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Implications of NAFTA on Indo-Canadian Trade

by

Ravindra H. Dholakis
and
Ganesh Kumar N.

Abstract
he ¢changes in the ¢lobsl trading scenario, psarticuilarly the
emergence of regional frading blocks have far reachine effects or
world trazde. The proposed North American Free Trade Agreement
(NAFTA) comprising of Csnada. Mexice and the U.S.A. is the
latest one in this regard. It 1is feared that when NAFTA is in
rlace it can adversely affect Indiz’s exports tc the NAFTA
ccuntriec. In this paper we examine the implications of NAFTA gn
the Indo-Canadisn trade. We also criticaliv evaluate the option
cf dicining NAFTA for India.



Implications of NAFTA on Indo-Canadian Trade

by
Ravindra H.Dholakia'

and
Ganesh Kumar N.

1. Indo-Canadian Trade: Changing Perspective

Canada has =& limited domestic market of only about 26
million peocple and hence depends on trade to a considerable
extent, Exports account for about 30 per cent of GDP there.
India on the contrary has a population of over B8B00O million.

Internaticnal trade has not been a very significant proportion of

GDP in cspite of recent emphasis. During 1991/8Z, for instance.
the expori-GDF ratio was only B.2%. As of now. Canada and India

are insignificant trade partners of each other. India azccounts
for less than 1% of Canada’s exports and imports. Canada too
accounts for about f% of India’s total exports. But the prospects
of stroneer economic cooperation between India and Canada with
enhanced trade and direct investment appesr briehter than gver

before 1because of the ongoing reforms and consequent outward

0

orientation taking place in India. In Canada too. concerns are

beinz expressed sbout the high costs of production in certain

"

| am grateful to the USIS and the U.S. Government for inviting me to
interact with numerous persons in different walks of life in U.S.A. on the
broad theme of ‘U.S.International Trade Policy’ during Nov-Dec. 1992. It has
helped me considerably to gain some insights very relevant to the present:
paper. 1 am grateful to all the individuals who exchanged their views with me
during my visit. They are. however. tooc numercus to mention individually:
here.



! consequent to the protection enjoyed by them uptd

industries
1989.

The changes in the global trading scenario, particularly ir
the 1980s, in the form of regional trading blocs, have far
reaching effects on GATT as well as bilateral trade arrangements.
The strong influence of the EC 6n the world trade has prompted
the US, Canada and Mexico to propose NAFTA, which if formed will
be the largest single market in the world. Though it is argued
that such regional trading blocs can result in larger volume of

Y

world trade through “trade creation’ and consequent increase ir
income of the member countries, the countries outside the blpc
fear that protectionism will rise with the formation such bloecs.
Well-known trade theorists (see Bhagwati, 1982) argue that the
regional trading blocs are inferior solutions to the GATT. The
desirability or otherwise apart, the +trading blocs are here to
stay. One has to accept the rsality and adopt strategies
accordingly.

The North American Free Trade Agreement (NAFTA) assumes
great importance as far as Canada is concerned. For Canada, the
US is the. ma jor trading partner accounting for over 70% of her
exports (refer Table-1). So is the case with Mexico. However,
for the USA, Canada accounts for only about 20 per cent of her

total exports and Mexico about 6 per cent. It has been argued

that about 13% of the total jobs have been lost in Canada, after

l‘ Such industries include leather goods, textiles, furniture, wood
based, food processing, etc.



the FTA was signed between the USA and Canada in- 1989. The main

.

industries hit were the protected ones inciuding leather goods.
furniture. textiles., wood and fcod processing [Strozier (1982,
p.16)1. It is a general fear in Canada that NAFTA can result in
stagnation or further loszs of 1iobs &8t lesst in the short run
because a2 part of the US foreign direct investment will now be

now Tece about $5 billion direct

-
<
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diverted to Mexico, Canad
investment from the US. Besides. Canadian prroducers themselves
may look for investment in Mexico. There is a3 hope. however,
among the Caznadianz that in the Iong run NAFTA will benefit
Canada through market enlargement and better deals from the U.S.
[See Houten, 12831.

