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Abstract’ The National Security Strategy approved by the Cabinet late last

year in Japan states that the strategic approach to establishing security is to
realize the maintenance and development of a free and open International
order in cooperation with partner countries. In particular, it emphasizes that
an order based on universal values should be established in the Indo-Pacific
region through efforts with Japan, the U.S., Australia, and India (Quad). In
order to realize this goal, it also clearly states that strategic use of
development cooperation is necessary. India, as a major country of the "Global
South,” has been expanding its support for developing countries, and it is
highly significant for Japan and India to jointly implement development
cooperation. From this perspective, we look forward to the formation of the
"Japan-India Development Cooperation Initiative” as a new official

framework of the two countries.
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Abstract’ India has experienced rapid economic growth, triggered by the
foreign currency crisis and IMF support after the Gulf War, which led the
country to take a course of economic liberalization and openness. However,
India announced its withdrawal from the RCEP negotiation in November 2019
during the final stage. The U.S.-India FTA negotiations, which were
proceeding Iin parallel with RCEP also came to a halt. This series of
suspensions drew attention as to whether the Modi administration is moving
toward protectionism. From the developments over the next several years,
however, 1t appears that the government remains active in enhancing FTA
networks in a manner conducive to expanding exports, leading to eliminate
the trade deficit. We would like to examine the direction of the trade policy in

the Modi administration from the trends in India’s recent F'TAs.
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6i(mC@WT®Hm%ﬁ%E(WDTﬂ%w%ﬂzgf%é BlziXizE e
A4 v REINTAERE LG %2 UAE B <Y v UE Icmt 3 281X, GCCiEHE
D EEFFE (MFN) BIEREHA I Z L %,
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WHRERTH D, TARFRAZ & 20224 1 AICRWE B LT,

INLOEEZRUTAHADE, 42 X, EERFHEO DML RICE
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! Ministry of Commerce & Industry, Government of India, “India Australia
Economic Cooperation and Trade Agreement: A Win-Win for India and Australia, ”
Jan. 08, 2023

(https://pib. gov. in/PressReleasePage. aspx?PRID=1889525 )

2 Ministry of Commerce & Industry, Government of India, “India and UAE sign
the historic CEPA aimed at boosting goods trade to US$ 100 billion over next
five years,” Feb. 18, 2022
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(https://pib. gov. in/PressReleasePage. aspx?PRID=1799439 )

* Ministry of Commerce & Industry, Government of India, ” India-Mauritius
Comprehensive Economic Cooperation and Partnership Agreement will enter into
force on 1st April 2021,” Mar 31, 2021

(https://pib. gov. in/PressReleaselframePage. aspx?PRID=1708794 )

* The Economic Times, “India, Israel keen on finalising FTA,” Feb 22, 2023

(https://economictimes. indiatimes. com/news/economy/foreign—-trade/india—i

srael-keen—on—-finalising—fta/articleshow/98145593. cms )

PR AR e N e DR IEAT) 2B BERERA R AL,
2018 4£ 12 H
(https://corp. rakuten. co. jp/news/press/2018/1203_02. html )

S T4 RZnAmZERLE Lzt #— INIRA (==2—F) ) 248 %5
72T BE7ANVDE—ILT ¢ 7 AR S, 202247 A
(https://www. fujifilm. com/jp/ja/news/1ist/8272 )
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Abstract’ India and Japan are civilizational partners. Both share Asian
values, heritage and culture. Today, India-Japan relation is passing through
its best phase. India and Japan have scaled up the partnership in to “Global
Partnership” level. Japan’s Presidency of the G7 and India’s Presidency of G20
are new scope to shaping the global order. Both have responded to global
challenges together and have been driving the Indo-Pacific from the front.
Trade and investment between India and Japan have grown up and so also
development cooperation. Quite obviously, the multidimensional spectrum of
India-Japan relations is, thus, widened and so also shared responsibilities.

This is a new horizon of the India-Japan economic relationship.

