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INDIA-JAPAN TRADE 
RELATIONS: 
COMPETITIVENESS, 
SPECIALIZATION AND 
DYNAMISM ABSTRACT 

Economic relations between India and Japan have improved 

in the recent past, and signing of the India-Japan 
Comprehensive Economic partnership Agreement (CEPA) has 
broadened the scope for bilateral relationship. The present 
paper is an attempt to explore the competitive sectors of 

India-Japan trade with the help of IRCA, BRCA, export 
specialization and dynamism. It is found that India has 
competitiveness in sectors i.e. lac, gums, resins, carpets, 
cotton, precious and semi-precious stones, textile fibers, silk, 
man-made filaments, tea, coffee, ores, sugar, organic chemicals, 
etc. The Japanese products that are highly competitive in the 
world markets include- photographic, ships, boats, musical 
instrument, vehicles of railway and tram roll stock, nuclear 
reactors, electrical machinery and parts, etc. The commodities 
having high bilateral comparative advantage for India include 
animal husbandry, musical instruments, nickel, ores & slag, 
etc., whereas for Japan, the sectors are tool, implement cutlery, 
soap, iron & steel, nuclear reactors, rubber, etc. India's dynamic 
commodities include milk and cream; prepared driers; meat 
and edible meat offal; fish & crustacean; beverages, spirits and vinegar; knitted or crocheted fabrics; etc. The dynamic commodities of Japan are pulp of wood/of other fibrous; 
grapes; silver; precious metal; products of animal origin; live 
tree & other plant; rubber; art of stone, plaster, cement; etc. 
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1. Introduction 
In the globalization era, free flow of trade has emerged as an 
important dimension for addressing the multilateralism issue. 
The most recent development at Doha round of WTO at Bali 
has invoked the new dimensions of trade relations. For a past decade, the WTO could not reach to a consensus level, but 
the very recent round has seriously pondered over the three 
issues viz. trade facilitation, food subsidy and trade promotion for least developed countries. The theoretical explanation of 
importance of trade in economic growth goes back to the 
endogenous theory, where trade has emerged as one of the 
peripheral factor for economic growth along with other primitive inputs. The gains from trade have been well considered in 
different trade theories starting from absolute advantage theory 
to modern theory of trade. All the theories have well identified 
the basis and nature for trade, and gains from trade. In the 
recent, modern trade theory has highlighted the role of 
comparative advantage (inter-industry trade) as well as 
production differentiation (intra-industry trade) as a basis for 
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pattern of trade. Parallel, the journey of world economies 
moving from preferential trade agreements (PTAs) to free trade 
agreements (FTAs), to comprehensive economic partnership 
agreements in the recent past has invited serious attentions 
of the policy makers and academicians. In the due process the 
setting up the economic and political institutions like WTO 
aimed to promote the multilateralism. This very objective of 
the WTO has not been realized on the full swing, but partially 
the promotion of bilateral and regional trade has gained 
meaningful experiences in the World economies. Numerous 
steps have been taken by different economies in terms of 

enhancing their bilateral trade, regional and multilateral trade. 

The volume of the two-way trade has steadily increased over 
years and reached a peak of over$ 17.9 billion in 2011. But, the 
present volume still remains small and pales into insignificance 

ifit is compared to Japan-China bilateral trade, which is twenty 
times higher than that with India. Another point that deserves 
to be noted is that though the volume of India's global trade 
has rapidly grown, the share of Japan has been decreasing, 
which only indicates that the potential of the Japanese market 
has not been fully utilized. There has not been any significant 
change in the composition of trade, and the major items of 
India's exports to Japan continue to be gems and jewellery, 
marine products, minerals, iron ore and textiles whereas Japan's 
exports have been mainly centered on machinery, transport 

equipment, electronic goods, chemicals and metal products. 
In other words, Japan's exports to India consist of products 
that are on the higher side of the value chain, but India's 

exports to Japan cover only the lower levels of the value ladder. 

Any significant breakthrough in the bilateral trade can occur 

only if India is able to diversify its exports. Interestingly, few 
sectors i.e. machinery, nuclear reactors; iron & steel; organic 
chemicals, etc. are characterized for intra-industry trade may 
be the result of product differentiation as mentioned in the 
modern trade theory. Further, in recent times, there have been 
no changes in the traditional structure in which major exports 
are comprised of commodities such as gems, marine products 
and iron ore, making diversification of the trade structure a 

challenge. Manufactured goods such as automobile 
components still constitute a large proportion of India's 
imports from Japan. 