The NAFTA has got implicaticns for indes-Cansdian trade. too,
Inss of her exports and alsc of inflow of foreign

India fe

)

T
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direct investment once NAFTA is in rplace. This assumes
sienificance for indias particularly becauss India has recently
launched economic reformz with a ma ior thrust on outward

crientation. I1f the rest of the world starts looking inward when

equent painful

]

India is opening up. the econcmic reforms and con
adiustment process may not deliver the desired results, Hence
there i a need +to reconsider seridusiv its strategy in
international trade in general and with individual trade partners
in particular. With such perspective. we may examine the
implications of NAFTA on Indo-Canadian trade. In the remaining

part of this paper we look at the reactions to NAFTA in India and

NAFTA countries (section 2}, review the Indo-Canadian trade and



examine the pronespects tgection 3. critically exsmine some
options available for India (section 4) and finally give 3 few
recommendations for rroviding a2 boost tc Indo-Canadian trade
(section B).
VIKRAM SARABHA! LIBRARY
INDIAN INSTITUTE OF MANAGEMENT
2 Reactions to NAFTA VASTRARIIR. AHMFDABAD-380038

The effects of customs unions can be of two tveesz: (i) trade

divercsion effect i.e. trade shifte from countries outside the

union to the union. and (ii trade creation effect i.e. due to
reduced harriers. voiume of trade increases within the customs

(4}
~+

uniaon (not a3t the co of trade with countries outside the

ered unfavourablie while trade

Lo

union?. Trade diversion i1g consi

]

creation is considered faveourablie for worild welfare. This is

because. trade diversion implies chifti

4
N
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the producticn point
from more efficient to the less efficient countrv. whereas trade
creaticn involves a shift of production pcint from less efficient
to more efficient rroducer., Jacob finer arzued that trade
diversion will become lese 1impartanit as <ize of the union
increases. Some empirical studies [see for example Wonnacott and
Lutz (1888)7 21s0 supported Viner's argument. There has already
been an FTA in force between U.S.A. and Canada sinces 1SG62. NAFTA
implies 1increasing the size of the union with Mexico. Maoreover.
NAFTA does not preclude others from joining it provided they
accept the terms and conditions stipulated in.the Agreement [See.

Description of the Proposed NAFTA (18821 1. It is also important

to note that NAFTA does not contradict GATT in the sense that the



GATT discipline will be binding on NAFTA too. The tariff and the
measurable non-tariff barriers will not be increas;; by the NAFTA
members oﬁ their trade with the non»membérs. 1t is. houéber. the
non-measurable non-tariff barriers which may increase. Very
stringent and detailed rules of origin are an important component
of NAFTA.

Reactions to customs wunions from countries "oputside the
cusgtoms union have alwave been based on the trade “diversion
effects’. The fear has been reinforced in the 195Cs with +the

incressing protectionism and emergence of various forms of non-

)}

tariff barriers (NTBs). In what follows we shall examine

reactions to NAFTA from India and NAFTA countries.

2.1 India’s Reaction

The Indian Righ Commission in Dttawa in a breochure brought
out for the hernefit .of Indian exporters feared that there might
be serious injuries to the Indian exports on account of NAFTA.
Krishnan (1983, p.24 & p.32) provides some specific examples.
Steel Wire rope which is aone of our important engineering goods
export to U.S. and Canada is currently facing anti-dumping duties
in these countries. Thus. our exports are seen as Iinflicting
iniuries to the domestic industry in the two countries. UOn the
other hand, Mexico 1is experiencing a rapid growth of this
industry in excess of 9% p.a. With NAFTA, Mexico is most likely
to replace the Indian exports in this product. Similarly, NAFTA

stipulations regarding utilization of supplies: from member



countries for government procurements may adversely aftect
India’s chances of cobtaining such contracts in these countries in
future,

There are also certain other areaz where the Mexican policy

m

changes may have considerable adverse effects on Indian exports.
For instance. Mexican liberatization of control over
petrochemical goods may increase competition for Indian exports
of chemicals in the North American countries. Similarly. Mexican
government’'s policy changes with regard to the trade related
investment measures (TRIMs), inteliectual property righte (1FRs)
protection and trade in services would seriously affect our
exports of computer peripherals. These measures. moreover, also
attract foreign investments in Mexico to take advantage of the
U.S.-Canada markets through NAFTA. Since Mexico has identified
computer peripheral industry for development through 100% export
oriented units, several Japanese., Korean and Taiwanese Ccompanies
have already set up vunits in Mexico.

Thus. apart from the inéreased competition or lonss of export
markets in specific products, the main disadvantage for India

from the NAFTA is.the increased competition and loss of potential

foreign direct investiment. For the American and the Canadian
business. Mexico, of course, becomes most preferred location as
compared to the outside developing countries like India. But

even for others, Mexico will get preference over India after
NAFTA. Even some Indian companies may find it more profitable to

invest in Mexico or Canada than in India once NAFTA is in place.

6



rious concern in_Indis over
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Flow of investment iz thus = more

NAFTA than mere export of goods.

