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1. 
Introduction
In the last twenty to thirty years many countries have adopted economic integration with the rest of the world as a strategy for development and growth. Standard economic theory assumes that trade liberalisation and increased relations between countries will lead to more efficient production, a higher Gross Domestic product (GDP) and Gross National Income (GNI) level and an increased GDP and GNI growth rate (Topalova, 2005). The effects of this strategy of increased global economic integration on poverty and inequality in these countries are more difficult to predict, especially when distinguishing between urban and rural areas. 

In the early 1950s, India, as well as other developing countries, chose to replace imports by domestic production as a strategy to industrialise its economy. Up to the beginning of the 1980s, when the Indian government gradually started to loosen the highly restrictive trade regime, India was one of the least liberalised countries in Asia. In the past two to three decades many countries, including India, gradually opened up their economy to the rest of the world, and shifted their development strategy from domestic production to economic integration and trade liberalisation. (Topalova, 2005).
	
	Average 1970-1990 nominal growth
	Average 1991-2008 nominal growth
	Average 1970-2008 nominal growth
	Average 1970-1990 real  growth
	Average 1991-2008 real growth
	Average 1970-2008 real  growth

	GDP
	13.04
	13.5
	13.26
	4.51
	5.91
	5.15

	GDP per capita
	10.58
	11.66
	11.08
	2.24
	4.19
	3.14

	GNI
	13.01
	13.57
	13.26
	4.47
	5.96
	5.16

	GNI per capita
	11.03
	11.69
	11.33
	2.67
	4.16
	3.36


Table 1.1 Growth figures in percentages of the Indian Gross Domestic Product (per capita) and Gross
National Income (per capita).

Source: Own compilations based on World Development Indicators.


As the average nominal growth rates since 1970 in table 1.1 illustrate, the strategy started in the beginning of the 1980s seems successful. GDP and GNI both had an average growth rate of 13.3 percent per year since 1970, and per capita respectively 11.1 and 11.3 percent. The difference between the GDP and GNI per capita growth rates can be explained by the definition of both indicators, where GDP is measured as the value produced within the country and GNI as the value produced by the citizens.


If we look at the real average growth rates
 since 1970, these numbers are much lower than the average nominal growth rates. But with an average real GDP and GNI growth rate of 5.2 percent per year and per capita, respectively 3.1 and 3.4 percent per year, the strategy started in the early 1980s still seems successful. The much lower real growth rates compared to the nominal growth is because the real growth rates are based on indicators corrected for inflation with 2005 as the base year.  
Figure 1.1  Percentage of Indian population living                 Figure 1.2 GNI and GDP per capita in India. below the poverty line of 44 rupee (1 US$) a day.                  in current and constant 2005 rupee.
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                                        Source: Own compilations based on Worldbank             Source: Own compilations based on World   Povcalnet database and national sample survey              Development Indicators.                                     Organisation.
Figure 1.1 displays the poverty rate
 for India and for urban and rural parts of India over the period from 1970 to 2008. And figure 1.2 displays Gross Domestic Product (GDP) and Gross National Income (GNI)
  per capita for the period of 1970 to 2008.  These figures make clear that the incidence of absolute poverty is reducing and GDP and GNI per capita is growing.

Overall the strategy started in the 1980s seems successful, but as this thesis will show, this strategy in the first ten years has also had some negative effects on the Indian economy resulting in further drastic trade reforms taken by the new Indian congress in 1991.     

This thesis will investigate the effects of India’s global economic integration, especially trade liberalisation, by looking at the partial effects this reforms will have. Using these partial effects this paper will describe what the predicted effects will be according to two of the main results of the neo-classical trade theory, the Stolper-Samuelson theorem and the Heckscher-Ohlin theorem, and test whether these effects actually came true. This thesis also describes the effects of the reforms concerning Poverty, Inequality, Foreign Direct Investments and the Information and Communication Technology sector.  In the case of poverty and inequality this thesis does not focus on India as a whole, but distinguishes between effects the trade reforms had on  poverty and inequality in urban and rural parts of India. 

This thesis will be organised as follows. Section 2 will briefly describe the reforms made in 1991 with respect to trade liberalisation. Section 3 describes the partial effects of the reforms. And what is predicted to happen after trade liberalisation according to this partial effects, using two main results of the  neo-classical trade theory. Section 4 compares economic theory with empirical data and tests whether the predicted effects have occurred and section 5 concludes. 

2. 
The Indian trade reforms
Until the beginning of the 1980’s, when India gradually opened up its economy towards foreign countries, the Indian government imposed very high restrictions on trade. Compared to surrounding countries, India was one of the least liberalized countries in Asia and compared to other Asian countries, like Korea, economically growing less rapidly (Kelkar, 2001). As Cerra et al. (2000) stated in their article on the 1991 currency crises in India about the Indian (trade) strategy:


“India’s post-Independence development strategy was both inward-looking and highly interventionist, consisting of import protection, complex industrial licensing requirements, financial repression, and substantial public ownership of heavy industry.”


During the 1980’s this gradual liberalization continued. Although the protection on imports were reduced and licensing requirements became less complex, at the end of the 1980’s India was still one of the least liberalized and most difficult to trade with countries in Asia (Cerra et al., 2000).

When in June 1991 the new Indian congress started, the Indian economy was characterized by fiscal imbalances, high inflation, deficits in the balance of payments and, despite the help of the International Monetary Fund with payment problems, a falling exchange rate. This together with the shock of the 1990 Gulf war, brought India in deep economic trouble (Rajan et al., 2002). To deal with these problems the new Indian congress took a number of structural measures in order to reform and stabilize the economy and build up economic health (Topalova, 2005). The, for this paper, most important measures of the list of reforms described by Archarya (2002) and Rajan et al. (2002) that were taken are
:
· Several devaluations of the rupee against the dollar and, in 1993, the introduction of a flexible exchange rate.
·  The introduction of policies to attract more foreign direct investments, for example by releasing the rules for a equity maximum and policies to make investment in Information and Communication Technology more attractive.
· The stimulation of exports by abolition of export taxes, reduction in subsidies and lifting of export controls.
· The stimulation of imports by gradually eliminating the maximum amount of goods to be imported and lowering of import tariffs.
· A step by step freeing up of the interest rates. 

A graphical illustration of the reforms taken by the 1991 Indian congress is given in figure 2.1. In the upper charts of figure 2.1 one can see that the reforms concerning imports, exports and foreign direct investments have had their intended stimulating effect. The chart left under in figure 2.1 displays the gradual release of the nominal interest
 rate starting in 1991. In the chart right under one can see the devaluations in 1991 to 1993 and the transition into a flexible exchange rate. Where the left axis shows the values for the exchange rate for the amount of rupees per US dollar and the right axis the amount of US dollars per rupee.       These graphs are based on data extracted from the world development indicators and the UNCTAD Globstat database. 
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Figure 2.1 Graphical illustrations of empirical data concerning the trade reforms.
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Source: Own compilations based on World Development Indicators and UNCTAD globstat
database.
The next chapter describes the predicted effects of these reforms according to according to economic theory, using the neo-classical trade theory.
3.
 Economic theory: what should have happened?
Neo-classical trade theory describes what will happen if a country liberalizes its trade regime with other countries. To describe what should happen to the Indian economy after the 1991 trade reforms we have to simplify the world as described below. The following assumptions and simplifications have to be made in order to satisfy this model: 

· There are two countries, India and the rest of the world, two final goods, manufactures (index M) these are capital intensive and food (index F) that is labour intensive and two production factors capital (index K) and labour (index L).

· There are constant returns to scale.

· The production functions in the two countries are the same.

· The production factors are mobile between sectors within a country but not between countries.

· After the trade reforms there is perfect competition (before the trade reforms there are taxes, tariffs and quota).
· The demand structure in the countries is the same.

· The available amount of production factors may differ between the two countries.  

In the first part of this section we will first look at the effects of the decrease in export taxes. Second, the effects of the reduction in the maximum amount of goods to be imported (import quota) will be discussed. Third, we will describe what should happen, according to the economic theory, after the import tariffs are lowered. We will look at the effects on prices and welfare, measured by consumer surplus, producer surplus, revenues out of taxes and tariffs and quota rents, in a partial equilibrium and assume India is a small country
 in the import and export market. 

In the second part of this section we will apply the Stolper-Samuelson theorem and the Heckscher-Ohlin theorem to the effects of the measures described before. The effects on poverty and inequality will also be discussed in this context. These two theorems imply:

· The Stolper-Samuelson proposition (Stolper and Samuelson, 1941); If the price of a final good increases the reward of the, in that good, intensively used production factor will also increase. 

· The Heckscher-Ohlin proposition (Ohlin, 1933); the good that relatively intensively uses the abundant production factor in a country will be exported.   

In the final part of this section we will take a short look at the effect of some other reforms, with respect to Foreign Direct Investments (FDI) and the investment in Information (and Communication) Technology (I(C)T). 

3.1 The reforms with respect to imports and exports in a partial equilibrium
.

This part describes the effects of the trade reforms with respect to imports and exports in a partial equilibrium in three different areas, namely export taxes, import quota and import tariffs. We will look at the effects on the price of the good and the welfare in one sector. We assume that before the 1991 Indian trade reforms India and the rest of the World where trading under highly restrictive trade policies, implemented by India. And after the 1991 trade reforms India and the rest of the World eventually trade freely. 

3.1.1 Lowering/abolition of export taxes.
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As described in chapter 2, as a part of the 1991 Indian trade reforms the Indian government abolished all export taxes in order to stimulate exports. Figure 3.1 describes the price effect on a single product of this part of the reforms, according to economic theory. In this figure the import demand/world demand (MD curve) is a horizontal line. This is because India is assumed to be a “small” country in the export market and thus a trade policy implemented by the Indian government has no effect on the world price/world demand. The export supply by the Indian producers (XS curve) is an upward sloping line, where if the price increases the supplied quantity for exports also increases. Before the abolition of the export taxes, the domestic price was lower than the world price with the amount of the tax. This is indicated in figure 3.1 by Pt, the domestic price, Pft, the world price and T, the export tax. The corresponding export supply and import demand to this domestic price is Qt. After the Indian government abolished the export tax the domestic price increased up to the point where import demand equals export supply. This is at the point where domestic price equals world price, indicated in graph 3.1 by Pft. And the quantity supplied for exports by the Indian producers rises from Qt to Qft.     
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As indicated in figure 3.2, before the reforms, with the export taxes, the domestic price (Ptex) is lower than the world price (Pft,). The domestic price generates domestic demand (Dtex) and domestic supply (Stex). The exports are given by the difference between domestic supply and domestic demand. After the reforms, without the export taxes, the domestic price increases by the amount of the tax from Ptex to the world price Pft. Due to the increase in price the domestic supply increases and the domestic demand decreases, as a result the Indian exports will increase. Due to the abolition of the export tax the Indian consumers are worse off. Because the domestic price increases, their consumer surplus decreases, indicates by area A in figure 3.2. The Indian producers are better off after the abolition of the export taxes. Because of the increase in the domestic price as well as an increase in output, their producer surplus increases. This increase is indicated by the areas A, B, C and D in figure 3.2. Because of the loss in tax revenues the government is worse of (area C), but for India as a whole welfare increases by area B and D.

3.1.2 Removal of import quota
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As part of the 1991 reforms, all quantitative restrictions on imports were removed.  The removal of the quota increases supply to the Indian market. The increased supply decreases the price in India to the world price. Figure 3.3 describes what will happen if an import quota on a certain good is removed. Before the quota is removed the market for a certain good is in equilibrium at point a, with the domestic price (the price of that good in India) Pq and the import demand Qq. After the quota is removed the equilibrium in the market for the same good moves to point b. The domestic price (Pq) decreases to the point where export supply (XS) is equal to import demand (MD). At this point, the world price (Pft) is equal to the domestic price (Pq) and the export supply is equal to the import demand (Qft).
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Before the quota is removed the domestic price is Pq, with a domestic demand of Dq, domestic supply is given by Sq and imports are the difference between Dq and Sq. As illustrated is figure 3.4. 


The trade reforms included a removal of all quantitative restrictions, which increases the Indian imports
. The increase in the imports increases the supply on the Indian market and lowers the domestic price from the price under the quota (Pq) to the free     trade price (Pft). After the quota is removed, domestic demand increases to Dft, domestic supply decreases to Sft and imports increase.

According to economic theory, after the import quotas in 1991 in India were removed Indian consumers of the imported goods are better off. Because of the decrease in the domestic price of the imports and the decrease of the price of the goods produced by the domestic firms the consumer surplus increases by the areas A, B, C and D in figure 3.4.  Indian producers of the imported goods are worse off. Because the domestic price decreases and the domestic supply decreases, the producer surplus decreases as well. This decrease in producer surplus is given by area A in figure 3.4. Overall, assuming a loss in quota rents of area C in figure 3.4, the net welfare of India increases by area B and D due to the removal of the import quotas.     

3.1.3 Decrease in/abolition of import tariffs.
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As a part of the Indian trade reforms, the Indian government in 1991 started to decrease import tariffs in order to stimulate imports. Figure 3.5 describes what, according to economic theory, should be the effects on the prices of a single good if eventually the import tariff is completely abolished. Before the reforms, with the import tariff, the price in India is Pt and the import demand is Qt. The price in the rest of the world, the free trade price, is Pft. The price in India is higher than the world price by the amount of the tariff T. Because India is assumed to be a small country and thus has no effect on the world price, the export supply curve is horizontal.  

After the reforms, when the import tariff is eventually abolished, it will cost less to import. The Indian price of imports will decrease by the amount of the tariff to the world price, Pft. This lower price will increase the import demand from Qt to Qft. 

Before discussing the welfare effects of the decrease in import tariffs, one comment has to be made. Until the year 1999/2000 the import tariffs were not completely abolished and decreased by different amounts per sector. Table 3.1 displays the tariff development from 1991, the tariff in this year is assumed to be the tariff rate before the reforms, to 2000. With a decrease of 74 percent in agricultural tariffs from 1990 to 2000 and a decrease, for the same period, of 68 percent for manufactured products one would expect a relative higher increase in imports of agricultural products than for the imports of manufactured products. But if we assume complete abolition of import tariffs one would expect a relatively higher increase in imports of manufactured products than for the imports of agricultural products. This is because before the reforms tariffs in the manufacturing sector were higher than in the agricultural sector, respectively 126 and 113 percent.
Table 3.1 Level of tariffs in the Indian economy, 1990-2000 (in percent).

	
	1990/91
	1993/94
	1995/96
	1996/97
	1997/98
	1998/99
	1999/2000
	% Change 1990 to 2000

	Agriculture (Unweighted average)
	113
	43
	27
	26
	26
	30
	29
	-74.34

	Mining (Unweighted average)
	100
	70
	30
	26
	25
	29
	27
	-73

	Manufacturing (Unweighted average)
	126
	73
	42
	40
	36
	41
	40
	-68.25

	Whole economy (Unweighted average)
	125
	71
	41
	39
	35
	40
	40
	-68

	
	
	
	
	
	
	
	
	

	Maximum tariff (Unweighted average)
	355
	85
	50
	52
	45
	40
	38.5
	-89.3

	Weighted average (1992/93 import values)
	87
	47
	25
	22
	20
	30
	30
	-65.52


Source WTO (1998), The Asian Development Bank (2001) and World Bank Staff estimates for 1998/99 and 1999/2000.
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This having been said, figure 3.6 describes the welfare effects on the Indian economy of a reduction/abolition of the import tariffs, again assuming that India is a small country in the import market compared to the rest of the world. Before the reforms, thus with the import tariff, the domestic price of the good is Pt. As shown in the figure at this price domestic demand is Dt and domestic supply St. The imports at this price are given by the difference between Dt and St. After the reforms, when the tariff is abolished, the domestic price decreases with the amount of the tariff. In this case domestic price is equal to the world price Pft. Because of this decrease in domestic price domestic demand will increase to Dft and domestic supply decreases to Sft, which ensures that imports grow. 


Because of the decrease in price of the imported goods as well as the domestic produced goods the Indian consumers are better off. This is indicated by the increase in consumer surplus by area A, B, C and D in figure 3.6. Indian producers are worse off when the tariffs are abolished. The price of the domestic produced good decrease and decreases the domestic production. The loss in producer surplus is indicated by the area A in figure 3.6. Assuming the Indian government earns the tariff revenue, the Indian government is worse off after the tariff abolition by area C, which represents the loss in tariff revenue. Overall welfare in India increases due to the abolition of tariffs by area B and D. 