[BEE] 4 FEARITCHAMZR SRR 2RO RX— b —Tbob D, MEILT
T OMERL, EE, XkERAF LTS, 4 H, HAEIBEFKRIIKEROREAZA 2 T
W5, £ RERBRIZ, WERMONN—F—2y 7% 70—« N— FJ—
Ty LYLIZETEIE BT, BARDN GT. A FH G20 DENEN D

HTHdZ LT, KABROLOLHERBRFORKEZEI Loob D, MWEES 7 —-
VIR RIEIZ IV A TETEY, AV FRIEFEZEERmMNLES L TEZ,

HEIOE S « WEIIIERTH EEbIC, BEB DL ELEMICERL TEZ,

B S0, HEIBRDO ZRILHIR AT MVIEZ DX D RN ZRETE Y,

MEMTEF SN IREBFLICOVWTHRRARZ ENNVZ D, 2O X HICHEIR
FRRITH 7= 2 R &2 IR 2o 5,

Introduction

India and Japan are the world's top six economies. Japan is an advanced

economy with an average per capita income of US$ 39,313, whereas India,
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with a per capita income of US$ 2257 is a developing economy.! With such a

synergy, Japan-India partnership is, therefore, crucial for global development.

The India-Japan economic relationship has seen a significant change in
the last two decades, more particularly after the India-Japan CEPA came into
force.? Japan has been one of India's most important trading partners, and
the two countries have a long history of economic engagements. India and
Japan have a long-standing economic relation that has only grown stronger in
recent years. The two countries have been actively engaged in bilateral trade
and investment, and in recent years, a number of initiatives and agreements
have been put in place to further strengthen the relationship. India and Japan
are also partners in many regional initiatives including the Indo-Pacific
Economic Framework (IPEF), and founders of multilateral bodies such as the
World Trade Organization (WTO). Besides, India and Japan are founding
members of the QUAD and the Indo-Pacific.

When the global economy 1is passing through uncertainties, the
“Japan-India Special Strategic Global Partnership” plays a catalytic role in
strengthening the global partnership. Both aim for rules-based Indo-Pacific
and there are many areas of convergence between India and Japan in the
Indo-Pacific visions. In his recent visit to India, Prime Minister Kishida
introduced the new version of the Free and Open Indo-Pacific (FOIP) building
on four pillars of partnership and described India as an “indispensable
partner for peace and stability in the Indo-Pacific”.® The four pillars of the
FOIP, as presented by PM Kishida:

e Pillar 1: Principles for Peace and Rules for Prosperity

e Pillar 2: Addressing Challenges in an Indo-Pacific Way

e Pillar 3: Multi-layered Connectivity

e Pillar 4: Extending Efforts for Security and Safe Use of the “Sea” to the
“Air

Japan is the leading country serving as the pillar of “connectivity” in the
“Indo-Pacific Oceans Initiative (IPOI),” which is advocated by India. 4+ There
are strong linkages between the FOIP and IPOI. Japan has also supported
development of the North Eastern Region (NER) through the “Japan-India Act
East Forum”. Trade and investment between them have grown up and so also

development cooperation. Quite obviously, the multidimensional spectrum of
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India-Japan relations is, thus, widened and so also shared responsibilities.

This is a new horizon of the India-Japan economic relationship.

I. Trade and Investment Key to Japan-India Relations

Trade is critical to India’s prosperity, and India’s trade expansion with
Japan benefits India’s growth. One of the key drivers of the India-Japan
trade relationship is the India-Japan Comprehensive Economic Partnership
Agreement (CEPA), which was implemented in 2011. The CEPA is a
comprehensive agreement that covers trade in goods, services, and
investment, and it has helped to increase bilateral trade between the two
countries. This agreement has helped to reduce barriers to trade between the
two countries, making it easier for businesses to trade and invest in each
other's markets. In the last 20 years, bilateral trade between India and Japan
has increased dramatically, from US$ 3.78 billion in 2000 to over US$ 20.49
billion in 2021 (Table 1). Although the growth rate of bilateral trade has
declined in the post-CEPA period, Japan and India witnessed US$ 20.49
billion bilateral trade in 2021, highest so far in the history of India-Japan
trade relation. After hovering around US$ 4 billion till 2020, India’s export to
Japan finally increased to US$ 6.07 billion in 2021. On the other, India’s
imports from Japan also multiplied and grew faster than exports, resulting in
a higher trade deficit than India has with Japan in the current account. The
deficit also fluctuated over the years, with the highest deficit recorded in
2021 at US$ 8.34 billion - almost around 40 per cent of total bilateral

trade. However, a large part of bilateral trade is yet to be unlocked.