2.2 Views from Canada

NAFTA invoked mixed reaction in Canada. It was originally
not & Canadian initiative though it was welcomed by the Canadian
government. A lot of public debate took place in Canada cn
NAFTA. There is a3 popular fear of the flight of both iobs and
investments to Mexico. One gets a feeling that lesz than EOX
suprort exists in Canada for NAFTA 53 well as FTA. On the other

hznd, the Canadian Manufactures Association fully supports NAFTA.

N

{Eee Howuten., 15283, Varicus other business grours also find

NAFTA beneficial for Canada.
As Strozier (1982, p.17) observes, eighty per cent of 2600-
member Canadian Manufacturers’ Association endorse the sgreement

itives in

n
(3]
o

and favour NAFTA. S{milarly, a shrvey of 300 +top ex

led the

@

maior private and public enterprises 1in Canada reve
following -

Eight-nine per cent of the respondents favoured Canada
participating in NAFTA talks. 3 per cent opposed, and 8
per cent are undecided. Thirty five per cent believe
their business will be positively affected by a NAFTA.

56 per cent don’t expect that it will wplay =
significant role. while 98 per cent think that it will
have a negative 1impact. All those in the first 1two

categories (91 per cent) believe that Canadian economy
will ©benefit in the long run, particularly through
increased exports, growth 1in GDP. and greater
competitiveness {Strozier (18382. p.17)1.

In terms of provinces not supporting NAFTA, Ontario, British



n
Columbia snd Saskatchewan can be mentioned. ” Apart from the

increased competition. loss of iobs and invesiments. the main

concern iIin Canada about NAFTA is the environmental issue. NAFTA

3

has pecificaily desalt with environment as an issue and has

m

stipulated certain conditions which would ensure that
envircnmental] =tandards are not allowed to be lbpwered. However,
this part is not legally binding on the members and ulitimately it
depends on the commitment of individual countries. Both Csnadsa

and U.S.A. would like to cpen up these aspects of MNAFTA szzin.

W

The cozt of envircnmentsi centrol in Canada iz only 1% of the

total cost. Mereocver., Canada is farther away than U.S.A. from

Mexico. It is thus more a problem for the U.S.A. than Csnada.
The main advantages of NAFTA seen in Canada are:

(8} The existing FTA between Canada and U.S.A. regquired’
improvement in many areas since need for fine-tuning was
felt,

(b)) Trade in services which ig an important and novel eizment in
NAFTA will prove to be highly beneficial to Cansda since
after NAFTA. Canade will be eligible for about $80 billion
of contracts in U.S.A. which it was not prior to NAFTA.

(c) Access to Mexican market is important for Cansdizn btusiness.
Although the direct access is limited, the indirect access
through inputs in American exports to Mexico is considerable

for Canada. (Myers. 1993).

2 As per responses | got during my in-depth discussion on the subisct
with Mr.Robin 0.MacNab and his colleagues at the Canadian Consulate General,
Seattle, USA on ist December, 1992,



{d>) NAFTA has a unique dispute setilement mechanism which would
promote efficiéncy in trade. And

(e) More players in the game are always advantageous to smaller
players - in this c¢ase Canada and Mexico. who together can

exercise some control on U.S.A.

2.3 Reactions from Mexico:
NAFTA is largely a Mexican initistive. There 1is & total
commitment of the Mexican government to NAFTA. The political

system in Mexico gives only one term of 6 years to its President.
The gquestion of his re-election does not arise. President
Salinas has set certain targets for his country and has proceedsed
with utmost speed to achieve them during his tenure. Apart from
NAFTA, there have been a series of economic policy reforms that
Mexien has undergone recently. As a resuvlt. the country has
turned into a2 heaven ’for certain category of foreign investors.

In the areas of TRIMs. 1PRs, Trade in services and environmental

regulaticns. Mexico’s laws and policies have been considered the

hest mecdel whieh the developing world can emulate. In certain
areas of environmental regulations, the Mexican laws and
standards are better and stricter than U.S.A. and Canada. It is

only the implementation of these that the administrétion has to
ensure. The reforms are so rapidly made that by now, it is
possible for anybody including a foreigner to buy or lease land
in Mexico., Tulane University in New Orleans (U.S,A.) has already

signed an agreement with the Mexican government to teach English



as 8 second language to 1000 government officiales per year and
the Mexican government would pay for it. All these have not

waited for the NAFTA to go through. Rather. Mexico has started.

preparing for NAFTA in a big way. As 2 result, the Mexican
econcmy has already started reaping the benefits. In the words
cf HMr.C.D.Gonzalez, special advisor on foreign investment to

President Salinas.

Economic momentum is picking up even faster than we
expected, When President Salinas took office, the
total stock of foreign investment in the country was
£24 bLillion. We set an obiective nof doubling that over
his six-years term. In just three years we have added
a total of €18 billion. Areas particularly promising
for investment include communications, consumer
electronics, avtoparts, chemicals and services
(Gonzalez. 1922. p.32).