Next we will discuss the price effects of the policy measures described above in the context of first the Stolper-Samuelson theorem and second in the context of the Heckscher-Ohlin theorem.   


3.2 Equilibrium in international trade (after the trade reforms)
.

First of all, it is useful to describe the general equilibrium structure of the neoclassical trade. There is equilibrium if the economy satisfies the following conditions:

· individuals maximize their utility and firms maximize their profits 

· both labour and capital are fully used, 

· demand and supply for manufacturers/food are equal (van Marrewijk, 2007).

Before the trade reforms in 1991 India was, compared to the period after the trade reforms, a closed country. As shown in figure 3.7 in 1990 the capital stock per worker in India was 1,946 US dollar. For Japan, the USA and Switzerland the capital stock per worker was respectively 36,480, 34,705 and 73,459 US dollar. In the data available in the Penn world table 5.6a about the capital stock per worker, India is located 53rd out of 61 countries. From this data shown in figure 3.7 we can conclude that until the trade reforms in 1991 India was a relative labour abundant and relative capital scarce country. And the rest of the world was, relative to India, labour scarce and capital abundant.

Figure 3.7 Capital stock per worker (1990)
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Source: Own compilations based on Penn world table 5.6a data

After the Indian trade reforms in 1991 the Indian economy became more liberalised and international trade grew. The international/free trade equilibrium is just as the equilibrium with import tariffs, import quota and export taxes (before the reforms in 1991) characterised by utility maximization and profit maximization. The efficient equilibrium before the reforms is not efficient anymore when international/free trade is possible. This is because before the reforms there is a difference in prices between the two countries. Increasing international trade and gains from trade are possible because of this fact (van Marrewijk, 2007). Next we will go into the above, in partial equilibria, described effects of the trade reforms and apply these effects to two of the main findings of the neo-classical trade theory. First we will apply these effects to the Stolper-Samuelson theorem and second to the Heckscher-Ohlin theorem.


3.2.1 Effects of trade reforms and the Stolper-Samuelson theorem.
The Stolper-Samuelson theorem tells us that an increase (decrease) in the price of a final good increases (decreases) the reward to the factor used intensively in the production of that good and decreases (increases) the reward to the other factor (Stolper and Samuelson, 1941). This means that if the price of a good that is produced labour intensive increases, the reward to labour (wage) also increases and the reward to capital (rent) decreases.
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As described in the introduction of this chapter we assume two countries producing one labour intensive good and one capital intensive good. Since the markets for these products are characterised by perfect competition and producers can not affect the price, the rewards to the two production factors are the unknown variables. In figure 3.8 the wage-rental rates for the two products are plotted. The steeper curve is the iso-price curve for the capital intensive produced good and the flatter curve is the iso-price curve for the labour intensive good. Before the trade reforms, with the exports taxes, the equilibrium that satisfies the characteristics of both market and with the price for food PtFood and the price for manufactures PtManufactures is found in point a, with the reward for labour w1 and reward for capital r1. 

As part of the 1991 Indian trade reforms all export taxes were abolished. As describes in paragraph 3.1.1, a lowering or abolition of an export tax causes an increase in the price of that good by the amount of the tax. If we apply this effect to the Stolper-Samuelson theorem, the abolition of all export taxes causes the same increase in the price of food as in manufactures. This price increase shifts both iso-price curves up/outwards and generates a new equilibrium at point b. At this point the new equilibrium wage rate is w2 and the new equilibrium rental rate is r2, given final goods prices without the export taxes PftFood and PftManufactures. In the case of the Indian trade reforms, the abolition of the export taxes on all goods increases all final goods prices and causes, according to the Stolper-Samuelson theorem, a nominal increase in the reward of both production factors. The wage-rental ratio stays unchanged.


In order to stimulate imports, the Indian government, as a part of the 1991 trade reforms, decided to gradually eliminate all import quotas. As described in part 1.2 of this chapter, an elimination of an import quota decreases the domestic price. Before the 1991 trade reforms, with the import quota, India was in equilibrium at point a in figure 3.9. Just as described before in figure 3.8 with wage rate w1 and rental rate r1 but now given the final goods prices   PqFood and PqManufactures. 
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After the elimination of the import quota the domestic price decreases to the free trade/world price. Since all import quota were removed the price of all goods, in this case food and manufactures, decreases. The effect on the iso-price curves of this price decrease is illustrated in figure 3.9. After the reforms the iso-price curves satisfying the model shifts down/inwards for both the capital and the labour intensive good. This generates a new equilibrium in point b with a new and lower wage and rental rate, respectively w2 and r2. This new equilibrium is given the new and lower final goods prices   PftFood and PftManufactures. According to the Stolper-Samuelson theorem, the decrease in the prices of food and manufactures, due to the elimination of the import quota, decreases nominal wages as well as the nominal rental rate while leaving the wage-rental rate unchanged.

Another part of the 1991 Indian trade reforms was the lowering of the import tariffs.  Assuming that before 1991 import tariffs on both food and manufactures were equal and after 1991 all import tariffs were abolished the same effects can be seen on the Indian economy as described in the part of the import quota. 

Table 3.1 shows that there is a difference in the initial value (the 1991 value) of the tariffs between sectors and a difference in the extent to which tariffs are reduced after 1991 between sectors. If we take a closer look at the differences between the agricultural and the manufacturing sector, we see that in the first ten years after the reforms tariffs in the agricultural sector relatively decreased more than tariffs in the manufacturing sector (74 percent relative to 68 percent). If we assume that agricultural products are produced labour intensively and manufacturing products capital intensively, the effect of the change in import tariffs on wages and the rental rate is displayed is figure 3.10. With a similar decrease in import tariffs for both agricultural and manufacturing products the new equilibrium would be at point b with a similar decrease in nominal wages and rental rate from respectively w1 to w2 and r1 to r2. But since import tariffs on labour intensive, agricultural products decreased more than the import tariffs on capital intensive, manufactured products, the iso-price curve for the labour intensive good shifts further down. In this case the equilibrium is at point c, where the nominal wages relatively decrease more than the nominal rental rate and also changes the wage-rental ratio. In figure 3.10 this is represented by the decrease in wages from w1 to w2’, the decrease in the rental rate from r1 to r2’ and the change in the wage-rental ratio from the (w/r) line through point a and b to the (w/r) line through point c.    
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On the other hand if we assume that all import tariffs are eventually completely abolished prices of agricultural products will decrease less than manufactured product. This is because before the reforms tariffs on agricultural products were lower than tariffs on manufactured products, respectively 113 percent and 126 percent. If we still hold the assumption that agricultural products are produced labour intensively and manufacturing products capital intensively and now look at the effects on wages and the rental rate, the Stolper-Samuelson theorem gives different outcomes. This is displayed in figure 3.11. In this case the iso-price curve for capital intensive goods shifts further down and generates an equilibrium at point c. At this point wages decrease less than the rental rate. In figure 3.11 this is represented by the decrease in wages from w1 to w2’, the decrease in the rental rate from r1 to r2’ and the change in the wage-rental ratio from the (w/r) line through point a and b to the (w/r) line through point c.   
In the next paragraph we will discuss the effects of the 1991 Indian trade reforms in the context of the Heckscher-Ohlin theorem.  

3.2.2 Effects of trade reforms and the Heckscher-Ohlin theorem     


The Heckscher-Ohlin theorem tells us that a country will export the good that is produced intensively with the, in that country, relatively abundant production factor. And a country will import the good that produced intensively with the, in that country, relatively scarce production factor. As shown in figure 3.7, India is compared to the rest of the world a labour abundant/capital scarce country. In this model we have only two goods, food and manufactures, where food is produced labour intensive and manufactures capital intensive. For India this implies that, according to the Heckscher-Ohlin theorem, food will be exported and manufactures will be imported.
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In figure 3.12 the equilibrium in the Heckscher-Ohlin model before the 1991 trade reforms is shown. As explained before, India is labour abundant. Therefore the Production Possibility Frontier for India (PPFi) is bended towards the production of food. Before the trade reforms India will produce at point P with the corresponding domestic production of food (Pf) and domestic production of manufactures (Pm). India will consume at point C, where the  indifference curve (Uc) is tangent to the
national income line (the red line), with the corresponding domestic consumption of food (Cf) and domestic consumption of manufactures (Cm). The difference between the national income line tangent to the production point and the national income line through the consumption point represents the trade policy revenues, for example the revenues from import tariffs. Before the trade reforms, production of food is higher than consumption of food meaning India will export food. And production of manufactures is lower than consumption of manufactures meaning India will import manufactures.    
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After the reforms, when all trade barriers are removed, the prices of both goods must be the same in India and the rest of the world because of arbitrage possibilities. For India this means the price of manufactures will fall and the price of food will rise. This is consistent with the price effects described in paragraph 3.1. Figure 3.13 shows this new equilibrium. Because of the higher food price production of food will increase (from Pf to P’f) and because of the lower price for manufactures the production of manufactures will decrease (from Pm to P’m). The production point moves from P to P’. This new production point generates a new national income line with a slope (price of food/price of manufactures) which is steeper because of the changes in final goods prices. The consumption point moves from C to C’ where the new national income line is tangent to the new indifference curve (Uc’), with the corresponding consumption of food (C’f) and consumption of manufactures (C’m). At the new consumption point Indian consumers substitute their food consumption in manufactures consumption since prices changed. 

After the reforms we see an increase in the domestic consumption of manufactures and a decrease in the domestic production of manufactures. So after the reforms imports of manufactures will increase. We also see a decrease in the domestic consumption of food and an increase in the domestic production of food, which implies an increase in the exports of food. Finally, in figure 3.13 we see that the new consumption point is on a utility curve to the north-east (above) of the old utility curve, meaning that after the reforms welfare, measured in national income, has increased in India.

Above we conclude that welfare in India will increase after the reforms, but this does not tell us anything about the effects on income distribution and poverty. For example, it could be that only the part of the population that before the reforms already had a relatively high income benefit from these reforms and the population that had a low or middle income before the reforms loses out. In this case, poverty and inequality as well as welfare will increase. In chapter 4 we will describe three possible outcomes of the effects of the trade reforms on poverty and inequality and test whether one of these came true. First however, we will close this chapter by briefly examining the predicted effects of reforms in the area of FDI and ICT.    

3.3 Other parts of the trade reforms


One other, for this paper, interesting part of the trade reforms are the reforms with respect to Foreign Direct Investments (FDI). Before the reforms FDI in a few sectors was allowed up to 40 percent, but in almost all sectors FDI was blocked by economic policies. After the reforms, FDI in most sectors were allowed and in a few full foreign ownership became allowed. Also the procedure to invest in India was made easier and clearer (Rajan et al., 2002). Looking at the changes in rules and policies at the area of FDI one would expect an increase in FDI after the reforms.


A second, for this paper, interesting part of the reforms are the changes in policies concerning Information (and Communication) Technology (I(C)T). In order to continue to compete with other countries, investment in technology in India is allowed without any restrictions, this is one of the policies implemented after 1991 to attract investments in the ICT sector. The reforms are not only focussed on stimulating the investments in the ICT sector, but also to boost the trade of ICT goods and services, by for example service providers (Rajan et al., 2002).  Looking at these reforms at the area of ICT one would expect an increase in trade of goods and services from the ICT sector, investment in ICT and finally a more competitive position in the world economy.


This chapter looked at the 1991 Indian trade reforms from a theoretical point of view, ultimately coming up with some predicted effects. The next part will take an empirical approach and test whether these predictions actually came true.    
4.
 The reality: Did or will economic theory come true?
Economic theory can describe what should happen, but whether these effects of the 1991 Indian trade reforms have actually occurred in practice is still to be examined. This chapter will do just that. The effects that to be explored are those described in chapter 3. This chapter will first look at the partial effects described in section 3.1 and examine if these effects came true by looking at different growth rates. Second, the effects described in section 3.2 will be examined, checking whether there is a significant difference between the period before the trade reforms and the period after the trade reforms. Third, the effects of the 1991 Indian trade reforms on poverty and inequality on India will be analyzed, looking for possible differences between the effects of the trade reforms on poverty and inequality between the rural and urban parts of India. And finally, the effects on Foreign Direct Investments (FDI) and the effects on the Information and Communication Technology (ICT) sector will be briefly examined.
4.1 Partial effects and the trade reforms  

Section 3.1 described the effects the 1991 Indian trade reforms according to economic theory should have had on the Indian economy. The effects of the reforms are described in partial equilibrium and for a single sector. In this part we will examine whether these effects actually came true. The effects we will examine are: 

· Exports will increase, due to the abolition of export taxes

· Imports will increase, due to the removal of import quota

· Imports will increase, due to the lowering of the import tariffs, where we will look at the effect on separate sectors

· Welfare, measured as national income, will increase.

Table 4.1 displays the average yearly nominal percentage growth for several indicators. The average growth for the period 1975 to 2006, 1975 to 1990 (the period before the trade reforms) and 1991 to 2006 (the period after the trade reforms) are calculated to see whether there is a difference between the period before and the period after the trade reforms.  

The right part of table 4.1 displays the same average percentage growth figures, but instead of the nominal growth this table displays growth figures corrected with the price index with 2005 as the base year. 

Table 4.1 Partial effects: average yearly percentage growth India

	Nominal growth
	1975-2006
	1975-1990
	1991-2006
	Real growth

	1975-2006
	1975-1990
	1991-2006

	Total exports
	22,73
	18,18
	26,99
	Total exports
	14,63
	10,52
	18,49

	Total imports
	20,90
	18,39
	23,25
	Total imports
	12,78
	10,49
	14,92

	GDP
	13,77
	14,66
	13,22
	GDP
	5,78
	5,98
	5,61

	GDP per capita
	14,82
	16,82
	13,57
	GDP per capita
	6,38
	7,27
	5,83

	GNI
	13,73
	14,48
	13,27
	GNI
	5,78
	5,91
	5,65

	GNI per capita
	14,74
	16,53
	13,61
	GNI per capita
	6,31
	7,01
	5,88

	Import food
	24,00
	22,41
	25,77
	Import food
	14,13
	11,45
	16,81

	Import manufactures
	17,75
	15,51
	19,85
	Import manufactures
	9,70
	7,37
	11,88

	Import Agricultural raw materials
	14,45
	12,96
	15,57
	Import Agricultural raw materials
	6,88
	5,64
	7,81

	Export food
	12,86
	9,52
	15,99
	Export food
	5,28
	2,32
	8,06

	Export manufactures
	19,51
	19,92
	19,12
	Export manufactures
	11,72
	12,38
	11,09

	Export Agricultural raw materials
	21,01
	20,45
	21,54
	Export Agricultural raw materials
	13,25
	12,70
	13,76


Source: Own compilations based on World Development Indicators and international labour organization LABORSTA database.
Looking at table 4.1 it is clear that predicted effects of the trade reforms on exports and imports have become reality. In nominal terms, average yearly growth of exports from 1975 to 2006 is 22.73 percent, with the period before the trade reforms having a yearly growth rate of 18.18 percent and the period after the trade reforms having an average yearly growth rate of 26.99 percent. In real terms this is respectively 14.63, 10.52 and 18.49 percent. For imports these figures are more or less the same, where growth in the period before the trade reforms, in nominal and real terms, is smaller than growth in the period after the trade reforms. Looking at the effects of the trade reforms on imports for different sectors, we see that the decrease in import tariffs from 1990 to 2000 in the agricultural sector is larger than the decrease in the manufacturing sector
. According to the effects described in part 3.1.3 one would expect a bigger increase in imports of agricultural products than manufactured products. But, as displayed in table 4.1, this is not the case. In nominal and in real terms, the increase in average yearly growth of imports of manufactured products is larger than the increase in average yearly growth of imports of agricultural products. If we consider manufactured products as capital intensive produced goods, agricultural products as labour intensive produced goods and India as a labour abundant country, the bigger increase in imports of manufactured products than imports of agricultural products after the trade reforms is consistent with the Heckscher-Ohlin theorem, explained in part 3.2.2.
In table 4.2 we describe some figures for the world whether to see if the difference in average yearly growth rates between the period from 1975 to 1990 and the period from 1991 to 2006 are consistent with the world trend. Looking at the world trend of exports we see that in nominal terms average growth rates in the period from 1991 to 2006 are lower for goods, manufactures and food exports compared to the period from 1975 to 1990. For India the average growth rates in the period from 1991 to 2006 for total, manufactures and food imports are all higher than in the period from 1975 to 1990. 
Table 4.2 Average yearly percentage change World