Table 1: India’s Merchandise Trade with Japan

Export | Import | Total BOT

(USS billion)
2000 1.77 2.02 3.78 -0.25
2010 4.81 8.28 13.09 -3.47
2015 4.73 9.64 14.37 -4.90
2019 4.82 12.75 17.56 -7.93
2020 4.04 10.19 14.23 -6.15
2021 6.07 14.41 20.49 -8.34
CAGR 10.54 15.18 13.22
(2000-2010) (%)
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CAGR 2.14 5.17 4.15
(2010-2021) (%)
CAGR 6.05 9.82 8.38
(2000-2021) (%)
Source: Calculated based on DOTS, IMF

The positive side is India’s share in Japan’s global exports has been rising,
albeit marginally. Indian exports at 6-digit HS level are now more diversified
and have witnessed new products in the Japanese market. From an exporter
of mineral products, raw or processed, Indian exports to Japan are more
varied, with significant exports of vehicle parts and components, chemicals
and processed foods. Unlike exports, India’s imports from Japan have gained
higher concentration. The closure of copper smelter plants in India has led
to a rise in imports of copper, particularly from Japan and ASEAN using the
CEPA/FTA routes. Overall, there has been a shift in the types of products
imported from Japan and an increase in India’s imports from Japan. What
appears is that trade relationship between India and Japan is relatively small,
compared to their trade with other countries. It also clearly shows there is a
high trade potential, compared to the current trade volume. Tariffs are not
the only trade barrier and there are other non-tariff measures, such as

regulations and standards, which can also affect trade flows.

The growing Indian economy requires higher imports of parts and
components from reliable trade partners like Japan. It is also interesting to
note that India’s export to Japan grew slower than India’s export to the world,
whereas India’s import from Japan grew much faster than that of India’s
import from the world (Table 1). Although India’s exports to Japan increased
in recent years, it is not enough for India to overcome the large trade gap in

the short run.

How much India is integrated in trade with Japan? This level of
engagements can be better analysed with help of the Trade Intensity Index
(TII). Table 2 provides India's Trade Intensity Index (TII) with Japan for
various product groups in 2010 and 2020. The TII is a measure of the degree
to which a country's trade is concentrated on a particular trading partner. A
TII of 1 means that the country’s trade is evenly distributed among all of its
trading partners, while a TII greater than 1 means that the country's trade is

more concentrated on a particular trading partner.
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Table 2: India’s Trade Intensity Index (TII) with Japan in 2010 and 2020

Product Group 2010 2020
Animal 105.9 77.8
Vegetable 38.2 34.2
Food Products 166.3 19.4
Minerals 27.0 60.0
Fuels 155.1 34.7
Chemicals 49.3 68.5
Plastic or Rubber 13.6 36.0
Hides And Skins 15.6 27.9
Wood 5.4 2.8
Textiles and Clothing 19.7 23.0
Footwear 7.8 39.7
Stone And Glass 33.2 56.9
Metals 73.4 46.2
Mach and Electronics 27.2 38.3
Transportation 20.3 60.0
Miscellaneous 353 32.0

Source: Calculated based on WITS

In 2010, India had a relatively higher TII with Japan in several product
groups, such as animal products, food products, fuels, and metals. However, in
2020, the TII has decreased significantly in some product groups, such as
animal products, food products, fuels, etc., suggesting that India's trade with
Japan has become less concentrated in these product groups. On the other
hand, in 2020, India's TII has increased in some product groups, such as
minerals, chemicals, plastic or rubber, stone, and glass, footwear,
transportation and machinery and electronics. This may indicate that India's
trade with Japan has become more concentrated in secondary product groups
in sync with India’s CEPA objectives with Japan. Overall, it appears that
India's trade with Japan has become more diversified in 2020, with a shift in
trade concentration towards certain product groups such as minerals,
chemicals, and transportation. It is important to keep monitoring the TII to
understand the current and potential trade opportunities between the two

countries.
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Table 3. FDI Inflows from Japan to India

Period FDI (USS billion)
2000-2010 15.10
2011-2021 27.91
2000-2021 43.01

Source: Calculated based on MoF, Japan

The good side of India-Japan relations is that India has received US$ 43
billion FDI inflow from Japan and more particularly, a higher amount in the
post-CEPA period (Table 3). This rising trend of FDI inflows from Japan to
India indeed helped to lift up confidence in the CEPA. Trade relations between

India and Japan have improved and are mutually interdependent.