2.4 Views from the US

The major challenge before the Clinton administration is to
revive the American economy. Given their various constraints and
opticns, the best strategy 1Is to expand their markets through

ed exports. EEC and Japan are themselves in deep trouble.

m

incres
American exports are not likely to substantially increase there.
Russians lack purchasing power. Mexican market, however small it
may be as compared to the U,E.. can provide significant
opportunity to  the American business in the near future.
Moreover, incrementally the Mexican economy with NAFTA is likely
to grow phenomenally further expanding its market for the
American business. If Mexico has already accepted all the

conditions of the American business regarding TRIMs, [PRs, Trade

10



in services environmental standards, etc., NAFTA- is seen to be
extremely positive development by the American business in
general. There are, however, scome obvious areas and industriéé
in U.S. which may be adversely affected by NAFTA. Sensitive
soctors and industries like textiles, agriculture and automotives
are most likely to suffer because they would lose the protection
enjioyed hitherto by them {(Lomoriello, 19921. However, these are

the industries which would be hurt in any case if the Uruguay

[}

round of ATT concludes successfully.

The main opposition to NAFTA 1in U.S. is coming {from the
labour unions and labour groups who argue in terms of imperfect
product and labour markets, In their opinion, consumers will not
gain by low wage Mexican labour because the saving in the cost
will only inflate profit and will not affect prices. As & result
of higher profité in Mexico. the U.S5. capital would fly to Mexico
along with jobs. Thus, in several industries including food and
food-processing U.S. would face a huge ijob loss. [See UFCWIU,
(19913 and 18981b) 1. On the other hand, the main consideration of
the U.S. government is that NAFTA may transform the Mexican
economy into a rapidly growing modern economy whicﬁ would halt
the unauthorized immigration of +the Mexicans in U.S. who in any
case are distorting the labour market right now and are also
adding to the ethnic problems of the Hispanics. Proper
enforcement of +the environmental regulations in Mexico has also

been a8 major concern of the U.S. as a close neighbour which it

hopes to tackle throuvgh NAFTA. Painful restructuring and loss of

11



jobs are seen to be only short run problems. In the long run.

evervone in U.S. hopes to gain through NAFTA.

3. Indo-Canadian Trade: Review and Prospects

The masin items o©of trade between Canada and India are
reported in Tables 2 and 3. The major items of imports into
India from Canada &are: asbestos, sul phur, potassium chloride,
resins, wood pulp. newsprint, iron and steel products, and
machinery and ecguipment. The main imports into Canada from India
are: engineering goods, gems and iewellery, minerals,
petrochemical products, chemical and allied products, garments,
leather goods, food/fruits/vegetables, and carpets. 1f we
compares  these praducts, we can see that there exists a3 perfect
complementarity in the trade structure between the two countries.
Thus, there is é case to strengthen trade ties between the two
countries through appropriate policy changes and negotiations.

The question really is: whether NAFTA will come in way of
Indo-Canadian trade. This concern arises because Mexico has got
similar wage conditions when compared to Indisa. If we look at
the export basket of Mexico and India (Table 43, we find that the
main difference between the export basket of India and Mexico (at
singleAdigit level) is in terms of the following: Mexico has got
greater share of her total exports in mineral fuels and machinery"
and transport equipment whereas basic manufactures constitute a

large proportion of India’s exports. Within the basic

manufactures, Mexico has got larger share of its total exports of:

12



basic manufactures in case of iron and steel and non-ferrous

's case leather, textiles and non-metal

metals whereas in Indis
manufactures (mainly gems and jewellery) constitute most of her
exports of basic manufactures.

Thus it is likely that India loses out to Mexico in

textiles, and iroen and steel when the US and Canadian capital

weds Mexican labouvr and trade barriers within NAFTA are
eliminated, Furthermore, the concern in case of textiles arises

mainly because MéA will be applicable to India whereas for Mexico
it will not be applicable. India is still likely to continue its
dominance in leather products for two reasons: (i) supply of raw
hides &and skins are better, and (ii) environment regulations in
Mexico after NAFTA might disccursge this industry. Similarly in
case of gems snd jewvellery, India c¢can still retain its
comparative advantage because it iIs essentially a3 skill-intensive
activity.,