	Nominal growth
	1975-2006
	1975-1990
	1991-2006
	Real growth

	1975-2006
	1975-1990
	1991-2006

	Goods exports
	9.08
	9.96
	8.26
	Goods exports
	1.44
	-0.08
	2.87

	Manufactures exports
	9.75
	11.21
	8.39
	Manufactures exports
	2.08
	1.13
	2.98

	Food exports
	6.28
	7.02
	5.59
	Food exports
	-1.15
	-2.73
	0.33

	Goods imports
	9.29
	10.35
	8.30
	Goods imports
	1.62
	0.26
	2.90

	Manufactures imports
	10.05
	12.03
	8.20
	Manufactures imports
	2.38
	1.95
	2.79

	Food imports 
	6.37
	6.90
	5.87
	Food imports 
	-1.08
	-2.83
	0.55

	GNI per capita
	4.83
	5.66
	4.31
	GNI per capita
	-1.73
	-3.14
	-0.85

	GNI
	6.40
	7.50
	5.71
	GNI
	-0.26
	-1.46
	0.48

	GDP per capita
	4.79
	5.67
	4.24
	GDP per capita
	-1.77
	-3.13
	-0.91

	GDP
	6.36
	7.50
	5.65
	GDP
	-0.30
	-1.45
	0.42


Source: Own compilations based on World Development Indicators
In real terms we see that the world trend for exports show higher average growth rates in the period from 1991 to 2006 than in the period from 1975 to 1990 for goods, manufactures and food exports. Comparing this with the Indian average growth rates we see higher average growth rates for total and food exports in the period from 1991 to 2006 compared to the period from 1975 to 1990 and lower growth for manufactured products. From these growth figures one can conclude that India is following the world trend in the area of imports and exports but with a higher average growth. These outcomes are consistent with the predictions made in chapter 3. Except the imports of manufactures show a different outcome, which will be explained in the next part about the trade reforms with respect to the Heckscher-Ohlin theorem.   
If we look at the effect of the trade reforms on welfare, we see in table 4.1 that in the period after the trade reforms the average yearly nominal and real growth of for example GNI and GNI per capita is smaller than in the period before the trade reforms. The same is true for GDP and GDP per capita. This is not consistent with the effects according to economic theory as described in part 3.1. But if we look at table 4.2, where the average yearly growth figures of the world are displayed, we see that in nominal terms the world trend of these indicators also shows smaller growth figures in the period after the Indian trade reforms. And in real terms average yearly GDP and GNI per capita growth in the period after the reforms is even negative, but a smaller negative number than in the period before the reforms. For GNI and GDP we see an increase in the in the average growth in the period after the reforms, compared to the period before the reforms
.  
Although the growth figures displayed in table 4.1 are not consistent with the predictions made by economic theory, we see that in nominal terms India is following the world trend but with higher average growth rates. And in real terms India has much higher growth rates, but compared to the period before the reforms lower growth rates where the world trend is higher/less negative growth rates in the period after the Indian reforms. In terms of welfare growth in nominal terms, India is above the world average. Based on this figures one can conclude that the effects of the trade reforms are consistent with the predictions made in chapter 3. In real terms on the one hand the Indian growth figures are above world average and just as the nominal figures consistent with the predictions made in chapter 3. But on the other hand the growth rates are declining where the world trend is increasing/less negative growth figures, this is not consistent with the predictions made in chapter 3. 
In the next part the consistency of the effects described in part 3.2 with reality will be tested. More specifically it will be examined whether there is a significant correlation between the partial effects, described in theory in part 3.1 and discussed in reality in part 4.1, and the effects predicted by the Stolper-Samuelson and Heckscher-Ohlin theorem. Whether there is a significant difference between the period before and the period after the Indian trade reforms will also be examined.         
4.2 Stolper-Samuelson and Heckscher-Ohlin effects and the trade reforms
In this part the effects described in part 3.2.1 and 3.2.2, and formulated as hypothesis on the next page, will be placed against reality. This is done by running a regression (4.1) checking whether the separate market/partial effects
 have had a significant effect on respectively nominal rent, nominal wage, the wage-rental ratio, exports of labour intensive goods, imports of capital intensive goods, welfare, poverty and inequality.    

With respect to the Stolper-Samuelson theorem, the following hypotheses are tested:
· Nominal rent and nominal wage will increase due to the abolition of the export taxes

· Nominal rent and nominal wage will decrease due to the abolition/lowering of the import quota

· In the case of the abolition of export taxes and lowering/abolition of import quota the wage-rental ratio (real wage and real rent) stays unchanged
· Looking at the decrease in import tariffs in separate sectors the wage-rental ratio will change.
With respect to the Heckscher-Ohlin theorem, these hypotheses are tested:
· Exports of the labour intensive good (food and agricultural product) will increase after the reforms

· Imports of the capital intensive good (manufactured products) will increase after the reforms

· Welfare, measured as national income, will increase after the reforms

Effects of other parts of the reforms tested are:

· The effects of the trade reforms on the Poverty gap, Headcount ratio and on the GINI index (predicted effect unclear).

· Foreign Direct Investments will increase after the reforms due to introduction of policies making investing in India more attractive.

· Trade in I(C)T market goods and services will increase after the reforms due to several reforms concerning this market and making it more attractive to invest in this market, also from abroad.  

To predict the model in figure 4.1, the following expression will be used
:
Yt   =   Constant   +   β1Xt   +   β2 Dt  +   εt

(4.1)
Where 


Yt = the variable to be explained, like nominal wage 
Xt = the explanatory variable, like nominal or real GNI per capita
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                                          0 if t < 1991 and 1 if t ≥ 1991
                                   Dt =                                       or
                                           0 if t < 1994 and 1 if t ≥ 1994
εt = the error term
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Before 1991 (1994), the year of the Indian economic reforms (3 years after the start of the economic reforms), the line has slope β1 and an intercept Constant. After 1991 (1994) the slope stays unchanged, but because of the dummy variable Dt the intercept changes to Constant + β2. In figure 4.1 this is indicated by the segments A, B and C, when β1 is positive. When β1 is negative all segments in figure 4.1 are downward sloping with slope β1. If β2  is positive and significant
 the model moves, after 1991 (1994) to segment A. If β2  is negative and significant the model moves, after 1991 (1994), to segment C. And if β2  is not significant (or in an extreme case 0) the model moves, after 1991 (1994) to segment B.  

The model displayed in figure 4.1 and equation 4.1, tests whether there is a change in the intercept after the reforms, but it is also interesting to test whether after the reforms the slope in a model changes. Such a model to predict whether the slope changes, is displayed in figure 4.2. To predict this model we will use the following equation
: 
Yt   =   Constant   +   β1Xt   +   β2(Xt – Xt = 1991)Dt   +   εt

(4.2)
Where 


Yt = the variable to be explained



Xt = the explanatory variable




Xt = 1991 = the value of the explanatory variable in 1991, with
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                                           0 if t < 1991 
Dt = and 
                                            1 if t ≥ 1991
εt = the error term
Before the reforms, before 1991, Dt = 0. This implies that: 

E( Yt)  =  Constant +  β1Xt   
  





(4.3)
After the reforms, after 1991, Dt = 1. This implies that:



E(Yt)  =   Constant   +   β1Xt   +   β2Xt  –  β2Xt = 1991


(4.4)

Before the reforms in 1991 the slope is β1, but after the reforms the slope changes to β1 + β2. This is illustrated in figure 4.2. Before the reforms the line, with slope β1, is the segment in front of the vertical dashed line at X1991. After the reforms, there are four possible outcomes:
1. β2 is positive and significant, the slope changes to β1 + β2 and the line becomes steeper. In this case the line after the reforms is segment A. 

2. β2 is zero, the slope stays unchanged and after the reforms the line is segment B.
3. β2 is negative and significant, the slope changes to β1 - β2 and the line becomes less steep or even negative. In case the slope becomes negative the line after the reforms is segment C.
4. β2 is insignificant, in this case there is no structural brake and after the reforms the line stays unchanged with slope β1.
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This explanation is in case of a positive β1. When β1 is negative, the segment in front of dashed line at X1991 is downward sloping. After the reforms the same four possible outcomes are applicable, considering only the downward sloping first segment.
The various tests described below were performed using nominal data. The choice of nominal data above real data is justified by the better/significant results of the tests where nominal data is used. More specifically, it was decided to choose for test with nominal data on bases of a comparison of the results of a regression explaining the real interest and the nominal interest rate with real independent variables, respectively table 1 and table 2 in appendix D (further in this chapter declared as table D.1 and D.2) and the results of a regression explaining the nominal interest rate with nominal independent variables (table D.4). 
In appendix D you will find the tables, with first a brief explanation, with the results of the hypothesis we tested in both a normal regression and a piecewise regression. In the next part we interpret and explain these results and look of the tested hypothesis are actually true/not true (cannot be rejected/cannot be accepted).

4.2.1 Nominal wage, nominal rent and wage-rental ratio
Looking at table D.3, we see that an increase in all independent variables leads to an increase in nominal wage (all β1’s are positive and significant). But in these results of a normal regression we are also interested if there is a significant effect of the 1991 trade reforms on nominal wage, which is measured by the dummy1991 and the dummy1994 variable. Looking at the results for these variables we see that except for the exports of computer, communication and other services all values for parameter of the dummy1991 and the dummy1994 variable (the β2’s in the model) are insignificant. In terms of figure 4.1, this means that the model for all independent variables explaining nominal wage the line before the reforms is the segment in front of the dashed line and after the reforms the line of the model is at segment B, except for the exports of computer, communication and other services. For this independent variable the line shifts to segment A. For example if due to the abolition of the import quota total imports increase by 1 billion, nominal wage will increase by 2,16 LCU per year. But there is no significant level effect in nominal wage after the reforms. Only for the exports of computer, communication and other services we see a significant level effect, where after the reforms the model explaining nominal wage shifts up with 3921.30 LCU per year (this is 32% of the nominal wage in 1991). 
The results in table D.17 also explain nominal wage, but in this case we tested whether the slope of the line is changed by performing a piecewise regression. These results show that before the reforms all independent variables have a positive effect on nominal wage (all β1’s are positive) but not all parameters are significant. After the reforms the effect (slope of the model after the reforms (β1 + β2)) of the independent variables where both parameters (β1 and β2) are significant is still positive but smaller (β2 is negative, but β1 - β2 > 0). For example, if before the reforms total nominal exports increases by one billion LCU nominal wage increases by 10 LCU per year. If the same happens after the reforms, nominal wage increases by 1 LCU per year. So if due to the abolition of export taxes export increase, nominal wage will also increase but the effect is smaller compared to the period before the reforms. The same holds for total imports, import of manufactures and import and export of computer, communication and other services.  
The first hypothesis we tested under nominal wage is:

H.1. Due to the abolition of export taxes, exports will increase and nominal wage will increase as well. 
Looking at the results in table D.3 we see that exports have a significant positive effect on nominal wage, but there is no significant level effect. So based on the test performed with this data the hypothesis cannot be rejected. According to the results in table D.17 the hypothesis can also not be rejected, but the positive effect of exports on nominal wage after reforms is less positive than before the reforms.
The second hypothesis we tested under nominal wage is:

H.2. Due to the removal of import quota and the lowering of import tariffs, imports will increase and nominal wage will decrease. 
Looking at table D.3 we see that imports have a significant positive effect on nominal wage, but there is no significant level effect. So based on the tests performed with this data the hypothesis cannot be accepted. According to the results in table D.17 the hypothesis can also not be accepted, even though the positive effect of imports on nominal wage after the reforms is less positive than before the reforms.
Table D.4 shows the results of the regressions explaining nominal interest rate and table D.16 shows the results of the piecewise regression explaining nominal interest rate. The first hypothesis we tested under nominal interest rate is:

H.3. Due to the abolition of export taxes, exports will increase and nominal interest rate will increase as well. 
The results in table D.4 as well as the results in table D.16 show that exports have a significant negative effect on nominal interest rate, but there is no significant level effect or change in slope. According to these results, based on the tests performed with this data, the hypothesis cannot be accepted.
The second hypothesis we tested under nominal interest rate is:

H.4. Due to the removal of import quota and the lowering of import tariffs, imports will increase and nominal interest rate will decrease. 
The results in table D.4 as well as the results in table D.16 show that imports have a significant negative effect on nominal interest rate, but there is no significant level effect or change in slope. According to these results, based on the tests performed with this data, the hypothesis cannot be rejected.  
Looking at the other results for the parameter of the independent variable (β1) in table D.4, we see they all have a significant negative effect on the nominal interest rate. The results for the level effect of the trade reforms with the dummy set at 1991 only shows significant values for GNI per capita, export food and export computer, communication and other services respectively a shift of 1.48, 1.46 and -1.26 percent. For example, if due to trade reforms GNI per capita increases by 5000 LCU, according to the results in table D.4 the nominal interest rate will decrease by 0.385 percent, but the dummy variable provides a level effect of an increase of 1.48 percent where the nominal interest rate in 1991 was 17.37 percent.
The results in table D.16, where both β1 and β2 are significant show that the negative effect of trade in computer, communication and other services before the reforms is larger than after the reforms and the positive effect of the export of food is larger before the reforms than after the reforms. But in all these tests there are signs of serial correlation.
Table D.5 and table D.18 in appendix D shows the results of the regressions explaining the wage-rental ratio. The first hypothesis we tested under the wage-rental ratio is:

H.5. In the case of the abolition of export taxes (lowering/abolition of import quota), the export (import) of labour intensive products and capital intensive product increase at the same rate, an increase in total imports and exports, with the result that the wage-rental ratio stays unchanged. 
The test results in table D.5 shows us that all independent variables, except exports of agricultural products, have a significant positive effect on the wage-rental ratio. Based on these results we can conclude that an increase in exports and/or imports (of labour intensive and capital intensive products) because of the trade reforms, results in an increase in the wage-rental ratio. 
From the results in table D.18 we can conclude that an increase in imports and exports in labour intensive sectors (food and agriculture) has no significant effect on the wage-rental ratio. An increase in imports in the capital intensive sector (manufactures) has a significant negative effect and an increase in exports of manufactures has no significant effect. So if after the reforms exports of labour intensive and capital intensive products increase at the same rate, there is no significant effect on the wage-rental ratio. And if after the reforms imports of labour intensive and capital intensive products increase at the same rate, there is a significant negative effect on the wage-rental ratio. The results of the tests on the effects of separate sectors on the wage-rental ratio do not give an unambiguous conclusion. An increase in imports and exports at the same rate in all sectors is the same as an increase in total exports and imports. Looking at the effect of total imports and exports on the wage-rental ratio we see that this effect is significantly positive. Exports of computer, communication and other services have a significant positive effect on the wage-rental ratio, but after the reforms this effect is significantly smaller.


According to the results in table D.5 the hypothesis for imports and exports cannot be accepted.  According to the results in table D.18, based on tests with this data, the hypothesis for the effect of imports in different sectors cannot be accepted and the hypothesis for exports in different sectors cannot be rejected. The hypothesis for total exports and imports, based on these results, cannot be accepted. 

