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New champions of preferential trade? Two-level
games in China’s and India’s shifting
commercial strategies

Omar Ramon Serrano Oswalda and Jappe Eckhardtb

aDepartment of Governance, Technical University of Munich, Germany, Munich, Germany;
bDepartment of Politics, University of York, Heslington, York, United Kingdom, UK

ABSTRACT

Following decades of relative isolation, China and India have become the world’s larg-
est new traders. In this paper, we focus on their Preferential Trade Agreements (PTAs).
While the two economies initially followed similar paths, with a growing number of
PTAs signed in the first decade of the 21st Century, since 2011 India has taken a U-turn
and stopped completing them. China, on the other hand, has widened and deepened
its trade agreements. We present a novel theoretical framework to analyze international
economic negotiations by emerging economies and use it to study the puzzling diver-
gence of the trade policies of China and India. By adapting the two-level game frame-
work to emerging economies, we argue that there are key differences in the political
economies of countries like China and India (compared to Western industrialized ones),
which requires a more specific focus on the domestic side of the two-level game. We
show that accounting for non-legislative domestic ratification processes and for iterative
games and experiential learning by domestic actors are crucial in understanding the
trade strategies of emerging economies. While much of the literature explains large
emerging economies by looking at external systemic factors, we instead suggest that
their domestic politics trumps international politics.
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Introduction

As a result of the Sino-US trade war and concerns about global value chains’

dependence on China, much has been said about the potential of India as an alter-

native trade and production partner for the West. In India, Narendra Modi has

launched an ambitious campaign (Make in India) aiming to attract foreign direct

investment and manufacturing into the country. One would therefore expect to see

an increasing share of manufacturing going to India, alongside a widening and

deepening of Preferential Trade Agreements (PTAs) to facilitate this. What we
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observe is the opposite. While at the start of the millennium India followed China
in pursuing an aggressive PTA strategy, the country has since reversed course and
frozen its PTA ambitions. No new or upgraded agreements have been signed since
2011. What is more, India bargained intensely and ultimately withdrew from the
region’s most ambitious trade initiative, the Regional Comprehensive Trade
Agreement (RCEP) in 2019. All of the above is puzzling, since this would seem a
propitious time for India to pursue PTAs.

Drawing on Putnam’s (1988) two-level game framework, we seek to answer the
question why India has reversed course and stopped pursuing PTAs, while China
continues to sign agreements of increasing depth and with a rapidly growing number
of partners? To provide an answer, we carry out a comparative analysis of China’s
and India’s PTA strategies, focusing on the interrelation between external and
domestic drivers and obstacles. We do so by applying an adapted two-level game
framework and, as such, aim to make both a theoretical as well as an empirical
contribution to the IPE literature.

Theoretically, we offer a novel framework that adapts the domestic component of
the two-level game to emerging economies in both democratic and non-democratic
settings. We argue that there are important structural differences in the political
economies of emerging economies (compared to Western industrialized ones), which
require a more specific focus on the domestic side (inside-out) of the two-level
game. The international level (outside in) has already been well covered in the litera-
ture (e.g., Hopewell, 2015, Narlikar, 2010). One adaptation is particularly relevant,
namely considering non-institutionalized ratification mechanisms (i.e., ratification
that does not take place by a parliamentary or congressional vote, as is the case in
industrialized economies). We believe these informal ratification mechanisms to be
different in authoritarian and democratic emerging economies. In authoritarian set-
tings, the bureaucracy plays a central role, whereas in democratic emerging econo-
mies a larger number of social actors are involved in the ratification process. The
second major modification we propose is to treat the game as an iterative one, in
which negotiators base their negotiation position on information they receive from
domestic actors regarding their experience with existing agreements. We claim that
such ‘experiential learning’ plays an important role in PTA negotiations by emerging
economies, since they are often part of wider liberalization strategies.

Taking the insights of our modified two-level game framework for emerging
economies, we argue that the puzzling divergence in the trade policies of India and
China can be explained by a consolidation of the pro-trade coalition of reformist
policymakers and trade-dependent firms in China which led to a wider push for
liberalization. The Indian case is very different, as the domestic pro trade coalition
was less powerful to begin with, relying mainly on large service-goods exporters in
its IT sector, and was further weakened due to slow progress in services trade liber-
alization. This trade-sceptic stance was reinforced by a growing and longstanding
trade deficit, which cemented the belief in academic and policy-making circles that
India was losing from signing-up to PTAs.

