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Drivers of exports

What factors drive exports from these
states and, in particular, what has ailed In-
dia’s exports? Intuitively, one can think of
at least three important factors that could
impact exports: The first is world de-
mand. We expect to see a positive rela-
tionship between higher demand for In-
dia’s goods in the world market and its
merchandise exports.

The second and arguably the one that
receives the most attentioninIndiaizsrel-
ative price competitiveness captured by
movements in real effective exchange
rates (REER). The impact on exports could
be different depending onwhether we are
looking at REER movements in levels or
fluctuations fvolatility. Ifwe go by the con-
ventional understanding, we would expect
aREER depreciation toboost exports (and
vice-versa) as a weaker cutrency could
boost price competitiveness. Similarly,
higher REER volatility should deter a
country's exports to the rest of the world
as itinereasesthe uncertainty of revenues
from exports and could lead to higher
transaction costs. However, these tradi-
tional relationships may not always hold
true. Increasingly, in the world of global
value chains, any positive impact on ex-
portsof a weaker currency could be damp-
enedif such depreciation raises the cost of
imported inputs. Similarky, negative ef-
fects of REERvolatility may be moderated
if, for instance, well-developed financial
markets allow exporters to hedge.

Beyond exchange rates, a crucial driver
of exports relates to the supplycapacity of
the country. In India, where exports are
concentrated in a few selected states, itbe-

ONCERNS ABOUT TRADE
deglobalisation continue to
grapple policy-makers glob-
ally.Globaltrade-to-GDP ra-
tios have remained stagnant
since 2008, after growing impressively for
decades. Several emerging markets like In-
dia havealsoexperienced a similar export
drag after a brief rebound from the global
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state-level measure of supply capacity.
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Exchange rates versus
supply capacity

In our latest research, we empirically
examine the importance of each of these
factors that can potentially determine
exports from these top-exporting states.
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Exports contribution of top 11 sub-national

economies to India's total exports
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EXCHANGE RATES VS SUPPLY

What ails
India’s
exports?

While India’s exports may be expected to
recover somewhat with global growth and RBI

can do more to smoothen rupee volatility to a
large extent, India’s continued export
underperformance is due to supply-side factors

financial crisis. Data from REI suggests
that India’s merchandise exports during
the post-Global Financial Crisis phase
dipped toabout12% of GDF in 2016-17,
thelowest since 2005-06, after peaking at
17% of GDF in 2013-14. India’s mer-
chandise exports represented just 1. 7o of
world merchandise exports in 2016-17
and have hovered around the same range
sinee 2011-12.

Flagship initiatives such as Make-in-
India and a slew of measures by the central
government packaged as part of the For-
eign Trade Policy (FTP) 2015-20 are aimed
at trying to reverse this slackening in ex-
ports, though results to date have been
disappointing. For instance, the FTP set a
target of increasing India’s sharein global
trade to 3.5% by 2020 and nearly dou-
bling the value of its exports of both mer-
chandise and services from around $465
billion in 2013-14 to 5900 billion by
2019-20. If anything, exports are moving
in the opposite direction and the FTP tar-
gets currently look rather unrealistic.

Concentration of exports

A closer look at the data reveals a
heavy concentration of exports from a
handful of states in India. Eleven states—
Maharashtra, Gujarat, Tamil Nadu, Kar-
nataka, Andhra Pradesh, Uttar Pradesh,
Haryana, West Bengal, Delhi, Kerala and
Punjab—contributed to over 50% of In-
dia’s exports between 2002 and 2014
{latest available state-level data). The
composition of the leading exporting
states has remained more orless the same
over the years (see chart).

Focusing on the top four states, Ma-
harashtra has been consistently the high-
est contributor to India’s overall mer-

For the holistic measure capturing sup-
ply capacity of the states, we construct a
sub-national competitiveness index
(which we have been tracking since 2000)
that measures competitiveness across
multiple dimensions.

Our findings are noteworthy. Starting
with world demand, consistent with our
priors, we find that world demand has a
positive and highly significant impact on
real exports.

What about exchange rates? Our re-
sults showthat REER movementsin levels
produce no statistically significant impact
in driving exports, but volatility of REER
dres generate a significant and negative
result. The finding that REER movements,
by themselves, do not matter as much as
volatility largely aligns with India’s cur-
rent exchange rate regime and its recent
move towards inflation targeting,
whereby REI focuses primarily on its in-
flation target but does intervene in the
foreign exchange market to manage "ex-
cessive volatility” and "disruptive move-
ments" in the rupee.

However, the single most significant
policy variable that affects exports isstate
competitiveness, A one unit increase in
pur measure of state competitiveness in-
dex boosts real exports to GSDP by 0.06
percentage points, underfining itssignifi-
cance.Asa pn:-lir_“j; exercise, we also zoom in
on the physical infrastructure dimension
of state competitiveness and simulate the
magnitude of improvement in exports
with upgraded physical infrastructure. We
pbserve notable increases in states’ ex-
ports as a result, reiterating the need for
policy-malkers to focus on enhancing the
quality of physical infrastructure.

Gthers Overall, while India’s exports may be
PUNIA0 e arala chandise exports, with an average share expected to recover somewhat with global
Delhi West Bengal of just over 27% between 2002 and growth and REI candomore to smoothen
Um’fﬁﬁfﬂ,mdﬂh 2014. Gujarat is the other major ex- rupee volatility, to a large extent, India’s
3 porter, contributing an average of 22% of continued export under-performanceis
India’s overall exports (up from 11% in due to supply-side factors. Beyond what
2002). Maharashtra and Gujarat made we have studied, while measures like de-
w0 up about half of India’s exports in 2014, monetisation, rising global protectionism
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