The second hypothesis we tested under the wage-rental ratio is:      
H.6. Looking at the decrease in import tariffs in separate sectors the wage-rental ratio will change. 
Since tariffs, in the first ten years after the reforms, in the labour intensive sector (for example agriculture) decrease more than in the capital intensive sector (for example manufacturing)
 the predicted effect is a higher increase in the imports of labour intensive goods than imports of capital intensive goods. With the result that wages will decrease more than rent and the wage-rental ratio will decrease. But as described in table 4.1, the opposite happened which should result in an increase in the wage-rental ratio. Looking at table D.5 we see that an increase in the imports in a capital intensive sector as well as an increase in the imports in a labour intensive sector will lead to an increase in the wage-rental ratio, where there is no significant level effect. According to these results, the hypothesis cannot be rejected. Looking at the results presented in table D.18 we see that imports in labour intensive sectors does not have a significant effect on the wage-rental ratio and imports of manufactures has got a significant negative effect on the wage-rental ratio. This means that if imports of labour intensive goods and manufactured goods increase the total effect on the wage-rental ratio is negative. According to this result, based on tests performed with this data, we cannot reject the hypothesis.  
4.2.2 Exports, imports, welfare, poverty and inequality 
Table D.6 and table D.14 show the results of the performed regressions explaining trade in different sectors. The hypothesis we tested under food trade is:
H.1. When after the 1991 Indian trade reforms exports taxes in India are abolished, prices of exports will rise. Since India is a labour abundant country, prices of food will rise, production of food will increase and consumption of food will decrease. Resulting in an increase in the export of food (decrease in the import of food).

The results in the upper part of table D.6 show that if total exports increase the exports of food significantly increase as well. Concerning the level effect measured by the dummy1991 and dummy1994 variable, the exports of food after the reforms, are respectively 28673 (42% of the value of imports of food in 1991) and 35532 (29% of the value of food imports in 1994) million LCU higher (moving after the reforms to segment A in figure 4.1). Based on this result, performed with this data, we cannot reject the hypothesis. Looking at the imports of food, we see that an increase in total imports also has a significant positive (level) effect on imports of food. But these effects are relative to the effects of total exports on exports of food smaller, meaning that if total imports and total exports increase by the same amount the net effect on food exports is still positive. So this does not change our conclusion on the hypothesis.

The upper part of table D.14 shows opposite results for the effect of total exports on food exports. The effect of total exports on food exports after the reforms is significantly smaller. After the reforms the effect of total exports on food exports is even smaller than the effect of total imports on food imports, where there is no significant change in the effect. Meaning that if after the reforms total imports and total exports increase by the same amount, the net effect on food imports is negative, where before the reforms this effect was positive. Based on these results we cannot accept the hypothesis. 
Table 4.3 Point elasticities with respect to total exports (1991)

	Export of food
	Export of manufactures
	Export of computer

	Export of agriculture

	0.11
	0.14
	6.61
	0.39


Conclusions based on the results in table D.6 and D.14 are on the absolute values of these exports, but do not tell us anything about the composition per sector of the total exports.  Table 4.3 displays the elasticities, these values indicate the growth in exports per sector relative to total exports. For example the elasticity for export of food is 0.11, this means that if total exports increase with 10 percent the exports of food increase with (0.11 * 10 =) 1.1 percent. The tested hypothesis (H.1) would in this context indicate that:
H.1.1 When after the 1991 Indian trade reforms exports taxes in India are abolished, the exports of products from the labour intensive sectors (food and agriculture) will increase relative to total exports (elasticity for labour intensive sector exports > 1).


Looking at table 4.3 we see that the elasticities for food and agriculture exports are respectively 0.11 and 0.39. Based on these values, computed from this data set, we cannot accept the hypothesis. 

The hypothesis we tested under manufactures trade is:

H.2. When after the 1991 Indian trade reforms import quota are removed and import tariffs are declined, prices of imports will fall. Since India is a capital scarce country, prices of manufactures will decrease, consumption of manufactures will increase and production of manufactures will decrease. Resulting in an increase in the imports of manufactures (decrease in the export of manufactures).

The results in the lower part of table D.6 shows us that if total imports increase imports of manufactures will also significantly increase, but there is no significant level effect. Looking at the effect of total exports on manufactures exports, the effect is also significantly positive but smaller than the effect of total imports on manufactures imports. Assuming an increase of total imports and total exports by the same amount, the net effect on manufactures imports is positive. Based on these results we cannot reject the hypothesis.

In the lower part of table D.14, where a piecewise regression explains the trade in manufactures, we see more or less the same results as in the lower part of table D.6. The effect of total exports on manufactures exports and the effect of total imports on manufactures imports are both significant positive. And the effect of total exports on manufactures exports is smaller than the effect of total imports on manufactures imports. Based on these results we can also not reject the hypothesis.  
 Table 4.4 Point elasticities with respect to total imports (1991)

	import of food
	Import of manufactures
	Import of computer

	Import of agriculture

	0.49
	1.22
	1.83
	0.42



Again the conclusion based on the results in table D.6 and D.14 are on the absolute values of these imports. Table 4.4 displays the elasticities, these values indicate the growth in imports per sector relative to total imports. For example the elasticity of import of manufactures is 1.22, this means that if total imports increase by 10 percent the imports of manufactures increase by (1.22 * 10 =) 12.2 percent. The tested hypothesis (H.2) in this context would indicate that:

H.2.1 When after the 1991 Indian trade reforms import quota are removed and import tariffs are declined , the imports of products from the capital intensive sectors(manufactures) will increase relative to total imports (elasticity for capital intensive sector imports > 1).
Looking at table 4.4 we see that the elasticities for manufactures imports is 1.22. Based on this value, computed from this data set, we cannot reject the hypothesis.

One other interesting elasticity to look at is the elasticity for computer imports and exports. These values indicate that if total imports increase by 10 percent the computer imports increase by 18.3 percent. But the elasticity for computer exports is even more notable, if total exports increase by 10 percent the computer exports increase by 66.1 percent. Assuming that after the reforms total imports and total exports increase, we see that the share of computer trade, and in particular computer exports, is growing. Trade in the computer sector will be closer examined in part 4.3    
Table D.7, D.8 and D.15 show the results of the regression performed with this data explaining Gross National Income (GNI) and Gross National Income per capita (GNI per capita). The hypothesis we tested under GNI and GNI per capita is:
H.3. After the 1991 Indian trade reforms the Indian consumption point is on a utility curve to the north-east (above) the consumption point from before the trade reforms. This implies that after the trade reforms welfare, measured as national income, is increased.


Table 7 and the upper part of table D.15 show the results of the normal and piecewise regression explaining GNI. Looking at these results all regressions, excepts for the regressions with imports of manufactures and imports of agricultural raw materials in table D.7 and imports of manufactures in the upper part of table D.15 as independent variables, show even after attempts to correct this signs of serial correlation. The most interesting result in table D.7 is the significant positive effect of the imports of manufactures on GNI, with also a significant positive level effect. After the reforms GNI explained by imports of manufactures is 591032 (the value of dummy1991 and 9% of the GNI value in 1991) respectively 560922 (the value of dummy1994 and 6% of the GNI value in 1994) million LCU higher. The results in table D.15 also tells us that the effect of imports of manufactures on GNI is significantly positive. After the reforms this effect is significantly lower but still positive. Based on these results we cannot reject the hypothesis.

Table D.8 and the lower part of table D.15 show the results of the normal and piecewise regression explaining GNI per capita. In these results, unfortunately, the regression with imports and exports of food explaining GNI per capita show even after correction signs of serial correlation. But there are still other interesting results. All other independent variables, except for imports of agricultural raw materials, have a significant positive effect on GNI per capita. And all independent variables in table D.8 show a significant level effect in 1991 in explaining GNI per capita from around 3300 (17% of the 1991 GNI per capita value) LCU for exports of agricultural raw materials to 4400 (22% of the 1991 GNI per capita value) LCU for exports of computer, communication and other services. 
The results in the lower part of table D.15 show that all explaining variables have a positive, but after the reforms a less positive, effect on GNI per capita. Assuming after the reforms an increase in total imports and exports and an increase in all sector exports and imports these results tell us that GNI per capita will also increase. Based on these results we cannot reject the hypothesis.       
4.2.3 Poverty and Inequality

It is assumed that welfare will increase, but the effects on poverty and inequality will not be immediately apparent. In this part we will examine whether the 1991 Indian trade reforms have had a positive, negative or no significant effect on poverty, measured by the Headcount ratio
 (HC) and the Poverty Gap
 (PG), and inequality, measured by the GINI index
 (GINI). A distinction is made between the effects of the trade reforms on poverty and inequality in rural and urban parts of India.
Figure 4.3 displays the rural and urban inequality measured by the GINI coefficient. In the rural parts of India the inequality (GINI coefficient) started to decline in 1978, but started to increase again in 1993. In urban parts of India the inequality is fluctuating, but higher than the rural inequality. But from 1995 there is an increasing trend in urban inequality, just as in rural inequality where this trend has seem to begun a couple of years earlier.    
Figure 4.4 and Figure 4.5 show a graph of respectively the rural and urban Headcount ratio and the rural and urban Poverty gap. In both graphs we see that the value in 1975 for the rural poverty indicator is higher than the urban poverty indicator and they are both declining, where the rural PG from 2002 is even lower than the urban PG. 
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Source: Own compilations based on Worldbank Povcalnet database
Table 4.5 shows the average yearly percentage growth for the GINI index, Headcount ratio and Poverty gap for the period before the reforms (1975 to 1990), the period after the reforms (1991 to 2006) and for the period from 1975 to 2006. In this table we see that after the reforms in rural as well as in urban parts of India inequality is increasing, with an average of respectively 0.22% and 0.47% per year. Before the reforms in rural parts of India the inequality was decreasing (0.73% per year) and in urban parts inequality was slightly increasing (0.15% per year). The rural and urban Headcount ratio and Poverty gap are all decreasing in the period before and after the reforms, but all these poverty indicators are decreasing with a lower average yearly percentage growth in the period after the reforms than before. This confirms what we have seen in figure 4.3, 4.4 and 4.5.
Table 4.5 Average yearly percentage change in Poverty and Inequality
	Variable
	1975-2006
	1975-1990
	1991-2006

	Gini rural
	-0,27
	-0,73
	0,22

	Gini urban
	-2,83
	0,15
	0,47

	Headcount rural
	-5,57
	-2,87
	-2,15

	Headcount urban
	-4,62
	-1,76
	-1,32

	Poverty gap rural
	-7,14
	-4,95
	-3,29

	Poverty gap urban
	-6,04
	-4,30
	-1,64


Source: Own compilations based on Worldbank Povcalnet database
These graphs and table show just the evolution of poverty and inequality over time. In this paper we are interested in if the effects of the trade reforms had a positive, negative or no effect on poverty and inequality. If for example after the reforms GNI per capita increases, what are the effects of this increase on poverty and inequality? 
Figure 4.6 displays 3 possible outcomes of the income distribution after the reforms, respectively possibility 1, 2 and 3. The upper graph shows the income distribution before the 1991 reforms. The distribution is positive skewed because of the inequality within India. The poverty line is set at 1$, indicating that the area left of the poverty line (the red area) is the Headcount ratio. Possibility 1 is that after the reforms GNI per capita increases and the effect on inequality is not directly clear. In this case, (almost) everybody benefits from the increase in welfare, the income distribution shifts to the right and the headcount ratio decreases. This is illustrated in the second upper graph of figure 4.6. The opposite can also happen, when after the reforms GNI per capita increases and inequality increases significant as well. In this case, rich people benefit/poor people do not benefit from the increased welfare and the headcount ratio stays unchanged or even increase. This is illustrated in the lower graph in figure 4.6 (possibility 3). The second lower graph in figure 4.6 illustrates a possibility where after GNI per capita increases the headcount ratio stays unchanged but the inequality increases (possibility 2). It is clear that the effects of the trade reforms described in possibility 1 are more desirable than possibility 2 and the effects described in possibility 2 are more desirable than possibility 3.    
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Table D.10, D.11 and D.12 show the results of the regressions respectively explaining rural and urban Poverty Gap (PG), rural and urban Headcount ratio (HC) and rural and urban GINI (GINI). 
We first notice that in these three tables all regressions explaining these indicators for poverty and inequality after trying several methods to correct for serial correlation there are still signs of serial correlation. Except in the test where GNI per capita explains rural and urban HC and the test where the wage-rental ratio explains the rural and urban PG, where in the last the effect is not significant. 

Ignoring the fact of possible signs of serial correlation, the results of the regressions explaining the rural and urban PG show that only GNI per capita has a significant effect on the rural PG. If GNI per capita increases the rural PG decreases, but after the reforms there is no significant level effect of an increase in GNI per capita. All other explaining variables, total imports and exports, imports and exports in different sectors and the wage-rental ratio, have no significant (level) effect on the rural and urban PG. Because of the highly insignificance of the parameters where the dummy1994 is included in the model the further regressions explaining poverty and inequality are only conducted with the dummy1991 included in the model. 
The results for the regressions explaining the rural and urban HC also show that only GNI per capita has a significant effect on rural HC. If GNI per capita increases the rural HC decreases, but without a significant level effect after the reforms. If we lift the significance level from 10% to 20% (α = 0.10 to α = 0.20), the effect of the wage-rental ratio on rural HC is also significant. If the wage-rental ratio increases the rural HC decreases, but after the reforms there is no significant level effect. By moving the significance level, the rural HC explained by GNI per capita has a significant level effect of -0.031 (this is 0.86% of the 1991 rural HC value).

The GINI index measures inequality and has a value between 0 and 100
. A value of 0 means perfect equality and a value of 100 means perfect inequality. Table D.12 shows the results of the regressions explaining the rural and urban GINI. If the fact that all regressions explaining the rural and urban GINI include signs of serial correlation is disregarded, the results of the tests explaining the rural GINI show that only GNI per capita and the wage-rental ratio have a significant effect. If these explaining variables increase, the rural GINI increases as well (rural inequality decreases). The model where GNI per capita explains the rural GINI has a significant level effect of -0.43 (this is 1.5% of the rural GINI value in 1991) meaning that after reforms in the model where GNI per capita explains rural GINI the rural inequality is 0.43 lower. 
Looking at the results of the tests explaining the urban GINI we see that all explaining variables have a significant effect on the rural GINI. An increase in one of the explaining variable has the effect of an increase in the urban GINI (an increase in the urban inequality). If the significance level is lifted to 20%, the models with GNI per capita and exports of food explaining the urban GINI have also a significant level effect of respectively -0.36 (1% of the 1991 urban GINI value) and -0.44  (1.3% of the 1991 urban GINI value). 

In terms of the three possibilities described in figure 4.6, if in rural parts of India GNI per capita increases the inequality increases also, but after the reforms at a lower lever, and the headcount ratio and poverty gap decreases. This fits most in possibility 1. And if in rural India the wage-rental ratio increases, the inequality also increases. While in rural India there no significant effect of an increase in the wage-rental ratio on HC and PG, this fits in possibility 2.   

If in urban parts of India GNI per capita increases the inequality increases also but there is no significant effect on the headcount ratio and the poverty gap. This fits most in possibility 2. The same applies if the wage-rental ratio increases.
Table D.19, D.20 and D.21 respectively show the results of the piecewise regression explaining rural and urban PG, HC and GINI. Before starting with the interpretation of the results we notice that except for the tests with the explaining variables “GNI per capita” and “wage-rental ratio” all tests show, after attempts to correct for serial correlation, signs of serial correlation. 
In the results where the model has no signs of serial correlation nominal GNI per capita before the reforms has a significant negative effect (when GNI per capita increases, the variable to be explained decreases) on urban PG, rural and urban HC and rural GINI. After the reforms the effect of GNI per capita on urban PG and rural and urban HC stays negative but less. The effect of GNI per capita on rural GINI after the reforms becomes positive (when GNI per capita increases, the inequality in rural areas (rural GINI) increases). The effect of GNI per capita on urban PG and urban GINI are not significant.  
Concerning the effects of the wage-rental ratio on the indicators for poverty and inequality, before the reforms the effect on the PG is negative and stays negative after the reforms but less strong. Before the reforms the effect of the wage-rental ratio on the rural and urban HC is positive. After the reforms the effect on rural HC becomes negative and the effect on urban HC stays positive but less strong. The effect of the wage-rental ratio before the reforms is for both rural parts of India negative and for urban parts positive. After the reforms this effect for urban and rural parts is positive. Meaning that, before the reforms an increase in the wage-rental ratio has, according to results from these tests, the effect of a decrease in rural inequality and an increase in urban inequality, while after the reforms this effect is an increase in inequality for both rural and urban parts of India.     
In terms of the three possibilities described in figure 4.6, if after the reforms in rural parts of India GNI per capita increases GINI will slightly increase and the HC will decrease. This fits most in possibility 1. Just as in urban parts of India, where if after the reforms an increase of GNI per capita decreases the HC and PG slightly and has no significant effect on inequality.