The other concerns as we have seen in section Z are
regarding chemical and related prodvuects, computer software and’
peripherals and engineering goods. In the past few vears India’s
exports of chemicals, particutarly pharmaceutical products has
increased at 3 high rate. The pharmaceutical exvorts from India
was Hs.150.46 Cr,(1.2% of total exports) and it increased to
Rs.767.51 Cr. (2.4%) during 1890-91 (See CMIE, 1982, p.S). The
provisions of NAFTA include intellectual property rights (IPRs)
in case of chemicals. This combined with the relaxed investment

rtles will enable the US companies to produce at lower cost'in

13



Mexicc without sacriicine future profits.
4 Options for India
In the chaneging global scenario, Indiz will have to, sooner

or later. contemplate in terms of entering into some regional

trading arrangements, One option  is to decin NAFTA itself. It
may be argued that it is not feasible for Indis to join NAFTA
because of geographical considerations. However, empirical

evidence chowse no clear oassociaticn between physical proximity
and deveiopment of internal trade [{Wonnacott and Lutz (1988,
p.3211. in what follows we shall examine the pros and cons of

Indisa’s icining and not joining NAFTA.

4.1 Join NAFTA
Even thouwgh India is currently egoing threugh econcmic
reforms., che wili have to make some comprcmises on the pace and

content of the refeorms if

Bl

he chooses to ioin NAFTA, Althouegh
the precent bucget (1283-94) in India cshowe firm determination to
accelerate the pace of reforms. she needs to move much faster if
cshe intends to Jjoin NAFTA. The provisicns of NAFTA which are
likely to come in the wav of India joining NAFTA are discussed
below.
i) Services

India’s financial sector is vyet to undergo major reforms.

The government has been slow in initiating financial sector

reforms. The current budget (1993-84) proposes some’

14



ii)

measures in this direction, but they will take time and are

Thot sufficient._ Under the NAFTA's ‘national treatment’

rule, each NAFTA country must treat service providers of the
other NAFTA countriez no less favourably than it treats its
own cervice providers in like circumstances. After the
recent scam there is a second opinion regarding the role the
multinational banks, finance,. and insurance companies can
play in the Indian economy. Was the problem really due to
the reforms initiated by the government? or was-it because
we didn’t have control and monitoring mechanisms, and strong
anti-trust laws? Some serious thinking has to go in these

lines before the option of joining NAFTA be ‘considered.

Investment

NAFTA requires removal of significant investment barriers,
no perfcoermance requirements regarding exports, minimum
domestic content, preferences for domestic sourcing, trade
balancing. technoleogy transfer or product mandating.
Further, NAFTA requires free convertibility at market rate
for export earnings. proceeds of sales, loan repayments or
other transfers associated with investment,

With the present budget (1883-54), the Indian rupee is made

convertible but only on current account. There are

restrictions on foreign investment, though some relaxation
has been made 1in the FERA Act. Given the current BOP

scenario, it may be difficult for the government to relax

15



iii)

all the restrictions on forex outflows, during the next few

——

vyears. Furthermore, even with significant slashing down of

the custom duties on several items in the present ©budget

(1983-94), there are still high barriers on imports
particularly on consumer good imports. The BOP

concsiderations will not allew India to dismantle the
protective barriers at a very fast pace. Furthermore, we
should recognise that political economy and commitment to
developmental expenditures play a crucial role in Indisa
because of her democratic set up,. It is however. important
to note that in the present budget (1883-84), the Finance
Minister has explicitly stated the Indian government’s
commitment to fulfil all requirements to become a member of
the Multilateral Investment Guarantee Agency (MIGA) which in
itself is a.significant step to attract foreign capital in

the country.

Iintellectual Property Rights (I1PRs)

The NAFTA envisages product and process patents in case of
pharmaceuticals and agricultural chemicals. In India.
public opinion is getting built up against the IPR changes.
The pharmaceutical industry has thrived and emerged as one
of the major exports in absence of product patents. This
industry 1is opposed to any move to introduce product
patents. The Patent Act of India (1970) excludes methods of

agriculture, horticulture, medicine/drugs from product

16



patenting on humanitarisn grounds. Introduction of patents
in these field winuld imply high cost to the vast majority of
the poor. From the farm lobby in India, there is a strong
opposition to agricultural patents. Recently an office of a
multinational seed company was ransacked by angry peasants
in Bangalore and the movemept is gaining national level
proportions. However, since the NAFTA provisions on IPRs
are already a part of the proposed Dunkel Draft, if India
decides to accept these provision of Dunkel Draft within

GATT, there is no reason why it cannot accept NAFTA.

The major benefit of joining NAFTA for India will be in.
textiles and apparel sector. Currently the Multifibre Agreement
(MFA) is outside GATT. The NAFTA textiles and apparel! provisions
take precedence.over other MFA. These provisions are: Esee
Description of the FProposed NAFTA (18982}]

Eliminate immediately/phase out over a maximum of 10 years

custome duties on textile and apparel - goods produced in

North America that meet NAFTA rules of origin. In addition

the US will immediately remove quotas on such goods produced

in Mexieo, and will gradually phase ocut import quotas on

Mexico’s textile and apparel goods which do not meet such

rules of origin.

