

The main instruments used for import substitution were licensing, high trade barriers in the form of tariffs and non tariff barriers, reservations for specific industries, government control over certain industries, restrictions on scale, restrictions on the choice of technology, entry restrictions, price and distributional controls etc. (Bhagwati and Desai, 1970). A major aspect of the Indian strategy is, while other countries under import substitution regime promoted the consumer goods industry through the liberal imports of capital and intermediate goods required for their production, India, on the contrary, protected and promoted the heavy industries. As a result, the country faced serious constraint on growth of GNP as well as exports. There was a sharp increase in the current account deficit as a result of large import requirements associated with high inflationary pressures. Though some incentives were provided to the exporters in the form of the schemes such as cash compensations and the registered exporter’s policy licenses, such incentives could not offset the adverse impact of the import substitution regime on the exports. Even the devaluation of Indian rupee in 1966 could not provide incentive to the manufacturing exports. At this point of time instead of orienting the economy towards an export push like the other Asian economies, the policy makers preferred to have a rigid, protectionist attitude with more stress on distribution aspect rather than the production aspect.  

In 1970s the second oil price shock resulted into depreciation of the currency resulting into some stimulus to exports. However, the policy enforced the foreign companies operating in India to dilute their foreign equity holdings and thus restricting their entry into the economy. Thus when the foreign investment was providing a major impetus to the export growth in Malaysia, India was restricting the same through policy measures. The policy regime remained in place till 1980.
 Phase II:

There was a move towards the liberalization in 1980s with a reduction in controls on investment, pricing and distribution. As a result of severe balance of payments crisis the country had to undertake a huge loan from IMF along with the acceptance of the IMF conditionalities. Many policy changes were introduced at structural and macroeconomic level. These policy changes led to an appreciation of the currency but at the same time the tariff rates were still very high, thus, offsetting the gains from appreciation in terms of cheaper imports.  The GNP grew at a faster rate in this period but the export performance was not at all satisfactory. 

Phase III:

The change in the government in 1985 brought about changes in the policy regime with a greater momentum to the domestic liberalization process. There was a greater stress on the removal of the controls such as licensing and some consideration was given to the export sector with the intensification of the export incentive system. The rupee depreciated by around 50% during this period. The protectionist regime resembled to some extent, the East Asian pattern with greater protection to the consumer goods than the capital goods (Aksoy, 1992). As pointed out by Aksoy (1992), the incentive system increased the profitability of the export sectors, especially of auto components and textiles, the sectors with a high comparative advantage.  With realistic exchange rate policies, de-licensing, removal of entry restrictions as well as other constraints on production, this phase laid the foundations of the reform process in India that was introduced in 1991.

Phase IV:

In 1991, a major change in the trade regime was initiated with a move towards tariffication. There was across-the –board reduction in all the tariff rates. Along with this a major development was in terms of foreign investment. The hostile approach towards the foreign investment was now replaced by removal of the ownership restrictions and allowing foreign firms to sell their products in the domestic market. This raised the level of competition in the economy.  Further the devaluation of rupee in 1991 was followed by the current account convertibility, which was a major step towards the export promotion. This helped the economy to come out of the balance of payments crisis of 1991, with a recovery in the growth rate of GNP. 
Some common characteristic features of export promotion policies in selected Asian countries:
The purpose of this paper was to draw some lessons for India from the spectacular growth performance of the East Asian economies specifically with reference to export led growth strategy. The analysis of the export policy phases in Asian countries makes it clear that the export booms underlying the Asian success stories did not occur spontaneously, as an inevitable result of supply and demand forces in the free market. Instead, governments played a significant role in the development process of these economies. Looking more specifically at the policies and institutional framework in the export sector, it can be observed that the most successful episodes of export promotion share some common features. 

· First, the allocation of various preferences and export incentives has been based on markets and competition: to qualify for continued support, firms had to show good export performance. 
· Second, it is the private sector rather than the state owned enterprises that responded to the various interventions. In many countries, foreign investors also played major role in export success. 