II. India Gaining Comparative Advantage

The changing profile of the bilateral revealed comparative advantage (RCA)
for India in various product categories for the years 2010 and 2020 shows
interesting development. ° The RCA is a measure of a country’s trade
specialization in a particular product, with values above 1 indicating a revealed
comparative advantage. It is observed that there has been a change in the product
categories that India has comparative advantage in between 2010 and 2020. In
2010, India had a high RCA in products such as cuttlefish, cashew nuts, walnuts,
cumin seeds, and turmeric. However, in 2020, India's RCA improved in products
such as vegetables, fruits, copra, vegetable oils, and ores and concentrates.In
summary, it appears that India's trade specialization has shifted towards a
different set of products between 2010 and 2020, with an overall increase in RCA

scores in 2020.

What appears is that India has achieved RCA in a diversified set of
products in the post-CEPA period. The CEPA which was signed between India
and Japan is said to benefit India’s labour-intensive sectors. This is also not to
deny that the export basket of the two countries also gained trade
complementarities. India has a huge trade potential in several product groups,
more specifically in those products where it had a revealed comparative
advantage (RCA > 1).
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III. Rising FDI Flows from Japan to India

Table 4 presents the FDI inflows from Japan to India over a period of 11
years, from 2010-11 to 2020-21. The amount of FDI inflows from Japan to India
has been relatively consistent except 2016-17 when the FDI inflows reached a
peak of US$ 4.71 billion (10.8 per cent of total FDI inflows).

Table 4: Trends in FDI Inflows from Japan to India

FDI Inflows to India
Share in
Years (USS$ million)
Total (%)
From Japan | Total
2010-11 1562 19427 8.0
2011-12 2972 35121 8.5
2012-13 2237 22423 10.0
2013-14 1718 24299 7.1
2014-15 2084 30931 6.7
2015-16 2614 40001 6.5
2016-17 4709 43478 10.8
2017-18 1633 44857 3.6
2018-19 2965 44366 6.7
2019-20 3226 49977 6.5
2020-21 1950 59636 3.3

Source: Calculated based on DPIIT

Table 5: Trends in FDI Inflows to India to Japan

Japan’s Inward FDI

Years (USS$ million)
From India Total

2009 14.0 11839.4
2010 4.2 -1358.9
2011 9.2 -1701.8
2012 18.8 1761.4
2013 18.0 2358.4
2014 -2.2 19769.5
2015 24.5 5253.0
2016 -1.3 40942.2
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Table 5 presents Japan’s inward FDI inflows from India on BoP basis
over a period of 12 years, from 2009 to 2020. It appears that the amount of
inward FDI from India to Japan has been relatively inconsistent, with
fluctuations in both net and flow over the years. The highest FDI flow from
India to Japan was US$ 26.9 million in 2019. Therefore, India is a net gainer

in FDI flows. Driven by the CEPA, the presence of Japanese companies in

2017 12.6 18804.7
2018 2.4 25297.1
2019 26.9 39957.9
2020 5.1 61508.9

*Balance of Payments basis, net and flow

Source: Japanese Trade and Investment Statistics, JETRO

India has doubled from 725 in 2010 to 1455 in 2022 (Figure 1).

Figure 1. Number of Japanese Companies in India
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Majority of Japanese business establishments are located in the Northern
and North-western regions of India, specifically in states like Delhi, Haryana,

and Uttar Pradesh. The number of Japanese business establishments in India
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has increased over time, showing the growing economic relationship between

the two countries.

One of the key drivers of this growth has been the increasing importance
of the Indian market for Japanese companies. India has become an
increasingly attractive market for Japanese businesses looking to expand
their operations. This has led to a significant increase in Japanese investment
in India, with many Japanese companies setting up operations across the

country.