After the reforms the effect of an increase of the wage-rental ratio on the rural GINI becomes positive (rural inequality increases), but small. The effect of an increase in the wage-rental ratio on HC becomes negative (HC decreases) and PG stays negative (PG decreases) but less. This fits most in possibility 1. An increase in the wage-rental ratio has no significant effect on urban inequality, urban HC and a small negative effect on urban PG. From these results, based on tests with this data, we can conclude that in urban parts of India after the reforms there is not much change in poverty and inequality. 
4.3 FDI and ICT sector: effects and the trade reforms

In this part we will look if the intended effects of the 1991 Indian reforms in attracting Foreign Direct Investments (FDI) and stimulating trade in the Information and Communication Technology (ICT) sector were actually true. As described in part 3.3, after the reforms one would expect an increase in FDI and an increase in imports and exports of ICT goods and services. 

Looking at table 4.6 we see that the part of the 1991 trade reforms with the intended effects of stimulating trade in ICT goods and attracting FDI by making investments in India from abroad more attractive have had success. Communication imports and exports both had a higher average yearly growth rate after the reforms than before, while the world trend is a smaller average yearly growth rate from 1991 to 2006 (after the reforms) than from 1975 to 1991 (before the reforms). In addition, growth figures for India are also higher than the world trend. The same holds for computer imports and exports and inward flows of FDI. For example, after the reforms average yearly growth of computer exports is 32.42%, while the world trend is an average yearly growth of 8.83%.


Looking at table 4.3 and 4.4, we see that computer imports and computer export both have an elasticity, when explained by total imports and exports, of respectively 1.83 and 6.61. Meaning that when after the reforms total imports and exports increase, the share of computer imports and exports in total imports and exports increase.
Table 4.6 Average yearly percentage growth India and World

	Nominal growth
	India
	 
	 
	World
	 
	 

	Variable
	1975-2006
	1975-1990
	1991-2006
	1975-2006
	1975-1990
	1991-2006

	Communications exports

	26,45
	19,96
	32,53
	9,61
	9,68
	9,54

	Communications imports
	23,56
	21,74
	25,66
	9,51
	11,02
	7,89

	Computer exports

	28,49
	24,30
	32,42
	10,49
	12,37
	8,83

	Computer imports
	24,67
	23,08
	26,16
	10,62
	13,24
	8,16

	Foreign direct investment, stock
	30,94
	23,70
	35,47
	12,53
	11,64
	13,08

	Foreign direct investment, inward flows
	58,84
	56,42
	61,11
	16,80
	16,81
	16,79

	Foreign direct investment, stock per capita
	28,43
	21,02
	33,06
	10,44
	8,70
	11,52

	Foreign direct investment, inward flow per capita
	55,70
	53,01
	58,22
	13,59
	11,89
	15,18


Source: Own compilations based on World Development Indicators and UNCTAD GlobStat Database

Just as the world trend, average yearly growth rates of FDI stock and FDI stock per capita and inward flows of FDI per capita are also higher after the reforms than before but the growth rates for India are much higher. For example, after the reforms average yearly growth of FDI stock per capita in India is 33.06%, while the world trend is an average yearly growth of 11.52%.    
Table D.9 and D.13 show the results of the regressions explaining trade in communication, computer, information and other services and computer, communication and other services. The hypothesis we tested under trade of these goods and services is:

1. As a part of the 1991 Indian trade reforms policies to attract Foreign Direct Investments (FDI) were implemented not only to encourage FDI, but also with the aim to boost trade of I(C)T sector goods and services. Meaning that if after the reforms FDI increases, this will lead to an increase in imports and exports of I(C)T sector goods and services. 

Before starting with the interpretation of the results of the tests explaining communication and computer trade, we first notice that in the tests where the FDI stock is used in the model as independent variable there are signs of serial correlation.


Looking at the results of the tests in table D.9 and D.13 we see that a change in FDI flows per capita and FDI stock per capita has no significant effect on communication and computer exports. On communication imports a change in FDI flows per capita has no significant effect when performing a normal regression but a negative effect when performing a piecewise regression. If the FDI stock per capita increases communication imports significantly increases (in this model there are signs of serial correlation). On computer imports an increase of FDI stock per capita as well has a positive effect, although there are in the model where FDI stock is used as independent variable signs of serial correlation. FDI flows per capita has again different effects in performing different types of regression, positive in normal regression and negative in piecewise regression.  
According to these results, based on tests with this data, we cannot accept the hypothesis for the positive effect on exports of I(C)T sector goods and services. For the effect on imports of I(C)T sector goods and services the conclusion based on these tests is not unambiguous. Leaving the fact of signs of serial correlation in the models disregarded, we cannot reject the hypothesis concerning the positive effect of the FDI stock per capita on I(C)T sector goods and services imports in a normal regression. An increase in FDI flows per capita has no significant effect on communication imports (cannot accept the hypothesis concerning imports of I(C)T sector goods and services) and a significant positive effect on computer imports (cannot reject the hypothesis concerning imports of I(C)T sector goods and services). According to these results, bases on tests with this data, there is no clear conclusion concerning the effect of an increase in FDI on imports of I(C)T sector goods and services.          
5.
Summary and conclusion

This paper has described the trade reforms made by the new Indian congress in 1991 and explained what effects these reforms will have in a single market. Basis on these changes the effects according to the Stolper-Samuelson and Heckscher-Ohlin theorem are described in theory and tested whether these effects actually came true. The above results, based on tests with this data, and analysis show that:
1. Imports and exports are on average all growing at a higher yearly percentage in the period after the reforms than before the reforms, except for exports of manufactures. And these figures are above the world trend, in some cases even four times as high.

2. Welfare, measured by nominal GNI per capita, is on average growing at a lower yearly percentage after the reforms than before the reforms. The world trend is also a lower average yearly growth rate after 1991, but these growth rates are at a much lower level than the Indian growth rates.

3. The abolition of export taxes, resulting in an increase in exports, has a significant positive effect on wages and the wage-rental ratio and a significant negative effect on nominal rent. 
4. The removal of import quota, resulting in an increase in imports, has a significant positive effect on wages and the wage-rental ratio and a significant negative effect on nominal rent.
5. As a result of the decrease in import tariffs, imports increase. As described above the increase in imports has a significant positive effect on wages and the wage-rental ratio and a significant negative effect on nominal rent. Since import tariffs in the agricultural sector in the period from 1990 to 2000 decreased more than import tariffs in the manufacturing sector, a higher increase in imports of agricultural product than manufactured products is expected. However, the opposite is the case.   

6. As indicated by the Heckscher-Ohlin theorem, the exports of labour intensive produced goods increase. Based on the results in this paper we conclude that when total exports (total imports) increase the exports (imports) of food in absolute values also increase. But the effect of an increase in total exports on the share of exports of food in total exports is lower than the effect of an increase in total imports on the share of imports of food in total imports. The same holds for imports of agriculture. And when total exports increase the share of food and agriculture exports in total exports decrease. In addition to this, the average growth of food imports after the reforms is higher than the average growth of food exports after the reforms.
7. As indicated by the Heckscher-Ohlin theorem, the imports of capital intensive produced goods increase. Based on the results in this paper we conclude that when total imports (total exports) increase the imports (exports) of manufactures in absolute values also increase. But the effect of an increase in total imports on the share of imports of manufactures in total imports is higher than the effect of an increase in total exports on the share of exports of food in total exports. And when total imports increase the share of manufactures imports in total imports increase.
8. The increased imports and exports, as a result of the trade reforms, have a significant positive effect on welfare, measured by GNI per capita.

9. In rural and in urban parts of India, inequality is increasing in the period after the reforms. The Headcount ratio and Poverty gap are both decreasing in rural and urban parts of India after the reforms, but on average at a lower yearly percentage growth rate. In urban parts of India inequality is growing faster and HC and PG are declining less rapidly than in rural parts of India.
10. Trade in I(C)T goods and services is on average in the period after the reforms growing at a higher yearly percentage than in the period before the reforms, unlike the world trend where this growth rate is smaller after the reforms. And when total trade increasing, the share of imports and exports of I(C)T goods and services in total imports and exports is increasing. Just like the world trend, FDI flows and stock in India are growing after the reforms at a higher average yearly percentage. But for India these growth rates are much higher.
11. The increased Foreign Direct Investments have no significant effect on the exports of I(C)T goods and services and no unambiguous effect on the imports of I(C)T goods and services.   
These results described above are robust. First, these results are based on nominal data and thus not corrected for inflation. Second, the predicted effects are based on a model which simplifies reality. And third, in some of the specific test results, though attempts to correct for this, signs of serial correlation are detected.  Therefore, these results must be seen as an approximation to reality. However, these empirical results indicate that the Heckscher-Ohlin theorem holds in the case of the 1991 Indian trade liberalisation for imports. Though the exports of the good, produced with the in India relative scarce factor (capital), also rises, the net effect is an increase of the imports of this good. Also when total imports increase, the share of imports of capital intensive goods in total imports is increasing. But when total exports increase, the share of the exports of labour intensive goods in total exports is decreasing. But still the new composition of imports and exports leads to a higher utility level.

The results in this paper also support the Stolper-Samuelson theorem when we apply the increase in absolute values in exports of labour intensive produced goods and the increase in imports of the capital intensive produced goods. In this case the wage-rental ratio will increase. This is supported by the empirical results.
A point of concern derived in our analysis is the fact that in the period after the trade reforms inequality is increasing faster and poverty is decreasing slower than before the reforms. In urban parts of India this difference is larger than in rural parts of India. This is a point the Indian government has to deal with and future liberalising countries should take into account.
The results in this paper also show that after the reforms FDI and trade in I(C)T goods and services are growing rapidly. And the share of trade in I(C)T goods and services in total trade is also increasing. These imports and exports also have a significant positive effect on wages and national income. But the Indian government should take into account, when focussing on this sector, that these imports have a significant increasing effect on inequality and no direct effect on poverty. Our tests could not find a clear relationship between the increasing FDI and trade in I(C)T sector goods and services. India is still in evolution and our results are only based on data up to 2006, further empirical research should maybe be able to find a relationship.    

The way India has embarked by starting in 1991 with the liberalisation of their economy has had some negative effects concerning poverty and inequality. According to the data used in this paper, rural and urban inequality is increasing and rural and urban poverty is decreasing less rapidly than before the reforms. And according to test results in this paper, the increased imports and exports do not lead to a decrease in poverty and leads to an increase in urban inequality. For future liberalising countries that copy the way India liberalised their economy, this is a point to take into account. As a part of the Indian reforms the development of the I(C)T sector was an important point. For future liberalising countries it is advisable when developing a certain sector to include the poor people in this process. For example, by setting up a program to train poor people in conducting (simple) activities in this sector. At the moment this sector will develop and grow there are many skilled workers, whose training costs are not very high.         
Summing up: This paper provides results that support the Stolper-Samuelson theorem and a part of the Heckscher-Ohlin theorem and show some points of concern regarding poverty and inequality the Indian government has to deal with. These are also results that future liberalising countries should take into account when copying the Indian 1991 trade reforms. 
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Appendix A:
 List of Economic reforms of 1991-1993 taken by the 1991 Indian Congress as described in Archarya (2002):
Fiscal

• Reduction of fiscal deficit.

• Launching of reform of major taxes.

External Sector

• Devaluation and transition to a market-determined exchange rate.

• Phased reduction of import restrictions (quantitative restrictions).

• Phased reduction of peak custom duties.

• Policies to encourage direct and portfolio foreign investment.

• Monitoring and controls over external borrowing, especially short-term.

• Build-up of foreign exchange reserves.

• Amendment of the Foreign Exchange Regulation Act (FERA) to reduce restrictions on firms.

Industry

• Virtual abolition of industrial licensing.

• Abolition of separate permission needed by “MRTP houses”.

• Sharp reduction of industries “reserved” for the public sector.

• Freer access to foreign technology.

Agriculture

• More remunerative procurement prices for cereals.

• Reduction in protection to manufacturing sector.

Financial Sector

• Phasing in of Basle prudential norms.

• Reduction of reserve requirements for banks, notably the cash reserve ratio (CRR) and the

Statutory liquidity ratio (SLR).

• Gradual freeing up of interest rates.

• Legislative empowerment of the Securities and Exchange Board of India (SEBI).

• Establishment of the National Stock Exchange (NSE).

• Abolition of government control over capital issues.

Public Sector

• Disinvestment programme begun.

• Greater autonomy / accountability for public enterprises.

Appendix B: 

Explanation of the, for this paper, most important economic reforms/changes taken by the 1991 Indian Congress as described in Rajan and Sen (2002):
	Pre-Reforms (before 1991)
	Post-reforms (till 2001)

	High Import Restrictions
	Removal of import restrictions

· Elimination of all quantitative restriction on imports

	High import tariffs
	Lowering of tariffs

· Average import tariff declined from 87% in 1990 to 27% in 1999

· Rate of effective protection declined from 164% in 1990 to 72% in 1995

	Imposition of export taxes
	Removal of export taxes
· Abolition of export taxes

	Limited scope for FDI 
	Thrust on attracting FDI
· Opening up of most sectors for FDI

	
	I(C)T  market
· Import of technology has been liberalised

· Investment in ICT have made more attractive

· Service providers into the IT market in order to boost the trade and investment in the ICT sector


	 
	Total nominal exports (billion)
	Total nominal  imports (billion)
	Nominal GDP per capita
	Nominal GNI per capita
	Nominal Import food (billion)
	Nominal Import manufactures (billion)
	Nominal Import computer communication and other services (billion)
	Nominal Import Agricultural raw materials (billion)
	Nominal Export food (billion)
	Nominal Export manufactures (billion)
	Nominal Export computer communication and other services (billion)
	Nominal Export Agricultural raw materials (billion)
	Nominal Foreign Direct Investments flows (million)
	Nominal Foreign Direct Investments flows per capita (million)
	Nominal Foreign Direct Investments stock (million)
	Nominal Foreign Direct Investments stock per capita (million)

	Total nominal exports (billion)
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total nominal  imports (billion)
	0,49
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal GDP per capita
	0,12
	-0,06
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal GNI per capita
	-0,10
	0,04
	1,00
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal Import food (billion)
	0,47
	-0,09
	-0,50
	0,48
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal Import manufactures (billion)
	-0,50
	0,24
	0,17
	-0,15
	0,60
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal Import computer communication and other services (billion)
	-0,38
	0,84
	0,02
	-0,01
	0,03
	-0,23
	1,00
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal Import Agricultural raw materials (billion)
	-0,10
	-0,41
	-0,01
	0,02
	0,37
	-0,04
	0,60
	1,00
	 
	 
	 
	 
	 
	 
	 
	 

	Nominal Export food (billion)
	0,78
	-0,21
	-0,32
	0,31
	-0,41
	0,63
	0,32
	-0,09
	1,00
	 
	 
	 
	 
	 
	 
	 

	Nominal Export manufactures (billion)
	0,86
	-0,20
	0,23
	-0,25
	-0,37
	0,39
	0,14
	0,31
	-0,56
	1,00
	 
	 
	 
	 
	 
	 

	Nominal Export computer communication and other services (billion)
	0,95
	-0,32
	-0,29
	0,27
	-0,54
	0,62
	0,28
	0,11
	-0,91
	-0,75
	1,00
	 
	 
	 
	 
	 

	Nominal Export Agricultural raw materials (billion)
	0,65
	-0,43
	-0,37
	0,35
	-0,65
	0,74
	0,28
	0,09
	-0,50
	-0,41
	-0,69
	1,00
	 
	 
	 
	 

	Nominal Foreign Direct Investments flows (million)
	-0,23
	-0,07
	0,78
	-0,76
	0,64
	-0,40
	0,25
	-0,34
	0,32
	-0,07
	0,42
	0,61
	1,00
	 
	 
	 

	Nominal Foreign Direct Investments flows per capita (million)
	0,24
	0,07
	-0,78
	0,76
	-0,65
	0,39
	-0,26
	0,36
	-0,31
	0,05
	-0,42
	-0,61
	1,00
	1,00
	 
	 

	Nominal Foreign Direct Investments stock (million)
	0,74
	-0,22
	-0,53
	0,51
	-0,78
	0,69
	0,08
	0,29
	-0,73
	-0,47
	-0,85
	-0,81
	0,78
	-0,78
	1,00
	 

	Nominal Foreign Direct Investments stock per capita (million)
	-0,75
	0,22
	0,51
	-0,48
	0,79
	-0,69
	-0,08
	-0,31
	0,73
	0,50
	0,85
	0,81
	-0,77
	0,77
	1,00
	1,00


Appendix C: 

Correlation matrix
Appendix D : 
Tables with the outcomes of the regressions explaining the dependent variables concerning the effects described in section 4.2.  