Rules of Origin:

Yarn forward: For most of the products this rule will be

followed. It means that textile and apparel goods must be

17



produced from the yarn made in 2 NAFTA country to benefit
from such treatment.

Fibre forward: For certain products. goods must be produced
from fiber made in a NAFTA country.

In other cases, where NAFTA countries agree that the goods
are in short supply, apparel cut and sewn from certain
imported fabrics such as silk, linen and <certain shirting
fabrics, can gqualify for preferential treatment.

Given that India has comparative asdvantage in production of
textiles and appare! the rules of origin provision of NAFTA
can be fully exploited by joining NAFTA. Under the GATT,
even if Dunkel Draft is accepted, it will take much longer
time +to dismantle barriers, by which time Mexico might
emerge as a maior supplier of textiles and apparel to the

entire North American market.

Do not Join NAFTA

* If India does nct  join NAFTA, for the reasons sexplsined in
sections 2 and &. the exports from India to Canada and USA
are likely to suffer seriously once NAFTA goes through.
The agricultural! trade provision of NAFTA includes two
separate agreements: trade between Mexico and the USA and
trade between Canada and Mexico.
The provisions for Mexico-US trade include:
iJElimination cf all non-tariff barriers (NTBs) to

agricultural trade, either through conversion to tariff rate

18



quotas (TREQs) . or ordinary tariffe, The TRC: will malke the
transition s=moother in the import-sensitive products. No
tariffs are to 1imposed on the imports within the quotas
whereas the imports in excess o©of the quota will attract
tariffs. The over quota duty initisally established will be
progressively reduced to zero over 10-15 vyears.

iiYHalf of the agricultural +trade to be duty free with
immediate effect after NAFTA comes intoc place. All the
tariff barriers to be eliminated within 10 vyears after the
agreement.

Similarly the provisions on agricultural trade between
Canads and HMexico include the following: (i) Canada and
Mexico will eliminate all tariffs and NTBs on their
agricultural trade, with the exceptions of dairy, poultry,
eggs and csugar, (ii) Canada and Mexico will eliminate
tariffs immedia&eiy or phasé out within 5 years on many
fruits and vegetable products, while tariffs on remaining
fruits and vegetable products will be phased out over 10
years.

1f Indiz does not join NAFTA., it is likely that it will
lose put on some of its agricultural exports (particularly
fruits and vegetables). Because of the strong resistance
from the EC, it is unlikely that much headwsay will be made
in the Uruguay round of GATT talks as far as agricultural
trade liberalisation is concerned.

There is no guarantee that more NTBs will not be erected

i9



against India’s exports to North Amgzica after NAFTA.

¥ Another important aspect is that the USA’'s Generalized
System of Preferences (GSP) for Indian exports is expiring
in 1923, The WS is most likely to impose fresh conditions
including IPR and Services issues for further extensicon of
GSP. 1t is necessary to examine to what extent these
additional conditions are different from the provisions of
NAFTA. If they are not much different., it might make better
sense to join NAFTA than accept the additional conditions
for marginal preference under GSF.

* Given that some amount of trade diversion is likely to take
place particularly in textiles in favour of Mexico after
NAFTA, the rest of the world® including the Caribbesn
countries are likely to suffer. This might force the
Caribbean ;ountries to think in terms of forging trading
arrangements with NAFTA. including Jioining them to a FTA.
In suca case, India’s textile exports will get further jolt,.

* India 1is currently going through BOP crisis and is looking
forward to substantial FDIl to overcome the BOP crisis. The
US is one of the maior sources of FDI in the world and it is
likely that after NAFTA the US and Canada will prefer Mexico
over India and many other countries. Ewven other potential

investor countries 1like Japan, EC, Korea, Taiwan, etc. may

3 Some recent simulation studies have shown that large increases are
likely to occur in Mexican textile and apparel output consequent to NAFTA. [t
was also found that NAFTA will create trade diversion against rest of +the
world (Maverman, 1992).

20



also find Mexico more lucrative than India for locating
their business. In such a case India will have to éut in-
greater efforts to attract FDl from other countries.

China, South East Asian countries (Malaysia. Thailand etc.)
and Sri Lanka have emerged as major attractors of FDI.
There is growing discomfort _among the western developed
countries about the high growth rate in spite of lack of
democratic values 1in China. It is argued that China will
surpass US GNF in a short span of time at the current rate
of growth. Currently, China receives Very favourable
treatment from both U.S.A. and Canada for various reasons.
The day 1s, however, not very far when both these countries

realize the need to-subject the imports from China to the

nt

Counterveiling and Anti-dumping duties. With the change of
guard in the USE, it is possible that US policy towards China
may change. In such an event, Indis could be a heneficiary,

even if it remains outside NAFTA.