An important initiative that has helped to strengthen the India-Japan
trade relationship is the “Make in India” initiative, which was launched by
the Indian government in 2014. The initiative aims to encourage foreign
companies to invest in and manufacture in India, and it has been particularly
successful in attracting Japanese investment. On the other hand, Japan also
launched “Japan as a Partner for India's Growth” which aims to support
India's infrastructure development and industrial growth, and to enhance
economic and trade relations between the two countries. Japanese FDI has
helped India to gain comparative advantage in automobiles, consumer

durables and construction industries.

IV. Best Phase of Development Cooperation

India and Japan have had a long history rooted in spiritual affinity and
strong cultural ties. Japan is India's greatest bilateral contributor and has
been providing loans and grants to the country since 1958. India's efforts to
accelerate its economic development are supported by Japanese Overseas
Development Assistance (ODA), notably in important sectors such as power,
transportation, environmental projects and projects related to basic human
needs. Japanese ODA has played a key role in mega-infrastructure projects
like the Mumbai-Ahmedabad High-Speed Rail, Delhi-Mumbai, and
Chennai-Bengaluru Industrial Corridors, Dedicated Freight Corridor, and

urban mass rapid transport systems.

In addition to being an indispensable development partner, Japan has
been the fifth largest foreign investor in India. The presence of Japanese
companies in India has been increasing steadily. Maruti Suzuki, Toyota
Kirloskar Motors, UNIQLO, Mitsubishi Group, Mitsui, Honda, Mizuho
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Corporate Bank Ltd, Hitachi, Sony, Panasonic, Sumitomo, etc. are some of the
prominent Japanese investors in India. Japanese FDI into India has mainly
been in automobile, electronic system design and manufacturing (ESDM),
medical devices, consumer goods, textiles, food processing and chemicals.
Moreover, India has showcased investment opportunities for Japanese
companies in different emerging sectors such as ICT, renewable energy,

electric vehicles, drones, robotics and textiles.

In May 2018, India and Japan formed the India-Japan Startup-hub
initiative in Bengaluru stationed at JETRO as an interface between
respective start-ups and firms for more collaboration by identifying selected
Indian start-ups for the Japanese market and for potential Japanese investors.
In addition, an online platform of Japan-India Startup Hub has been set up by
Invest India to bridge the gap between Indian and Japanese start-up
ecosystems and enable meaningful synergies to promote joint innovation in
both economies. One example of India-Japan Startup-hub is the launch of Soft
Bank and Paytm mobile digital payment service in Japan. In 2022, 21

startups turned unicorn in India, compared to seven in China.

India and Japan have also been cooperating in other areas, such as
infrastructure development and defense. India has been looking to Japan for
investment and expertise 1In infrastructure projects like the
Mumbai-Ahmadabad High-Speed Rail. Japan has also been a key supplier of
defense equipment to India in recent years. This project is being jointly
developed by the two countries, and it is expected to have a significant impact

on economic growth in India.

Focus Northeast: Japan’s BIG-B Initiative

Northeast India has emerged as an important area of cooperation
between Japan and India due to Japan’s historical fascination with the region
and its strategic location which shares borders with Nepal, Bhutan, China,
Myanmar, and Bangladesh. Japan already has big presence in Southeast
Asian countries such as Indonesia, Vietnam, Thailand and Myanmar as well
as Bangladesh. India’s North Eastern Region (NER) is the missing link, and
therefore, investing in the NER will help Japan to bridge the gap

In 2017, Japan and India formed the Act East Forum (AEF), which has

been a driving force to advance India-Japan cooperation in NER. Under the
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AEF, several projects have been identified for “economic modernisation” of
India’s NER. Areas of immediate interest to the Forum are connectivity,
developmental infrastructure, industrial linkages, and people-to-people
contacts through tourism, culture, and sports-related activities.
Dhubri-Phulbari bridge project which said to be the longest river bridge in
India, sustained forest management projects in Tripura and Meghalaya,
highways and roads in Meghalaya and Mizoram, biodiversity conservation
and forest management project in Sikkim, and a forest conservation livelihood
project in Nagaland, are some of the noteworthy projects under the AEF.
Ongoing projects in the region are worth 231 billion yen. Japan has also
granted an ODA of 39.9 million yen for grass root projects in healthcare,
education and skill and vocational training centres. Japan-India North East
Bamboo Initiative and Japan-India Workshop on Disaster Risk Reduction

have undertaken under the AEF.