Tables in this appendix are based on tests on a dataset consisting of data from the NSSO, the Planning commission (2001), Heston et al.  (1994), Heston et al. (2009), International labour organisation (2009), UNCTAD (2009), The Asian development bank (2001), the World development indicators (2009), Worldbank staff estimates (1998/99 and 1999/2000), Worldbank Group (2010) and World trade organisation (1998).
The following notes apply to all tables in this appendix:

· The first column shows the independent/explaining variable, the Xt in formula (4.1) and (4.2). Where:

· No * there is no need to correct the test for serial correlation.

· * no adjustments concerning serial correlation made because of the focus on nominal figures

· ** the first test has a Durbin-Watson statistic with a value significantly     below or above 2, meaning that in these tests there are signs of positive respectively negative serial correlation. The values in the table are the outcomes of the test corrected for serial correlation by including a lag of the independent variable.

· *** the first test and the test corrected for serial correlation by including a lag of the independent variable both have a Durbin-Watson statistic with a value significantly below or above 2, meaning that in these tests there are signs of positive respectively negative serial correlation. The values in the table are the outcomes of the test corrected for serial correlation by including a lag of the dependent variable.

· **** the first test, the test corrected for serial correlation by including a lag of the independent variable as well as the test corrected for serial correlation by including a lag of the dependent variable have a Durbin-Watson statistic with a value significantly below or above 2, meaning that in these tests there are signs of positive respectively negative serial correlation. The values in the table are the outcomes of the test with the lag of the dependent variable.

· The first (second) β1-column in table 1 to 12 is the parameter, the β1 in formula (4.1), of the independent variable with the dummy set at 1991 (1994). Where the value in parenthesis is the corresponding p-value.  

· The β1-column in table 13 to 21 is the parameter, the β1 in formula (4.2), of the independent variable. Where the value in parenthesis is the corresponding p-value.  

· β2(dummy 1991) is the parameter, the β2 in formula (4.1), for the dummy1991 variable. Where the value in parenthesis is the corresponding p-value. 

· β2(dummy 1994) is the parameter, the β2 in formula (4.1), for the dummy1994 variable. Where the value in parenthesis is the corresponding p-value.  

· β2(Xt – Xt=1991) is the parameter, the β2 in formula (4.2), for the X’ variable, where X’ = (Xt – Xt=1991)Dt. Where the value in parenthesis is the corresponding p-value.  

· β3(in)dependent variable(t-1)) is the parameter of the lagged version of the (in)dependent variable. When there is no value for this parameter is the table there was no need to correct for serial correlation. Where the value in parenthesis is the corresponding p-value.  

Table D.1 Regression (4.1) explaining real interest rate (percentage)
	Independent Variable
	β1
	β2 (dummy 1994)
	β1
	β2 (dummy 1994)

	Total real exports* (billion)
	-0.000022
(0.9316)
	-0.20

(0.8448)
	-0.00012
(0.6629)
	0.36

(0.7474)

	Total real* imports (billion)
	-0.000022
(0.9201)
	-0.19

(0.8520)
	-0.00012
(0.6455)
	0.39

(0.7299)

	Real GDP per capita*
	0.000021
(0.4047)
	-1.33

(0.3713)
	0.000005
(0.8258)
	-0.27

(0.8489)

	Real GNI per capita*
	0.000023
(0.3555)
	-1.38

(0.2921)
	0.000004
(0.8901)
	-0.21

(0.8782)

	Real Import food* (billion)
	0.00467

(0.5611)
	-0.58

(0.5322)
	0.00507

(0.6514)
	-0.48

(0.7089)

	Real Import manufactures* (billion)
	-0.000069
(0.9115)
	-0.18

(0.8506)
	-0.0003
(0.6589)
	0.34

(0.7509)

	Real Import computer communication and other services*  (billion)
	-0.00023
(0.8957)
	-0.19

(0.8385)
	-0.00079
(0.6814)
	0.28

(0.7833)

	Real Import Agricultural raw materials*  (billion)
	0.0153

(0.4081)
	-1.10

(0.3830)
	0.0106

(0.6556)
	-0.64

(0.6905)

	Real Export food* (billion)
	-0.000021
(0.9977)
	-0.25

(0.8665)
	-0.00686

(0.4469)
	1.33

(0.4841)

	Real Export manufactures* (billion)
	-0.000039
(0.9525)
	-0.31

(0.7935)
	-0.0003
(0.6844)
	0.45

(0.7369)

	Real Export computer communication and other services* (billion)
	-0.00011
(0.8837)
	-0.19

(0.8201)
	-0.00029
(0.7176)
	0.19

(0.8340)

	Real Export Agricultural raw materials*  (billion)
	-0.0148

(0.5147)
	0.02

(0.9798)
	-0.0211

(0.3746)
	0.44

(0.6189)


Table D.2 Regression (4.1) explaining nominal interest rate (percentage)
	Independent Variable
	β1
	β2(dummy 1991)
	β1
	β2 (dummy 1994)

	Total real exports* (billion)
	-0.00091
(0.00)
	-0.09

(0.8908)
	-0.00056
(-0.0017)
	-1.95

(0.0054)

	Total real* imports (billion)
	-0.00080
(0.00)
	-0.14

(0.8411)
	-0.00048
(0.0034)
	-1.99

(0.0065)

	Real GDP per capita*
	-0.00088
(0.00)
	1.97

(0.0751)
	-0.000024
(0.1622)
	-2.43

(0.0182)

	Real GNI per capita*
	-0.000125

(0.00)
	3.19

(0.0001)
	-0.000046
(0.0139)
	-1.60

(0.0856)

	Real Import food* (billion)
	-0.0342

(0.00)
	-0.16

(0.7400)
	-0.0283

(0.00)
	-0.95

(0.1529)

	Real Import manufactures* (billion)
	-0.00215

(0.00)
	-0.35

(0.6171)
	-0.00131

(0.0035)
	-2.14

(0.0025)

	Real Import computer communication and other services*  (billion)
	-0.00616

(0.00)
	-0.68

(0.2912)
	-0.00410

(0.0008)
	-2.17

(0.0007)

	Real Import Agricultural raw materials*  (billion)
	-0.0773

(0.00)
	1.72

(0.0209)
	-0.0440

(0.0047)
	-0.97

(0.3248)

	Real Export food* (billion)
	-0.0250

(0.00)
	2.03

(0.0597)
	-0.00533

(0.4035)
	-2.59

(0.0603)

	Real Export manufactures* (billion)
	-0.00261

(0.00)
	1.08

(0.1385)
	-0.00146

(0.0027)
	-1.46

(0.0757)

	Real Export computer communication and other services* (billion)
	-0.00249

(0.0001)
	-1.13

(0.0760)
	-0.00172

(0.0006)
	-2.44

(0.0001)

	Real Export Agricultural raw materials*  (billion)
	-0.0500

(0.0193)
	-1.61

(0.0420)
	-0.0249

(0.1318)
	-3.10

(0.00)


Table D.3 Regression (4.1) explaining nominal wage (Local Currency Units (LCU) per year
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable(t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable(t-1))

	Total nominal exports (million)
	0,002414

(0.00)
	1983,847

(0,2762)
	
	0,002507

(0.00)
	1210,42

(0,5608)
	

	Total nominal  imports (million)
	0,002166

(0.00)
	1726,662

(0,3359)
	
	0,002279

(0.00)
	770,13

(0,7094)
	

	Nominal GDP per capita
	0,180233

(0.00)
	-2242,87

(0,4311)
	
	0,201167

(0.00)
	-3640,2

(0,2826)
	

	Nominal GNI per capita
	0,18142

(0.00)
	-2223,54

(0,4335)
	
	0,203255

(0.00)
	-3678,27

(0,2769)
	

	Nominal Import food** (million)
	0.12

(0.01)
	1051.77

(0.62)
	-0.06

(0.27)
	0.13

(0.01)
	-1357.68

(0.62)
	-0.05

(0.29)

	Nominal Import manufactures (million)
	0.0057

(0.00)
	2227.3

(0.241)
	
	0.0059

(0.00)
	1590.7

(0.4624)
	

	Nominal Import computer communication and other services*** (million)
	0.02
(0.00)
	3152.50
(0.15)
	-0.11
(0.68)
	0.02
(0.00)
	1808.42
(0.44)
	0.02
(0.93)

	Nominal Import Agricultural raw materials** (million)
	0.21

(0.14)
	-444.83

(0.86)
	-0.07

(0.65)
	0.23

(0.10)
	-2888.69

(0.36)
	-0.07

(0.64)

	Nominal Export food (million)
	0.0495

(0.00)
	-1962

(0.4442)
	
	0.0632

(0.00)
	-5889

(0.0735)
	

	Nominal Export manufactures (million)
	0.0056

(0.00)
	1079.9

(0.6121)
	
	0.006

(0.00)
	-98.9

(0.9687)
	

	Nominal Export computer communication and other services (million)
	0.008

(0.00)
	3921.3

(0.0159)
	
	0.0079

(0.00)
	3575

(0.0471)
	

	Nominal Export Agricultural raw materials (million)
	0.2436

(0.00)
	2238.9

(0.1556)
	
	0.2469

(0.00)
	1813.7

(0.2965)
	


Table D.4 Regression (4.1) explaining nominal interest rate (percentage)
	Independent Variable
	β1
	β2 (dummy 1991)
	β1
	β2 (dummy 1994)

	Total nominal exports (billion)
	-0.00077
(0.00)
	-0.47

(0.4568)
	-0.00051
(0.0007)
	-2.05

(0.0016)

	Total nominal  imports (billion)
	-0.00068
(0.00)
	-0.45

(0.4863)
	-0.00044
(0.0010)
	-2.04

(0.0022)

	Nominal GDP per capita
	-0.000077
(0.00)
	1.58

(0.0162)
	-0.000047
(0.005)
	-0.86

(0.3000)

	Nominal GNI per capita
	-0.000080
(0.00)
	1.48

(0.0034)
	-0.00005
(0.00)
	-0.84

(0.1995)

	Nominal Import food (billion)
	-0.0299

(0.00)
	0.34

(0.5296)
	-0.0224

(0.0001)
	-1.02

(0.1353)

	Nominal Import manufactures (billion)
	-0.00186

(0.00)
	-0.52

(0.4232)
	-0.00121

(0.0011)
	-2.10

(0.0014)

	Nominal Import computer communication and other services (billion)
	-0.00546

(0.00)
	-0.90

(0.1571)
	-0.00369

(0.0007)
	-2.30

(0.0002)

	Nominal Import Agricultural raw materials (billion)
	-0.0598

(0.00)
	0.98

(0.1078)
	-0.0415

(0.0002)
	-0.87

(0.2602)

	Nominal Export food (billion)
	-0.0191

(0.00)
	1.46

(0.0387)
	-0.0117

(0.0027)
	-0.90

(0.3401)

	Nominal Export manufactures (billion)
	-0.00208

(0.00)
	0.22

(0.7253)
	-0.00138

(0.0003)
	-1.54

(0.0234)

	Nominal Export computer communication and other services (billion)
	-0.00225

(0.0001)
	-1.26

(0.0517)
	-0.00155

(0.0009)
	-2.56

(0.00)

	Nominal Export Agricultural raw materials (billion)
	-0.0562

(0.0016)
	-1.12

(0.1335)
	-0.0320

(0.0258)
	-2.70

(0.0002)


Table D.5 Regression (4.1) explaining wage-rental ratio (nominal wage/nominal interest rate)
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable(t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (billion)
	0.34
(0.00)
	160.11
(0.34)
	-0.52
(0.06)
	0.33
(0.00)
	251.74
(0.20)
	-0.60
(0.04)

	Total nominal  imports*** (billion)
	0.30
(0.00)
	136.68
(0.41)
	-0.51
(0.06)
	0.30
(0.00)
	202.40
(0.29)
	-0.56
(0.05)

	Nominal GDP per capita
	0.0217

(0.00)
	-400.50

(0.1095)
	
	0.0025

(0.00)
	-418.10

(0.1652)
	

	Nominal GNI per capita
	0.0218

(0.00)
	-397.6

(0.1105)
	
	0.0227

(0.00)
	-422.2

(0.1600)
	

	Nominal Import food (billion)
	8.8

(0.00)
	-78.36

(0.6762)
	
	10.00

(0.00)
	-270.00

(0.2567)
	

	Nominal Import manufactures*** (billion)
	0.78
(0.00)
	163.84
(0.39)
	-0.41
(0.18)
	0.76
(0.00)
	263.84
(0.23)
	-0.50
(0.12)

	Nominal Import computer communication and other services (billion)
	2.1

(0.00)
	132.88

(0.3245)
	
	2.1

(0.00)
	150.62

(0.3081)
	

	Nominal Import Agricultural raw materials (billion)
	17.2

(0.00)
	-249.5

(0.2559)
	
	18.9

(0.00)
	-375.6

(0.1669)
	

	Nominal Export food (billion)
	5.7

(0.00)
	-433

(0.063)
	
	6.6

(0.00)
	-643.5

(0.031)
	

	Nominal Export manufactures (billion)
	0.7

(0.00)
	-99.66

(0.5928)
	
	0.7

(0.00)
	-107.2

(0.6199)
	

	Nominal Export computer communication and other services*** (billion)
	1.03
(0.00)
	372.20
(0.03)
	-0.33
(0.20)
	1.01
(0.00)
	506.52
(0.01)
	-0.48
(0.08)

	Nominal Export Agricultural raw materials** (billion)
	3.14

(0.63)
	-190.53

(0.18)
	43.68

(0.00)
	4.23

(0.52)
	-145.26

(0.35)
	41.39

(0.00)


Table D.6 Regression (4.1) explaining nominal trade in different sectors (million LCU)

Nominal export food (million)
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (million)
	0.014

(0.00)
	28673.41

(0.00)
	0.77

(0.00)
	0.016

(0.00)
	35532.33

(0.02)
	0.71

(0.00)

	Nominal GNI**** (million)
	0.005

(0.00)
	17640.36

(0.03)
	0.60

(0.00)
	0.006

(0.00)
	29023.89

(0.04)
	0.43

(0.02)

	Nominal GNI per capita****
	1.28

(0.06)
	7699.31

(0.44)
	0.72

(0.00)
	1.44

(0.05)
	6034.22

(0.68)
	0.68

(0.00)


Nominal import food (million)
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))

	Total nominal  imports*** (million)
	0.010

(0.00)
	10286.91

(0.18)
	0.66

(0.00)
	0.012

(0.00)
	22947.67

(0.02)
	0.53

(0.00)


Nominal export agricultural product (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal  imports**** (million)
	0.006

(0.00)
	-5015.75

(0.11)
	0.68

(0.01)


Nominal import agricultural products (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal  imports*** (million)
	0.01

(0.00)
	21012.48

(0.00)
	


Table D.6 continued

Nominal import computer, communication and other services (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports (million)
	0.12

(0.00)
	-66084.90

(0.00)
	


Nominal export computer, communication and other services (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (million)
	0.60

(0.00)
	-205288.40

(0.00)
	-0.38

(0.00)


Nominal export manufactures (million)
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (million)
	0.08

(0.01)
	43620.06

(0.11)
	0.95

(0.00)
	0.06

(0.09)
	14121.95

(0.73)
	1.00

(0.00)


Nominal import manufactures (million)
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))


	Total nominal  imports** (million)
	0,46

(0,00)
	7603,59

(0,81)
	-0,14

(0,04)
	0,45

(0,00)
	-6769,36

(0,86)
	-0,12

(0,08)

	Nominal GNI*** (million)
	0.007

(0.49)
	-74229.00

(0.28)
	1.18

(0.00)
	0.011

(0.25)
	-131134.40

(0.11)
	1.14

(0.00)

	Nominal GNI per capita***
	-0.63

(0.81)
	-24105.18

(0.76)
	1.29

(0.00)
	0.35

(0.90)
	-67703.41

(0.47)
	1.27

(0.00)