5 Suggestions for Giving a Boost to Indo-Canadian Trade

Even if India cannot, for various concerns expressed in our
paper or for other ressons. join NAFTA there i; scope for
expansion of trade between Canada and India. Qur analysis in
section é showed that there is considerable complementarity in
trade between Canada and India. Given that the current trade
volume between the two countries is very low there is scope for

substantial increase toc the benefit of both the countries. While
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after NAFTA, in some of the commndities Mexico may gain
competitive edge over India, there will be many ather commodities
in which India will still be able to supply at competitive prices
(eg. leather products, gems and iewellervyy). Even in commodities
where India is likely to lose out to Mexico, there is a need for
India and Cansda to enter into an understanding to avoid erection
cf non-tariff barriers.

Furthermore. in certain areas there could be collasborations
which will enable Indian entrepreneurs to take advantage of the
NAFTA provisions. India too 1is looking for substantial FDI.
Canada can invest in India in telecommunications, power and other
sectors where it has technoleogical strengths. The literalised
regime in India and its membership in MIGA will make the process
of investment and business operations smoother for Canadian
business by remoQing their fears and systemic risks. Thus, there
is a need for greater understanding than ever before,

More often than not, business opportunities go abegging for
vant of adequate information, Freguent business tours by both
the parties in each other’s territories. trade fairs. etec. will

help solve some of these problems.
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Table-1 Trade Among Canada,Mexico,USA and India

A.Country~-wise Exports and Imports of Canada(1989) -
Imports » Exparts

Country US¢ m Share (%) US¢ m Share(%)
USA 740864 65. 44 B4SEC 74,15
Mexico 1277 1.13 1113 0.98
India ) 18% 0.17 136 .12
Rest of the World 37657 33.27 28237 24.75
Total 113187 100.00 114066 100,00

Imports Exports
Country US¢ m Share(%) US$ m Share (%)
USA 18653 70.43 16082 70.04
Canada 359 1.63 272 1.18
India 13 0.06 36 0.16
Rest of the World 6158 27.8% 657% 2b. 862
Total 22084 100.00 22975 100.00

Imports - Exports
Country US$ m Share (%) USe m Share (%)
Canada - 87107 19.76 77834 21.56
Mexico 27442 5.58 24844 6.88
india 3551 0.72 2462 Q.68
Rest of the World 363412 73.94 256007 70.88
Total 491512 100.00 361207 100,00

P.Country-wvise Exports and Imports of India(1589/90)

Imports Exports
Eoauntry R=.Cr. Share(%) Rs.Cr. Share(%)
4263 12.04 L4467 17.14
454 1.28 264 1.01
Mexico 102 0.29 . ..
Rest of the VWorid 30537 86.3% 2132 81.84
Total 35416 100.00 26060‘ 100.00

Note: ..implies negligible trade
Source: UN, Internaticnai/ Trade Statistics Yesr Sock, 1989,
CMIE, Foreign Trade Statistics.May.1l99Z.
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Table-2 (ndia’'s laports Froa Canada

Y¥alue in Canadian Dollars '000Cs

Value Per Cent Value Per Cent Value Per Cent
to total to total to total

{.Peas

2.Vheat

3.0i1 Seads

4.Rapeseed/Veg, 0il

5.Asbestos

6.Sulphur

7.Naphthalene

8.5afety/Detonating Fuses

9,Potassive Chloride

10.Resins(Palythene/Polyprapelene)

11,¥ood Pulp

12.Newsprint

13.Cains

14, Iron & Steel Products
(inzl, Stainless Steel)

15.Copper

16.Aluninium Products

{7.Lead

18.Z1nc

19.Hachinery k Equipeent

20.Elecirical Goods & Equipment

21.Locomotive Parts

22.Motor Vehicles & Parts

23.Aircraft Parts

24, Instruments

25.Misc, Items

Total

ILY 0.25 627 0.20 20114 0.75
- 6406 2.08 -

15 0.01 1715 0.56 7018 2.60
28096 9.75 29489 9,55 28104  10.42
31667  10.61 20877 6.70 41948  15.85

A314 1.45 3262 1.08 134 0.27

720 0.24 - 85 0.04
34107 11,43 20492 6.64 28869  11.07
6625 2,96 13858 4,45 1808 7.06
48350  16.55 44682  14.48 25843 9.62
10571 3.54 20942 6.78 19825 7.3%