India has moved actively for various negotiations in the recent 
past like India-Singapore Comprehensive Economic 
cooperation Agreement (CECA) in 2005, India-Korea CEPA in 
2010 and India-Malaysia CECA in 2011. India concluded the 
Comprehensive Economic Partnership Agreement (CEPA) deal 
with Japan in February 2011. The main aim under this 
negotiation is to eliminate tariffs on 90 percent of Japanese 
exports to India and 97 percent of imports from India until 
2021. Japan and India are two leading economies in Asia and 
share too much commonality in their economic systems as the 
sizes of two economies are largely dominated by services 
sector. The shares of service sector in Japanese and India 
economy are observed 70 and 55 percent, respectively. 

Japan has appeared as one of the best donor country for India 
by providing substantial amount of official development 
assistance (ODA), and remained committed even during the 
period of the global economic downturn. More importantly, 
the Japanese ODA model has been unique in the sense that it 
tried to develop the infrastructure base of India, keeping in 
view that the sound infrastructure will atract the domestic 
and foreign investment, from both sectors public as well as 

private. This in turn can increase the economic growth, and 
the fruits of high growth can be channelized for welfare creation 
through effective redistribution system. By this process Japan 
is trying to utilize its ODA for addressing the development 

challenge of India. Arecent power packed forum, "Indo-Japan 

Dialogue on Strategic Collaboration" held in February of 

financial year 2013-13 at World Trade Centre in Manesar. 

Amongst the larger gamut of infrastructural discussions, 

emphasis of the deliberation was on leveraging business 

opportunities in the "Key Sectors" of the economy particularly 
Infrastructure2 The Japan-India Foreign Ministers' Strategic 

In the global slowdown environment, world economies are 
exploring every possible avenue for maintaining the economic 
recovery. In this backdrop, a paper on Indo-Japanese trade 
relations would be appropriate and relevant to highlight the 
problems faced by the two countries and to suggest measures 

boost trade and investment between them. The present 
study tries to explore the competitive sectors (international as 
well as bilateral) of India's and Japan's exports. Also, it aims to 
highlight the export diversification, dynamism and export 
specialization along with complementary sectors of bilateral 
trade. The rest of the paper is organized as follows. Section 2 
presents methodology. Section 3 presents the results and 
discusses the international competitiveness of Japan and 
India and. Section 4 discusses the trade barriers between India 
and Japan. Section 5 concludes the whole discussion. 

Methodology 2. 
Dialogue which is continuous since 2007, and the very recent 

dialogue in March 2013 has futher enlarged the scope of 
bilateral relations between the two countries. These relations 

include political and security issues, exchange programme; 
economic relations and cooperation and civil nuclear energy 

cooperation. These initiatives broaden the horizon of bilateral 

relationships between the two countries, and this phenomenon 

gives motivation for exploring the potential competitiveness 
of each country. The present study, being empirical in nature, 

highlights the key sectors which can be utilized for 

strengthening the relationship in more efficient manner. 

The present study is based on secondary data and utilizes 

simple index computational approach for achieving the above 
stated objectives. Major data sources are Commodity Trade 

(COMTRADE) database of the United Nations, WITS interface 
of World Bank. The time period of the study is twelve years, 
viz. 2000-2011. The analysis is based on HS nomenclature 

1996 at 2, 4 and 6 digits classification. 

2.1 International Revealed Comparative Advantages (IRCA) 

In order to analyze the comparative advantage of Indian and 
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Japanese exports in the world market, the study has computed 
the International Revealed Comparative Advantage (IRCA) 
for both India and Japan by using the Balassa index. This 
index measures the share of a commodity in the total exports 
of a given country, divided by the share of the same commodity 
in total world exports. The higher the ratio from one, the 
stronger is that economy's comparative advantage in a 

particular commodity. Likewise, the lower the RCA from one, 
the weaker is that economy's comparative advantage in that 
commodity. When RCA equals one, the country's 
specialization in a commodity is identical with the world 
specialization in that commodity. 