Japan 1s working to promote cross-border infrastructure, trade
integration, financial links, and other regional public goods. For Bangladesh,
Japan supports development of Matarbari deep-water port and connection
among this port, Chattogram and Dhaka under the initiative of the Bay of
Bengal Industrial Growth Belt (BIG-B). Japan has further agreed to promote
cooperation in these frameworks, and further improve connectivity in the Bay
of Bengal region through synergy created by organically coordinating
deliverables of both frameworks. Japan’s economic engagements with India
and Bangladesh have immensely contributed to the industrial development of
the region, which is likely to witness a stronger industrial value chains. Japan
aims to create an industrial value chain that can also benefit the industrial

world in Japan after infrastructure development (Figure 2).
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Figure 2: NER and Bangladesh in BIG-B
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Bengal, both India and Japan have important roles to play in maritime space.
Recognizing the increasing convergence of interest, India and Japan have
upgraded their bilateral relations from ‘Global Partnership’ to ‘Special
Strategic and Global Partnership’in 2017. Bangladesh and Japan are working
towards elevating the ‘Comprehensive Partnership’ into a closer and deeper
‘strategic partnership’ on the basis of shared interest, targets and priorities.
Bangladesh and Japan are all set to negotiate a CEPA, whereas Bangladesh
and India have completed the Joint Study Group Report for the CEPA. Given
that India and dJapan have already implemented a CEPA, with
implementation of the CEPAs between Bangladesh and dJapan and
Bangladesh and India, India-Bangladesh-Japan region is going to become a
free trade area. Therefore, given the opportunities present in the region, there
1s enormous scope for strengthening the India-Japan-Bangladesh trilateral

relationship.

V. Concluding Remarks

India and Japan have a long-standing trade and economic relationship
that has only grown stronger in recent years, particularly after signing of the
CEPA. Both the countries have been actively engaged in bilateral trade and
investment and in recent years, a number of initiatives and agreements have
been put in place to further strengthen the relationship. Not only having

deeper bilateral relations, Japan and India are trusted partners in several
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multilateral and regional forums and initiatives. India has achieved the
revealed comparative advantage in a diversified set of products in the
post-CEPA period. The CEPA, which was signed between India and Japan, is
said to benefit India’s labour-intensive sectors. This is also not to deny that
the export basket of the two countries also gained trade complementarities.
India has a huge trade potential in several product groups, more specifically
in those products where it had a revealed comparative advantage. The FDI
from Japan to India has increased and is expected to reach new peaks.
Development cooperation between them has scaled up new heights. These are
quite impressive achievements. India and Japan may undertake a series of
Initiatives in the maritime domain, which fits well in the fourth pillar of the
FOIP and seventh pillar of IPOI. India and Japan together can enhance the
maritime law enforcement capabilities of several countries, including Bay of
Bengal and Pacific island nations. With the two countries working together to
develop infrastructure, promote investment, and increase trade, the future of
the India-Japan economic relationship looks bright. This is the best phase of
the bilateral partnership.

(March 27, 2023)

! Data refers to the years 2021, sourced from the WDI, the World Bank

2 A series of research papers dealt with India-Japan relations, refer, for example, Arora (2022),
Horimoto and Verma (2013); Kojima (2013, 2023); Naoki (2014), Roy Choudhury, Thankachan

and Bakshi (2022), etc.

® PM Kishida said during his visit to Delhi “That said, we newly set forth the “four
pillars of cooperation for FOIP” that are suited for the history’s turning point we face.”
(ICWA, 2023)

4 Refer, the Address by India’s EAM at Chulalongkorn University on India’s Vision of the
Indo-Pacific, August 18, 2022 at the Chulalongkorn University, Bangkok, Refer Appendix 1 for

the seven pillars of IPOI.

® Due to space constraints, author is forced to avoid presenting the RCA scopes. This
will be made available to interested readers on request.
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Appendix 1: IPOI Pillars

Sr. | Pillar Lead Nation(s)
No
1 Maritime Security India and UK
2 Maritime Ecology Australia
3 Maritime Resources France and Indonesia
4 Capacity Building and Resource Sharing
5 Disaster Risk Reduction and Management India
6 Science, Technology and Academic Cooperation Singapore, Italy
7 Trade, Connectivity and Maritime Transport Japan (only connectivity
component)
Source: MEA
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