36931 10,36 21162 ° 6.8€ 20380 7.56

4612 -1.55 6222 2.02 3980 1.48

418 0.14 126 0.04 31 0.12
2755 . 0.82 923 4.30 501 0.18

218 0.07 1083 0.35 2758 1.02
37880 12,59 4225 17.57 33243 12.33
12503 4,18 13181 4.27 9816 3.64
2357 0.79 595 0.19 80 0.03

2102 0.9t 27285 8.84 5355 1.99
13433 4.50 1583 0.52 6 6.00
5721 1.82 4806 1,96 . 3390 1.26
15793 5.28  153C2 4,96 14903 5.53

296486 100,00 308671 100.00 268718 100.00

Source : The Economic Times, (Ahzedabad}, Feb.9, 1993, p.27
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Table-3 indfa's Exparts to Canads

Value in Conadian Dollars '000s

Value Per Cent Value Per Cent Value Per Cent

to total to total to total
{.Engineering Goods 14339 6.40 15173 6.69 15710 6.55
2.Gems & Jewellery 16233 ° 7.2¢4 12490 5.51 10533 4,39
3.¥inarals,Petroleus Product 10047 4,47 7661 3.47 15366 6.65
Chemical bk Allied Froducts
4.Rubber Goods 166¢ 0,83 887 0.26 389 0.16
.Sports Goods 300 0.13 288 0.13 508 0.2{
6.5ilk Fabric 4052 1.82 5113 2.28 6632 2.76
7.4¥ooilen Fabric 2465 1.10 B33 0.37 1483 0.62
8.Cotton Fabric 5067 2.27 4591 2.16 7540 3.27
9.Synthetic/Kixed Fabric 2560 1. 14 2793 1.23 3124 1,30
10.Gargents 67642  30.19  BA722  37.37 82921 3456
11, Home Furnishings 3675 1.64 5089 2.24 8676 3.62
12.5pices 5018 2,24 578!  2.55  a425 .84
13. Leather Goods 25313 11,30 27950 12,33 22605 9.42
14.Tobaceo 24 0.0!1 is ¢.01 3886 0.18
15.Jute Manufactures 2165 0.97 1692 (.83 2647 1.18
16.Coffee 2041 0.6t 2373 1.0% 1733 0.75
17.Tea ] 3339 1.52 3433 1.51 2527 1.05
{8.Handicrafts 6322 2.83 7591 3.3 6176 2.57
19.Food/Fruits/Vegetables/ 10117 4.5 10416 4,58 10951 4.56
20.Nuts . 6567 . 3.82 6823 3.01 8054 3.36
Z1.Plastic Products 173 G.08 352 0.16 250 0.10
22.Carpets 23485 10.47 15253 6.73 17036 7.10
23.¥srine Products 433 1.35 1866 0.82 5759 2.40
24 Misc. [tems 6176 2.78 3070 1.35 3416 1.42
Total 224081 100.00 226683  100.00 239917  100.00

Source ; The Ecomngic Times. {Aheedabadi. Feb.2, 1983, p.27

25



Table-4. Export Basket of Mexico and India (1987)

-

Mexicc India

1TC Code/ltem Value €hare Value Share

in m. in Total inm. in Total

uc ¢ Exports us ¢ Exports
O.Food & Live Animals 2380 12.3C 2245 18.57
1.Beverages & Tobacco - 282 i.46 105 0.87
2.Crude Material Except Fuel 822 4,25 840 7.78
3.Mineral Fuels Etc. 8568 4o 28 507 4,19
4.Animal Veg. Oil Fats 14 0.12
5.Chemicals 963 4,98 5€3 4,66
6.Basic Manufactures 2245 11.60 4768 39.44
7.Machinery & Transport Equip. 3602 16.61 818 6.77
8.Migc., Manufactures 47% Z.47 1894 15.67
Total 1835¢ 100,00 12088 100.00

Break up of Exports of Basic Manufactures

61.Leather - - 724 15.18
62.Rubber 42 1.87 B85 1.36
63.Wood,Cork Manufactures n.e.c 8% 3.7¢ - -
64.Paper & Paper Board 163 7.26 - -
65.Textile Yarn, Fabrics 2B& 1Z.€5 1686 35.36
66.Non-Metsl Mineral 380 16,53 1883 41,59
Manufacturaes
67.1ron & Steel 444 ig. 78 96 2.0%
68.Non-Ferrous Metals 617 27.48 18 0.38
69.Meta]l Manufactures n.e.c 202 S, 00 176 3,68
6.Total of Basic Manufactures 2245 100.00 4768 100.00

Source: UN, [International Trade Statistics Yesr Fcok. 1888,
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