· Third, the governments managed to carry out the policies in an orderly fashion without much interference from the interest groups involved and without much corruption. 

· There is no doubt that there were times when the abovementioned characteristics have been weaker and as a result there was instability and weakening of the economic performance. It can be argued that the Asian crisis was the result of failure on some of these points.

· There was heavy investment in infrastructure development. In the early stages of development, the policies focused on the transportation network while the investments in telecommunication and electricity gained importance in the later stage of the process. 

· Exporters were given access to inputs and capital goods at world market prices. In most cases, this was achieved through tariff exemptions and duty drawback schemes, although nearly all countries also established special export processing zones or programs for manufacturing sector in order to avoid red tape.

· The preferential access was given to the exporters in case of capital and foreign exchange. The credit was provided at lower rate of interest. The economies with weak banking system considered these measures to be important. However, this subsidization of capital made the growth in these countries unnecessarily investment intensive (Ari Kokko, 2001).

· In order to encourage investment in new export areas, various kinds of fiscal incentives such as tax holidays were used. These measures proved to be very important in the early stages of export development programs.

· The major weakness of export companies in these countries when the countries shifted the orientation towards export promotion was the access to information about foreign markets and technologies. The government, here, played an active role in developing new markets by establishing institutions specialized in marketing and research, and by disseminating information about foreign markets.

· In order to enhance the reputation of the country’s exports the governments established regulations and licensing procedures to guarantee high quality.

Section 3: Policy Lessons for India:

The above common elements in the export policies of the Asian countries can help us to draw some lessons for the export promotion in India. It is a difficult task to draw some lessons from the growth experience of the Asian countries for India. The main reason is that there are significant differences between the East Asian countries and India in terms of size of the economy, political systems, socio-economic structure etc. But the most important factor is the world- trading environment has changed to a great extent today than what it was during 1970’s and 80’s. Therefore it is difficult to compare the competitiveness of these economies with that of India and to find out which of the export promotion policies would be effective today. 

Another important point that needs consideration is that the Export led growth in East Asia has been questioned on the ground of the financial crisis of 1997 that affected the growth performance of these economies to a great extent. It is argued that the East Asian crisis was the culmination of some important factors that the policy makers ignored in the process such as the immature banking system, premature liberalization of the controls on the international capital movements, weak regulation and supervision of the banking system, etc. (Agrawal, 2001). Considering these facts we can draw some positive lessons from the experience of these countries as well as some negative lessons regarding what should be avoided while following the high growth path.

1. As far as the policy lessons are concerned, the first factor that needs consideration is the importance of macroeconomic stability. Strict monetary and fiscal policies with balanced budget, low levels of foreign and domestic debt are necessary to maintain the stability of the macroeconomic environment. 
2. The East Asian countries tried to keep the exports growing at a higher rate and one major factor   responsible for this high export growth was the protection of real exchange rate from appreciation. India, even though, is showing the signs of stability, the possibility of sudden appreciation may affect the business environment adversely.  India needs stable macroeconomic environment in terms of fiscal and monetary discipline in order to maintain and control the appreciation of the currency.

3. In case of financial reforms the liberalization of the financial system should be gradual and cautious in view of the possibility of crisis that resulted into East Asian and other countries in the world (Gokarn S., 1998) 

4. As far as specific export promotion polices are concerned, it is clear that an open and outward oriented trade regime is of central importance in the development process. An open foreign investment regime is also important for export promotion (Stern, 1997). Further the recent research results indicate that that the operations of foreign export oriented affiliates may have a positive impact on the domestic exporting firms through spillovers of technology, marketing and management skills (Kokko, 2001).