Table D.7 Regression (4.1) explaining nominal Gross National Income (GNI) (million LCU)
	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (million)
	0.57

(0.00)
	585488.20

(0.01)
	0.98

(0.00)
	0.53

(0.00)
	527619.20

(0.07)
	0.99

(0.00)

	Total nominal  imports**** (million)
	0.51

(0.00)
	552405.20

(0.01)
	0.98

(0.00)
	0.46

(0.00)
	430121.50

(0.10)
	1.00

(0.00)

	Nominal Import food**** (million)
	87.91

(0.00)
	3506017.00

(0.00)
	61.58

(0.01)
	95.62

(0.00)
	1834979.00

(0.21)
	60.35

(0.03)

	Nominal Import manufactures*** (million)
	1.46

(0.00)
	591031.80

(0.00)
	0.98

(0.00)
	1.39

(0.00)
	560922.20

(0.03)
	0.99

(0.00)

	Nominal Import computer communication and other services* ***(million)
	3.67

(0.00)
	684832.50

(0.00)
	1.01

(0.00)
	3.26

(0.00)
	569803.40

(0.05)
	1.02

(0.00)

	Nominal Import Agricultural raw materials (million)
	282.00

(0.00)
	228573.5

(0.7501)
	
	295.1

(0.00)
	-1009458

(0.2614)
	

	Nominal Export food**** (million)
	77.64

(0.00)
	-2353314.00

(0.02)
	16.04

(0.46)
	63.86

(0.00)
	-5223995.00

(0.00)
	43.10

(0.02)

	Nominal Export manufactures**** (million)
	2.36

(0.00)
	528899.60

(0.02)
	0.88

(0.00)
	2.09

(0.00)
	387390.00

(0.16)
	0.91

(0.00)

	Nominal Export computer communication and other services**** (million)
	1.21

(0.00)
	625341.20

(0.01)
	1.04

(0.00)
	1.11

(0.00)
	552290.70

(0.09)
	1.04

(0.00)

	Nominal Export Agricultural raw materials**** (million)
	27.12

(0.00)
	241903.40

(0.21)
	1.06

(0.00)
	26.29

(0.00)
	167229.10

(0.50)
	1.07

(0.00)


Table D.8 Regression (4.1) explaining nominal Gross National Income per capita (GNI per capita) (LCU)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))
	β1
	β2 (dummy 1994)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (million)
	0.002

(0.00)
	4047.62

(0.00)
	0.93

(0.00)
	0.001

(0.07)
	1717.88

(0.35)
	0.99

(0.00)

	Total nominal  imports*** (million)
	0.001

(0.00)
	3973.57

(0.00)
	0.93

(0.00)
	0.001

(0.04)
	1585.55

(0.35)
	0.99

(0.00)

	Nominal Import food**** (million)
	0.07

(0.01)
	3933.47

(0.00)
	0.89

(0.00)
	0.03

(0.17)


	210.00

(0.90)
	1.01

(0.00)

	Nominal Import manufactures*** (million)
	0.003

(0.01)
	3715.45

(0.00)
	0.96

(0.00)
	0.002

(0.13)
	1309.44

(0.47)
	1.01

(0.00)

	Nominal Import computer communication and other services*** (million)
	0.01

(0.00)
	4271.29

(0.00)
	0.95

(0.00)
	0.006

(0.09)
	1662.16

(0.37)
	1.01

(0.00)

	Nominal Import Agricultural raw materials*** (million)
	0.14

(0.14)
	2894.95

(0.04)
	0.87

(0.00)
	0.07

(0.46)
	103.71

(0.95)
	0.99

(0.00)

	Nominal Export food**** (million)
	0.05

(0.00)
	1296.28

(0.24)
	0.87

(0.00)
	0.06

(0.00)
	-2138.81

(0.12)
	0.86

(0.00)

	Nominal Export manufactures*** (million)
	0.005

(0.01)
	3750.15

(0.01)
	0.90

(0.00)
	0.003

(0.16)
	1304.77

(0.49)
	0.97

(0.00)

	Nominal Export computer communication and other services*** (million)
	0.004

(0.00)
	4397.66

(0.00)
	0.96

(0.00)
	0.003

(0.09)
	1877.50

(0.33)
	1.01

(0.00)

	Nominal Export Agricultural raw materials*** (million)
	0.10

(0.00)
	3298.62

(0.00)
	0.98

(0.00)
	0.09

(0.01)
	1293.62

(0.38)
	1.01

(0.00)


Table D.9 Regression (4.1) explaining nominal imports and exports of communication
 and computer


	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	5.28

(0.98)
	-8535.35

(0.74)
	1.37

(0.09)

	Nominal FDI stock**** (per capita)
	98.86

(0.33)
	-23116.47

(0.49)
	1.22

(0.00)


Communication exports (million)
Communication import (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	-9.14

(0.97)
	10079.84

(0.64)
	1.18

(0.00)

	Nominal FDI stock**** (per capita)
	287.98

(0.00)
	13454.70

(0.37)
	0.16

(0.42)


Computer exports (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	-28.24

(0.89)
	-8301.15

(0.74)
	1.40

(0.00)

	Nominal FDI stock**** (per capita)
	78.43

(0.40)
	-21208.85

(0.51)
	1.26

(0.00)


Computer imports (million)

	Independent Variable
	β1
	β2 (dummy 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	217.20

(0.06)
	1973.10

(0.92)
	1.09

(0.00)

	Nominal FDI stock**** (per capita)
	203.16

(0.00)
	-4529.64

(0.78)
	0.58

(0.00)


	
	Explaining rural PG
	
	
	Explaining rural PG
	
	
	Explaining urban PG
	
	

	Independent Variable
	β1
	β2 (dummy 1991) 
	β3 ((in)dependent variable (t-1))
	β1 


	β2 (dummy 1994) 
	β3 ((in)dependent variable (t-1))
	β1 


	β2 (dummy 1991) 
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	-0.00002

(0.54)
	0.08

(0.45)
	0.94

(0.00)
	-0.00001

(0.71)
	0.006

(0.95)
	0.93

(0.00)
	0.00001

(0.72)
	0.03

(0.75)
	0.93

(0.00)

	Total nominal imports**** (billion)
	-0.00001

(0.53)
	0.08

(0.45)
	0.94

(0.00)
	-0.00001

(0.71)
	0.008

(0.94)
	0.93

(0.00)
	0.00001

(0.72)
	0.03

(0.75)
	0.93

(0.00)

	Nominal GNI per capita****
	-0.000003

(0.08)
	-0.05

(0.54)
	0.88

(0.00)
	-0.002

(0.37)
	-0.11

(0.22)
	0.88

(0.00)
	0.0000002

(0.89)
	-0.15

(0.24)
	0.86

(0.00)

	Nominal export food**** (billion)
	-0.0002

(0.69)
	0.09

(0.48)
	0.93

(0.00)
	0.0002

(0.83)
	-0.04

(0.78)
	0.93

(0.00)
	0.0004

(0.40)
	-0.008

(0.95)
	0.94

(0.00)

	Nominal import manufactures**** (billion)
	-0.00004

(0.48)
	0.08

(0.44)
	0.94

(0.00)
	-0.00003

(0.64)
	0.01

(0.92)
	0.92

(0.00)
	0.00001

(0.82)
	0.04

(0.71)
	0.93

(0.00)

	Nominal import computer communication and other services**** (billion)
	-0.0001

(0.49)
	0.07

(0.46)
	0.94

(0.00)
	-0.0001

(0.62)
	0.01

(0.92)
	0.93

(0.00)
	0.00005

(0.78)
	0.04

(0.71)
	0.93

(0.00)

	Nominal export computer communication and other services**** (billion)
	-0.00006

(0.48)
	0.07

(0.48)
	0.94

(0.00)
	-0.00005

(0.58)
	0.006

(0.95)
	0.93

(0.00)
	0.00002

(0.85)
	0.04

(0.68)
	0.93

(0.00)

	Nominal wage-rental ratio***
	-0.00006

(0.58)
	-0.04

(0.70)
	0.91

(0.00)
	0.011

(0.93)
	-0.12

(0.24)
	0.91

(0.00)
	0.00006

(0.54)
	-0.08

(0.42)
	0.90

(0.00)


Table D.10 Regression (4.1) explaining rural and urban poverty gap
 (PG)

Table D.11 Regression (4.1) explaining rural and urban Headcount ratio
 (HC)

	
	Explaining rural HC
	
	
	Explaining urban HC
	
	

	Independent Variable
	β1
	β2 (dummy 1991) 
	β3 ((in)dependent variable (t-1))
	β1 


	β2 (dummy 1991) 
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	-0.00008

(0.27)
	0.07

(0.82)
	0.94

(0.00)
	0.00003

(0.68)
	-0.07

(0.86)
	0.95

(0.00)

	Total nominal imports**** (billion)
	-0.00008

(0.26)
	0.07

(0.81)
	0.94

(0.00)
	0.00003

(0.70)
	-0.06

(0.87)
	0.95

(0.00)

	Nominal GNI per capita***
	-0.00002

(0.00)
	-0.31

(0.15)
	0.83

(0.00)
	0.000001

(0.86)
	-0.41

(0.39)
	0.90

(0.00)

	Nominal export food**** (billion)
	-0.002

(0.29)
	0.17

(0.61)
	0.94

(0.00)
	0.0009

(0.60)
	-0.12

(0.77)
	0.95

(0.00)

	Nominal import manufactures**** (billion)
	-0.0002

(0.24)
	0.07

(0.82)
	0.94

(0.00)
	0.00005

(0.79)
	-0.05

(0.89)
	0.94

(0.00)

	Nominal import computer communication and other services**** (billion)
	-0.0007

(0.22)
	0.05

(0.87)
	0.94

(0.00)
	0.0002

(0.73)
	-0.05

(0.89)
	0.95

(0.00)

	Nominal export computer communication and other services**** (billion)
	-0.0003

(0.27)
	0.02

(0.95)
	0.95

(0.00)
	0.0001

(0.72)
	-0.05

(0.90)
	0.95

(0.00)

	Nominal wage-rental ratio****
	-0.0004

(0.19)
	-0.23

(0.41)
	0.90

(0.00)
	0.0002

(0.67)
	-0.33

(0.43)
	0.92

(0.00)


Table D.12 Regression (4.1) explaining rural and urban GINI index (GINI)

	
	Explaining rural GINI
	
	
	Explaining urban GINI
	
	

	Independent Variable
	β1
	β2 (dummy 1991) 
	β3 ((in)dependent variable (t-1))
	β1 


	β2 (dummy 1991) 
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	0.00006

(0.30)
	0.10

(0.67)
	0.97

(0.00)
	0.0002

(0.04)
	-0.08

(0.68)
	0.72

(0.00)

	Total nominal imports**** (billion)
	0.00005

(0.28)
	0.10

(0.69)
	0.97

(0.00)
	0.0002

(0.04)
	-0.10

(0.64)
	0.73

(0.00)

	Nominal GNI per capita****
	0.00001

(0.00)
	-0.43

(0.00)
	0.73

(0.00)
	0.00002

(0.00)
	-0.36

(0.13)
	0.66

(0.00)

	Nominal export food**** (billion)
	0.002

(0.13)
	-0.08

(0.78)
	0.97

(0.00)
	0.004

(0.01)
	-0.44

(0.11)
	0.71

(0.00)

	Nominal import manufactures**** (billion)
	0.0001

(0.32)
	0.12

(0.62)
	0.97

(0.00)
	0.0004

(0.06)
	-0.06

(0.78)
	0.75

(0.00)

	Nominal import computer communication and other services**** (billion)
	0.0004

(0.35)
	0.13

(0.56)
	0.97

(0.00)
	0.001

(0.01)
	-0.01

(0.97)
	0.73

(0.00)

	Nominal export computer communication and other services**** (billion)
	0.0002

(0.41)
	0.17

(0.44)
	0.97

(0.00)
	0.0005

(0.09)
	0.07

(0.68)
	0.77

(0.00)

	Nominal wage-rental ratio****
	0.0004

(0.07)
	0.02

(0.94)
	0.92

(0.00)
	0.0007

(0.03)
	-0.08

(0.68)
	0.85

(0.00)


Table D.13 Piecewise regression (4.2) explaining ICT sector goods trade

Piecewise regression (4.2) on Communications, computer, etc. exports

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	-140.62
(0.54)
	0.12
(0.20)
	1.20
(0.00)

	Nominal FDI stock**** (per capita)
	72.10
(0.45)
	-0.04
(0.85)
	1.27
(0.00)


Piecewise regression (4.2) on Communications, computer, etc. imports

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	-423.38
(0.02)
	0.27
(0.00)
	0.50
(0.004)

	Nominal FDI stock**** (per capita)
	387.22
(0.00)
	-0.63
(0.00)
	0.30
(0.04)


Piecewise regression (4.2) on Computer, communications and other services exports

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	-155.03
(0.48)
	0.10
(0.25)
	1.25
(0.00)

	Nominal FDI stock**** (per capita)
	57.70
(0.51)
	-0.06
(0.76)
	1.31
(0.00)


Piecewise regression (4.2) on Computer, communications and other services imports

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Nominal FDI flows*** (per capita)
	-290.99
(0.01)
	0.26
(0.00)
	0.49
(0.00)

	Nominal FDI stock**** (per capita)
	266.27
(0.00)
	-0.18
(0.10)
	0.51
(0.00)


Table D.14 piecewise regression (4.2) explaining trade in different sectors

Piecewise Regression (4.2) on nominal exports food

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (million)
	0.08

(0.00)
	-0.06

(0.00)
	0.80

(0.00)

	Nominal GNI**** (million)
	0.006

(0.00)
	-0.002

(0.22)
	0.69

(0.00)

	Nominal GNI per capita****
	1.70

(0.06)
	-0.45

(0.55)
	0.74

(0.00)


Piecewise Regression (4.2) on nominal imports food

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal imports*** (million)
	0.0267
(0.12)
	-0.0163
(0.33)
	0.69

(0.00)


Piecewise Regression (4.2) on nominal exports agriculture
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal imports**** (million)
	-0.002
(0.79)
	0.009
(0.28)
	0.62
(0.02)


Piecewise Regression (4.2) on nominal imports agriculture
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal imports**** (million)
	0.02
(0.08)
	-0.01
(0.13)
	0.85
(0.00)


Table D.14 continued

Piecewise Regression (4.2) on nominal imports computer, communication and other services
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports (million)
	-0.02
(0.61)
	0.13
(0.00)
	


Piecewise Regression (4.2) on nominal exports computer, communication and other services
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (million)
	0.13
(0.33)
	0.49
(0.00)
	-0.42
(0.00)


Piecewise Regression (4.2) on nominal imports manufactures

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal imports** (million)
	0.50

(0.00)
	-0.04

(0.54)
	-0.14

(0.03)

	Nominal GNI*** (million)
	-0.0079
(0.45)
	0.0123
(0.38)
	1.20

(0.00)

	Nominal GNI per capita***
	-2.47

(0.57)
	1.81

(0.75)
	1.29

(0.00)


Piecewise Regression (4.2) on nominal exports manufactures

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (million)
	0.19

(0.02)
	-0.11

(0.08)
	0.95

(0.00)


Table D.15 piecewise regression (4.2) explaining Gross National Income (GNI) and Gross National Income per capita (GNI per capita)


Piecewise regression (4.2) on nominal GNI

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (million)
	5.57

(0.00)
	-1.93

(0.00)
	0.96

(0.00)

	Total nominal imports**** (million)
	2.02

(0.00)
	-1.47

(0.00)
	0.97

(0.00)

	Nominal export food**** (million)
	2.14

(0.70)
	2.45

(0.67)
	1.07

(0.00)

	Nominal import manufactures*** (million)
	4.97

(0.00)
	-3.51

(0.00)
	0.98

(0.00)

	Nominal import computer communication and other services**** (million)
	29.97

(0.00)
	-25.99

(0.00)
	1.00

(0.00)

	Nominal export computer communication and other services**** (million)
	20.51

(0.00)
	-19.24

(0.00)
	1.03

(0.00)


Piecewise regression (4.2) on nominal GNI per capita

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (million)
	0.01286
(0.00)
	-0.01138
(0.00)
	0.94