from the table below that the IRCA of both India and Japan 

has remained stagnant during 2003 to 2011, and in-fact at the 
more disaggregate levels of HS classification; the IRCA's of 

both Japan and India have declined. This also proves that 

many developing economies in Asia and Africa have become 
competitive and captured world markets but India and Japan 
have not made any substantial improvements in their trade 

sectors to increase their respective international 

competitiveness. For instance, in the TE 2005, at the 2 digit 
level of HS classification, India had IRCA in 40 commodities in 
contrast to Japan's 15. But in the TE 2011, the respective 
numbers are there 38 and 21. Further, at the 4 and 6 digits level, 
it is surprising that both the countries have lost their IRCA in 
many commodities during TE 2005 to TE 2008. India faceda 
continuous decline in its competitive sectors in TE 2011 
whereas Japan showed a surge. However, some of the 
commodities having the highest IRCA for India include lac, 
gums, resins, carpets, cotton, precious and semi-precious 
stones, textile fibers, silk, man-made filaments, tea, coffee, ores, 
sugar, organic chemicals, etc. These items have been India's 
top export items commanding a sizeable share in the world 
market. A glance of IRCA for different time periods indicates 

that the intensities of competitiveness for majority of these 

sectors have declined in recent years compared to early years 
of 2000s. This outcome indicates that India might have 

preferred to diversify its trade basket, and in the due process 
the other emerging economies like China and Brazil could have 

enhanced their competitiveness in these sectors. Similarly, 
some of the Japanese products that are highly competitive in 

the world market include photographic, ships, boats, musical 

instrument, vehicles of railway and tram roll stock, nuclear 
reactors, electrical machinery and parts, rubber and articles 
thereof, iron and steel, glass and glassware etc. (see tables 
A.1, A.2 in AnnexA in the end for details). Over the period of 
time, Japanese commodities have been able to manage the 
same level of competitiveness. Based on this information, it is 
argued that Japan's top IRCA sectors are more robust and can 
be utilized further to strengthen the trade potentialities. Here. 
gearing of policy towards the top IRCA sectors of India and 
Japan may add to the trade performance of both countries in 
the international market. 

2.2 Bilateral Revealed Comparative Advantages (BRCA) 
Similar to IRCA, the study also computes RCA between two 
countries (RCA) i.e. India and Japan. Bilateral revealed 
comparative advantage (BRCA) of an export category of India 
vis-à-vis a country Japan, has been defined as a ratio of "the 
share of India's export of this export category to Japan in 
India's total exports to Japan (numerator)" to "the share of 
India's exports of this category to the world in India's total 
exports to the world (denominator)". BRCA is a modified form 
of RCA mainly used to gauge the bi-lateral comparative 
advantage between countries. 

2.3 Export Dynamic Products 

Exports of products of a country with fast growth during a 

period of time are referred to as dynamic exports. It is important 
to identify such performers as these would eventually 
contribute significantly to the overall export earnings of a 

nation and multilateral/bilateral trade negotiations with other 

trading partners. (http://www.worldbank.org/). The export 
dynamic products can be recognized by setting an arbitrary 

cut-off for a list of products that are sorted according to their 

growth rates over given time period. The products with growth 

rates exceeding the cut-off are then classified as dynamic 

exports. In our analysis the benchmark to determine export 
dynamic commodities is the total export growth of India and 
Japan, respectively. The following criteria has been utilized 
for identifying India and Japan's dynamic export categories: 
matching with each year's growth rate of India and Japan's 

total exports during two periods 2001-2008 and 2009-11 with 
the growth rate of commodities for same periods. Later period 
gives the better understanding of dynamic commodities amidst 
the global financial crisis and sovereign debt crisis. Also, the 
study utilizes various other trade indices like export 
diversification, concentration, specialization and intra-industry 
trade to understand the trade potentials between two 
countries. 

In contrast to IRCA, the BRCA of Japan in India has declined 
at all levels of HS classification. For instance, in TE 2011, at 
the 6 digit level, Japan's competitiveness in the Indian market 
declined from 892 products to 841 products. In case of India, 
it has managed to retain its competitiveness in the Japanese 
market but the substantial increase is noticed at 4 and 6 digits 
level. This information may be utilized for further exploration 
of bilateral trade for competitive sectors. The commodities 

high bilateral comparative advantage for India include 3. Results and Interpretation 

3.1 Competitiveness of Japan and India 

The following Table 1 summarizes the comparative advantages 
that India and Japan have in the world market. The IRCA's for 

Japan and India are presented for Triennium Ending (TE) 2005, 
TE 2008 and TE 201l (average of 2009, 10, 11). It is evident 

havin 
animal husbandry, musical instruments, nickel, ores & slag, 
etc., whereas for Japan the sectors are tool, implement, cutlery, 
soap, iron & steel, nuclear reactors, rubber, etc. (See tables 
A.3, A.4 for details of BRCA). The sectors securing top 
position in total exports, and having high comparative 
advantage (international as well as bilateral) are considered 
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