5. Many of the export policies tested in Asia are also relevant for India. The two major problems that exporters are facing are related with the lack of competitive financing and lack of information on foreign standards, regulations and customer requirements. It is possible that the most important lessons from the East Asian experience are found in these areas. While public investment in export infrastructure and financing have been important in these economies, it is notable that several of these economies have established formal institutions for international marketing, market research and technology diffusion. India needs to consider these factors for enhancing the future export potential.

6. It is essential to maintain strict discipline in the administration of support system, to preserve the hard budget constraints for exporters. The support should be made available to only those exporters who fulfill the certain predetermined criteria. 
7. There is also an important point that needs consideration in case of India and that is the role of SEZs in the overall export policy. Considering the Chinese experience, the special economic zones in India can create the export -oriented environment for the domestic and foreign investors. There can also be a kind of spillover effect of the SEZs on the surrounding areas generating rapid growth in these areas. First the export policy reforms can be introduced in the SEZ areas and then considering the positive effects of the policies in SEZs, the reform process can be extended to other parts of the country. 

Conclusion:

In summary it can be concluded that India will probably not be able to duplicate all of East Asia’s growth and export promoting polices. This means that our short -term export performance may not match that of the Asian countries some decades ago, the export sector will still play an important role in the growth process of the country. The relevant lessons from the Asian miracle economies point to the importance of sound macroeconomic policies and export promotion measures. These include investment in infrastructure and in institutions to support export financing and insurance, market research, dissemination of information about foreign market opportunities, training and education in export related skills and technology transfer.
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TABLES:

Table 1.1 Average Inflation Rate in selected countries, (1970-1990).

	countries
	Average inflation rate

	India
	8.2

	Indonesia
	8.1

	Korea
	13.6

	Malaysia
	3.6

	Singapore
	3.7

	Taiwan
	6.2

	Thailand
	5.2


Source: International Financial Statistics, IMF

Table 1.2: Overall Budget Deficits (-)/ Surpluses(+) (As a percentage of GNP)

	Countries
	1971-75
	1976-80
	1981-85
	1986-90
	1991-92

	India
	-3.64
	-5.04
	-6.80
	-8.38
	-5.74

	Indonesia
	-2.56
	-2.93
	-1.19
	-1.81
	0.003

	Korea
	-1.55
	-1.67
	-1.95
	0.28
	-1.06

	Malaysia
	-3.21
	-2.38
	-9.95
	-3.98
	0.23

	Singapore 
	0.70
	0.87
	2.29
	5.48
	10.85

	Taiwan
	1.41
	-0.04
	-1.21
	-2.32
	-8.12

	Thailand
	-1.43
	-3.86
	-4.49
	0.39
	3.79


Source: Government Finance Statistics, IMF and for Taiwan Statistical Data book (CEPD, 1994)

Table 2.1 Average Annual Growth in Real GNP and Exports of Korea (1953-1991)

	
	1953-62
	1962-71
	1971-81
	1981-91

	GNP (%)
	3.9
	10.4
	11.5
	9.8

	Total exports (%)
	16.1
	39.3
	34.8
	12.9

	                                         End of period share (%)

	Manufacturing output/GNP
	11.7
	21.8
	31.3
	27.5

	Manufactured exports/total exports
	27.0
	86.0
	92.2
	95.4

	Total exports/GNP
	2.4
	11.6
	31.9
	25.6


Source: Nam, 1993.
Table 2.2:  Export Incentives in Korea (1965-1990)

	
	TRADE POLICY INDICATORS
	INTEREST RATES BY LOAN CATEGORY (%)

	YEAR
	NOMINAL EXCHANGE RATE (WON/DOLLAR)
	EXPORT SUBSIDIES (Won/ US dollar worth of exports)
	GENERAL
	EXPORT

	1965
	265.4
	39.2
	26.0
	8.0

	1975
	618.5
	131.6
	15.5
	9.0

	1985
	870.0
	N.A
	11.5
	10.0

	1990
	707.7
	N.A.
	12.5
	11.5


Sources: For trade policy indicators, Kim (1994) and for credit policy, Cho and Kim (1995)