(0.00)

	Total nominal imports*** (million)
	0.01106
(0.00)
	-0.00977
(0.00)
	0.94

(0.00)

	Nominal export food**** (million)
	0.08645
(0.00)
	-0.03964
(0.14)
	0.87

(0.00)

	Nominal import manufactures*** (million)
	0.02468
(0.01)
	-0.02202
(0.01)
	0.98

(0.00)

	Nominal import computer communication and other services*** (million)
	0.1650
(0.00)
	-0.1555
(0.00)
	0.96

(0.00)

	Nominal export computer communication and other services*** (million)
	0.1446
(0.00)
	-0.1409
(0.00)
	0.97

(0.00)


Table D.16 piecewise regression (4.2) explaining nominal interest rate (percentage)
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	-0.00237
(0.09)
	0.00197
(0.17)
	0.47

(0.01)

	Total nominal  imports**** (billion)
	-0.00218
(0.10)
	0.00184
(0.18)
	0.46

(0.02)

	Nominal GDP per capita****
	0.0272
(0.33)
	-0.0818
(0.03)
	0.30

(0.11)

	Nominal GNI per capita****
	0.0276
(0.34)
	-0.0824
(0.04)
	0.30

(0.11)

	Nominal Import food** (billion)
	-0.00594
(0.93)
	-0.00120
(0.99)
	-0.025

(0.04)

	Nominal Import manufactures**** (billion)
	-0.00583
(0.09)
	0.00491
(0.17)
	0.49

(0.01)

	Nominal Import computer communication and other services**** (billion)
	-0.0368
(0.05)
	0.0344
(0.07)
	0.52

(0.01)

	Nominal Import Agricultural raw materials (billion)
	0.0349
(0.49)
	-0.0924
(0.10)
	

	Nominal Export food** (billion)
	0.0485
(0.00)
	-0.0333
(0.02)
	-0.038

(0.00)

	Nominal Export manufactures**** (billion)
	0.00603
(0.25)
	-0.00144
(0.58)
	-0.008

(0.15)

	Nominal Export computer communication and other services**** (billion)
	-0.0342
(0.04)
	0.0334
(0.04)
	0.58

(0.00)

	Nominal Export Agricultural raw materials**** (billion)
	-0.153

(0.13)
	0.134

(0.19)
	0.68

(0.00)


Table D.17 piecewise regression (4.2) explaining nominal wage (Local Currency Units (LCU) per year)
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports (million)
	0.01

(0.02)
	-0.009

(0.07)
	

	Total nominal  imports (million)
	0.001

(0.01)
	-0.008

(0.07)
	

	Nominal GDP per capita
	0.09

(0.64)
	0.08

(0.69)
	

	Nominal GNI per capita
	0.09

(0.64)
	0.08

(0.70)
	

	Nominal Import food** (million)
	0.34

(0.24)
	-0.22

(0.44)
	-0.05

(0.29)

	Nominal Import manufactures  (million)
	0.03

(0.01)
	-0.02

(0.05)
	

	Nominal Import computer communication and other services (million)
	0.15

(0.00)
	-0.13

(0.01)
	

	Nominal Import Agricultural raw materials**(million)
	0.33

(0.18)
	-0.15
(0.52)
	-0.06

(0.67)

	Nominal Export food** (million)
	0.11

(0.12)
	0.02

(0.77)
	-0.09

(0.12)

	Nominal Export manufactures (million)
	0.02

(0.06)
	-0.01

(0.25)
	

	Nominal Export computer communication and other services (million)
	0.14

(0.00)
	-0.13

(0.00)
	

	Nominal Export Agricultural raw materials** (million)
	0.24

(0.37)
	-0.18

(0.46)
	0.32

(0.01)


Table D.18 piecewise regression (4.2) explaining wage-rental ratio (nominal wage/nominal interest rate)
	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports*** (billion)
	0.98

(0.04)
	-0.64

(0.16)
	-0.59

(0.04)

	Total nominal  imports*** (billion)
	0.852

(0.04)
	-0.55

(0.17)
	-0.59

(0.03)

	Nominal GDP per capita
	-3.36

(0.83)
	2.40

(0.19)
	

	Nominal GNI per capita
	-3.47

(0.83)
	24.2

(0.19)
	

	Nominal Import food** (billion)
	22.80

(0.38)
	-11.73

(0.65)
	-3.10

(0.48)

	Nominal Import manufactures*** (billion)
	-2.63

(0.00)
	0.32

(0.55)
	3.79

(0.00)

	Nominal Import computer communication and other services (billion)
	8.10

(0.07)
	-6.01

(0.19)
	

	Nominal Import Agricultural raw materials (billion)
	4.93

(0.79)
	10.73

(0.60)
	

	Nominal Export food (billion)
	-2.46

(0.60)
	7.87

(0.14)
	

	Nominal Export manufactures (billion)
	0.44

(0.56)
	0.19

(0.82)
	

	Nominal Export computer communication and other services*** (billion)
	14.57

(0.01)
	-13.52

(0.01)
	-0.40

(0.12)

	Nominal Export Agricultural raw materials** (billion)
	-5.14

(0.83)
	10.86

(0.62)
	36.61

(0.00)


Table D.19 Piecewise regression (4.2) explaining rural and urban Poverty Gap (PG)

	
	Explaining rural PG
	
	
	Explaining urban PG
	
	

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))
	β1 


	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	0.00057

(0.14)
	-0.00058

(0.13)
	0.96

(0.00)
	-0.00016

(0.69)
	0.00017

(0.67)
	0.92

(0.00)

	Total nominal imports**** (billion)
	0.00062

(0.13)
	-0.00063

(0.12)
	0.96

(0.00)
	-0.00033

(0.43)
	0.00034

(0.41)
	0.90

(0.00)

	Nominal GNI per capita***
	-0.000007

(0.57)
	0.000004

(0.75)
	0.88

(0.00)
	-0.0000506

(0.00)
	0.0000493

(0.00)
	0.69

(0.00)

	Nominal export food**** (billion)
	0.00445

(0.19)
	-0.00468

(0.19)
	0.95

(0.00)
	-0.00124

(0.73)
	0.00169

(0.65)
	0.93

(0.00)

	Nominal import manufactures**** (billion)
	0.00236

(0.05)
	-0.00237

(0.05)
	0.98

(0.00)
	-0.00060

(0.62)
	0.00062

(0.61)
	0.91

(0.00)

	Nominal import computer communication and other services**** (billion)
	0.00767

(0.18)
	-0.00776

(0.17)
	0.96

(0.00)
	-0.00207

(0.73)
	0.00215

(0.72)
	0.91

(0.00)

	Nominal export computer communication and other services**** (billion)
	0.00665

(0.17)
	-0.00670

(0.17)
	0.96

(0.00)
	-0.00027

(0.96)
	0.00029

(0.96)
	0.92

(0.00)

	Nominal wage-rental ratio*
	-0.02215

(0.00)
	0.01957

(0.00)
	
	-0.01371

(0.00)
	0.01237

(0.00)
	


Table D.20 Piecewise regression (4.2) explaining rural and urban Headcount ratio (HC)

	
	Explaining rural HC
	
	
	Explaining urban HC
	
	

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))
	β1 


	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	0.00094

(0.37)
	-0.00101

(0.34)
	0.96

(0.00)
	-0.00222

(0.15)
	0.00224

(0.14)
	0.88

(0.00)

	Total nominal imports**** (billion)
	0.00092

(0.40)
	-0.00099

(0.36)
	0.96

(0.00)
	-0.00322

(0.04)
	0.00321

(0.04)
	0.83

(0.00)

	Nominal GNI per capita***
	-0.000052

(0.04)
	0.000031

(0.19)
	0.81

(0.00)
	-0.000199

(0.00)
	0.000186

(0.00)
	0.60

(0.00)

	Nominal export food**** (billion)
	0.00758

(0.41)
	-0.00917

(0.34)
	0.95

(0.00)
	-0.01430

(0.29)
	0.01510

(0.26)
	0.91

(0.00)

	Nominal import manufactures**** (billion)
	0.00475

(0.13)
	-0.00488

(0.12)
	0.98

(0.00)
	-0.00830

(0.05)
	0.00821

(0.05)
	0.83

(0.00)

	Nominal import computer communication and other services**** (billion)
	0.0122

(0.43)
	-0.0128

(0.40)
	0.96

(0.00)
	-0.0393

(0.08)
	0.0393

(0.08)
	0.85

(0.00)

	Nominal export computer communication and other services**** (billion)
	0.00871

(0.52)
	-0.00895

(0.51)
	0.96

(0.00)
	-0.0259

(0.23)
	0.0259

(0.23)
	0.87

(0.00)

	Nominal wage-rental ratio***
	0.004253

(0.03)
	-0.004343

(0.02)
	0.98

(0.00)
	0.001400

(0.53)
	-0.001147

(0.57)
	0.97

(0.00)


Table D.21 Piecewise regression (4.2) explaining rural and urban GINI index (GINI)

	
	Explaining rural GINI
	
	
	Explaining urban GINI
	
	

	Independent Variable
	β1
	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))
	β1


	β2 (Xt – Xt = 1991)
	β3 ((in)dependent variable (t-1))

	Total nominal exports**** (billion)
	0.00013

(0.88)
	-0.00006

(0.95)
	0.96

(0.00)
	-0.00007

(0.89)
	0.00026

(0.60)
	0.73

(0.00)

	Total nominal imports**** (billion)
	-0.00032

(0.69)
	0.00041

(0.64)
	0.91

(0.00)
	-0.00012

(0.77)
	0.00029

(0.50)
	0.74

(0.00)

	Nominal GNI per capita***
	-0.0000492

(0.00)
	0.0000614

(0.00)
	0.59

(0.00)
	0.00000574

(0.67)
	0.00000738

(0.66)
	0.73

(0.00)

	Nominal export food**** (billion)
	-0.00425

(0.59)
	0.00626

(0.47)
	0.93

(0.00)
	-0.00590

(0.22)
	0.00985

(0.09)
	0.73

(0.00)

	Nominal import manufactures**** (billion)
	-0.00028

(0.91)
	0.00047

(0.85)
	0.93

(0.00)
	0.000008

(0.99)
	0.00041

(0.72)
	0.75

(0.00)

	Nominal import computer communication and other services**** (billion)
	0.00021

(0.99)
	0.00037

(0.98)
	0.94

(0.00)
	0.00038

(0.95)
	0.00111

(0.85)
	0.74

(0.00)

	Nominal export computer communication and other services**** (billion)
	0.00129

(0.90)
	-0.00106

(0.92)
	0.95

(0.00)
	0.00087

(0.86)
	-0.00031

(0.95)
	0.78

(0.00)

	Nominal wage-rental ratio

	-0.0111

(0.00)
	0.0116

(0.00)
	0.00059

(0.07)
	0.0010

(0.17)
	-0.00051

(0.55)
	0.86

(0.00)


� Real growth rates are calculated by computing the growth rates of the indicators measured in constant 2005 rupee. 


� The poverty rate is measured by the percentage of the population living in a household with consumption or income per person below the poverty line. Where the Worldbank Povcalnet database as well as the National Sample Survey Organization (NSSO) uses a poverty line of 44 rupee (1,- US dollar) per day.


� Where GDP and GNI are both measured in current and constant 2005 rupee.


� For the reforms taken by the new Indian congress described as in Archarya (2002), see appendix A.  And for more details about the listed reforms as in Rajan et al. (2002), see appendix B.


� The nominal interest is calculated by adding the inflation rate to the real interest rate.


� If India is considered to be a large country, then the trade policies taken by India affect the world price of the good. This is because the Indian imports/exports of that good are such a great share in the world market, that a change in trade policy in India affects the demand or supply curve of that good in the world market (Suranovic, 2009). If India is considered to be a small country, which given its weight in world trade is a more reasonable assumption, the trade policies taken by the Indian government do not affect the world price of the good. 


� This part is an application of the theory that can be found in Suranovic, International Trade: Theory and Policy, chapter 90 (2000).


� In this case we assume that the maximum amount of goods allowed to be imported, the level of the quota, was set lower than the amount of goods that will be imported under free trade. 


� This part is an application of theory that can be found in van Marrewijk, International trade & the world economy (2002).


� Real figures are calculated by dividing nominal figures by the consumer price index (2005 = 1). The consumer price index is specified by the Worldbank in the World Development Indicators database (2009) as: “Consumer price index reflects changes in the cost to the average consumer of acquiring a basket of goods and services that may be fixed or changed at specified intervals, such as yearly. The Laspeyres formula is generally used”.


� See table 3.1 on page 11.


� Real figures are calculated the same as in table 4.1





� It is remarkable to see that the figures for average World growth show a negative growth for GNI (per capita) and GDP (per capita). Other studies or data sources will probably show positive real growth figures for these indicators. This may be because in this thesis real figures are calculated by dividing nominal figures by the consumer price index, with 2005 as base year. While other papers or data sources use the 2005 official exchange rate to convert nominal figures into real figures.  


� These effects are described in theory in part 1 of chapter 3, where part 1 of chapter 4 discussed these effects in reality.


� This model is an application based on the theory described in Pindyck et al. (1998).


� For the tests performed in this paper we will use a significance level of 10 percent (α = 0.10).


�  This model is an application based on the theory described in Pindyck et al. (1998).


� See table 3.1 on page 12 for the exact numbers. 


� The elasticities are measured as follows: [δsector imports/δtotal imports] * (total imports (t = 1991)/sector imports (t = 1991)) = β1 * (total imports (t = 1991)/sector imports (t = 1991)). If this value is above 1 and total imports increase, the imports of this sector increase relatively more. If this value is below 1 and total imports increase, the imports of this sector increase relatively less. 


� Computer exports are exports of Computer, communications and other services as specified by the Worldbank in the World Development Indicators (2009)





� The elasticities are measured as follows: [δsector exports/δtotal exports] * (total exports (t = 1991)/sector exports (t = 1991)) = β1 * (total exports (t = 1991)/sector exports (t = 1991)). If this value is above 1 and total imports increase, the imports of this sector increase relatively more. If this value is below 1 and total imports increase, the imports of this sector increase relatively less.


�Computer imports are imports of Computer, communications and other services as specified by the Worldbank in the World Development Indicators (2009)


 


� The headcount ratio is measured as the number of people living households with income below the poverty line (q) divided by the total population (n), q/n, as described by the Worldbank Povcalnet database (2010). 


� The poverty gap measures the depth of poverty and is calculated as the mean shortfall from the poverty line as a percentage of the poverty line (z) where the people above the poverty line are measured as having no income shortfall, 1/n∑[(z - yi)/ z)], as describes by the Worldbank Povcalnet database (2010). For example a value of 7% means that people living under the poverty line have on average a shortfall of $0.07.  


� The GINI index is a measure of income inequality. The value can vary between 0 (everybody has the same income) and 100 (the richest person has all the income) as described by the Worldbank Povcalnet database (2010).


� In this paper we use the GINI index with a value between 0 and 100; this is the GINI coefficient (value between 0 and 1) expressed in a percentage.


� Growth figures for India are calculated from data in local currency units, where growth figures for the World are calculated from data in US dollars.  


� Communication imports/exports are imports/exports of Communications, computer, information, and other services as specified by the Worldbank in the World Development Indicators (2009)


� Computer imports/exports are imports/exports of Computer, communications and other services as specified by the Worldbank in the World Development Indicators (2009)





� Communication imports/exports are imports/exports of Communications, computer, information, and other services as specified by the Worldbank in the World Development Indicators (2009)


� Computer imports/exports are imports/exports of Computer, communications and other services as specified by the Worldbank in the World Development Indicators (2009)


� The Poverty Gap is calculated with the poverty line set at 44.10 LCU (1 US$) per day in constant 2005 LCU (US$).


� The Headcount ratio is calculated with the poverty line set at 44.10 LCU (1 US$) per day in constant 2005 LCU (US$).


� The regression on the headcount ratio is with the nominal wage-rental ratio as a independent variable, is in the regression on the rural HC corrected for serial correlation with the lag of the wage-rental ratio en in the case of the urban HC with the lag of the urban HC.  When the rural HC was corrected for serial correlation with the lag of the rural HC the parameter was 0.99 (0.00) but then the regression still had signs of serial correlation.
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