Table 2.3: Average Anuual Growth In Real GNP and Exports of Taiwan (1953-1991)

	
	1952-62
	1963-72
	1973-80
	1981-91

	Average annual growth

	GNP (%)
	7.3
	11.0
	8.4
	7.8

	Total exports (%)
	17.9
	27.7
	22.6
	9.3

	End of period shares (%)

	Manufacturing output/GNP
	19.1
	34.3
	36.0
	34.0

	Manufacturing exports/total exports
	32.3
	83.3
	90.8
	95.3

	Total exports/GNP
	9.5
	37.8
	47.8
	43.4


 Source: For growth rates, Krueger (1995); for shares, CEPD (1994).

Table 2.4: Interest Rate Subsidies in Taiwan (%)

	YEAR 
	GENERAL 
	EXPORT RATE

	1965
	14.4
	7.50

	1970
	13.30
	7.50

	1975
	13.48
	7.80

	1980
	13.50
	10.53

	1985
	8.08
	7.41

	1990
	10.23
	8.75


Source: Shea, (1994).
Table 2.5:  Average Annual Growth in Real GNP and Exports of Malaysia
(1960 TO 1990)

	
	1961-70
	1971-80
	1981-90

	Annual growth rate

	GNP (%)
	6.17
	7.76
	5.69

	Total exports (%)
	N A
	10.92
	9.40

	Share at the end of the year

	Manufacturing output/GNP
	13.10
	19.60
	25.50

	Manufactured exports/total exports
	12.00
	22.00
	60.00


Source: For growth rates World Bank, World Tables for various years, for shares Jomo (1994).
Table 2.6: Average Annual Growth in Real GNP and Exports of Thailand (1960-1990)

	
	1960-70
	1970-80
	1980-85
	1985-90

	Average annual growth

	GNP (%)
	8.2
	6.9
	5.4
	10.4

	Total exports (%)
	5.6
	24.8
	1.8
	26.5

	End of period shares (%)

	Manufacturing output/GNP
	15.9
	21.5
	22.1
	27.5

	Manufacturing exports/total exports
	10.7
	28.1
	38.9
	64.3

	Total exports/GNP
	10.0
	20.1
	18.3
	27.0


Source: Ramstetter, 1997.

Table 2.7: Average Annual Growth In Real GNP and Manufacturing Value Added, India (1951-1990)

	
	1951-65
	1966-72
	1973-78
	1980-84
	1985-1990

	GNP (%)
	3.4
	3.5
	4.8
	4.8
	5.0

	Manufacturing value added (%)
	6.2
	4.0
	6.2
	6.6
	7.6


          Source: Economic Survey for various years, Government of India.

            Table 2.8: Export Performance, India (1950-90)

	YEAR
	PERCENTAGE SHARE OF EXPORTS IN

	
	GNP
	WORLD EXPORTS

	1950
	6.5
	1.90

	1955
	5.9
	1.35

	1965
	3.1
	0.89

	1970
	3.6
	0.65

	1975
	5.1
	0.50

	1980
	4.9
	0.43

	1985
	4.2
	0.47

	1990
	6.1
	0.53


  Source: Economic Survey, 1995-96, Government of India.

� Newly Industrialized economies are those that experienced very high rates of economic growth based on rapid industrialization and exports during the decades of 1970s, 80s and 90s. The South Korea and Taiwan are considered to be the First Generation NIEs, Indonesia, Malaysia, Thailand , Singapore and Hong Kong are Second Generation NIEs while India and China are considered to be Third Generation NIEs.


� Endogenous growth theory considers economic growth as a function of certain endogenous variable as opposite to the typical exogenous growth theory.


� Sarit era during 1953 to 1963 marked the beginning of modern economic development in Thailand. With the advent of direct rule by Marshal Sarit Thanarat in 1958 eliminated the nationalistic rhetoric of the state from the country’s policy agenda.
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