State of the art

Compared to the literature on US and EU trade policy (see e.g., Irwin, 2017;
Poletti & De Bievre, 2014), the literature on trade dynamics in Asia is relatively

2 O. R. SERRANO OSWALD AND J. ECKHARDT



new. Most attention has been paid to the region as a whole rather than individual
countries, and has sought to answer why, after being ‘committed trade multilateral-
ists’ for decades, governments in Asia turned to signing PTAs from the beginning
of the 21st Century (Sol�ıs & Wilson, 2017). The shift has been attributed to external
economic and political factors such as the inability of existing regional (APEC,
AFTA) and global (GATT/WTO) regimes to liberalize trade multilaterally
(Feridhanusetyawan 2005) or the fall-out from the 1997 Asian financial crisis
(Desker, 2004). Others have argued that regional economic integration in other
parts of the world motivated Asian countries to sign PTAs themselves to gain bar-
gaining power (Dent, 2010). Ravenhill (2010) claimed that a ‘political domino
effect’ was set in motion by China’s rise and decision to sign PTAs, spurring Japan
and other Asian economies to start their own PTA negotiations.

We do not question the ‘external shocks’ or ‘political domino effect’ logic
behind PTA formation in China and India. Indeed, we think that this existing lit-
erature offers a plausible explanation as to why both countries decided to pursue
PTAs in tandem in the first place. What is more, as the recently defined ‘Indo-
Pacific’ is the epicenter of an ongoing power transition (Organski, 1958; Hopewell,
2020; Lavenex et al. 2021), systemic, security and geopolitical factors continue to be
important to understand PTA dynamics in the region. Yet, we do see some short-
comings in this account. While providing a broad picture of the trade dynamics in
the region, by ‘black-boxing’ the domestic political economy of individual Asian
countries, differences in national responses to common external shocks are not
accounted for (Aggarwal & Lee, 2011). There is little comparative work; rarely have
the trade policies of China and India been evaluated in tandem (for an exception
see Hopewell, 2015) and most of the existing research on these two countries have
focused on their role at the WTO (Hopewell, 2016; Narlikar, 2010; Sinha, 2019).
As such, much of the existing literature does not consider variation between China
and India in terms of their PTA strategies. Particularly, little attention has been
paid to previous PTA dynamics and/or little consideration has been given to the
relationship between multilateral (WTO) and bilateral trade strategies, which could
provide useful insights into the link between past trade strategies and more recent
initiatives. Some existing works show that path-dependency and ‘experiential learn-
ing’ processes, resulting from iterated interaction, shape future trade agreements
(Casas i Klett & Serrano Oswald, 2018; Elsig & Eckhardt, 2015).

Works looking at domestic factors affecting PTA strategies in China (e.g., Zeng,
2016; Eckhardt and Wang 2021) and India (Chaisse et al., 2011; Sinha, 2019) do
exist but have mainly focused on the role of political elites in the policy-making
process, and very little comparative work exists. Our own view echoes that of
Hopewell (2016: 311), who argues that there is ‘considerable variation in [China’s
and India’s] sources of power and behavior in global economic governance’.
Scholars typically argue that in the context of PTA strategies pursued by China and
India, pressure from societal interests do not play a prominent role. This is
because: (a) evidence points to a generally limited economic impact of PTAs in
Asia and, as a result, firms have no incentive to put pressure on their government
to pursue or not to pursue PTAs (Capling & Ravenhill, 2011); and (b) those
domestic economic interest groups winning or losing from PTAs in China and
India are usually badly organized and/or not well-represented politically (Wan,
2010). However, with PTAs growing in depth and scope in the Asia-Pacific, the
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argument that these have little economic or trade effects has been refuted in the lit-
erature (see e.g., Manger, 2014). What is more, research has also shown that firms
and other domestic interests are in fact actively engaged in lobbying in both China
(Kennedy, 2005) and India (Saha, 2019).

We build on this emerging scholarship to gain a better understanding of the dif-
ferent ways in which China and India decide trade policy in general and the role
played by domestic actors other than state elites, such as bureaucracies and domes-
tic interest groups. What is more, we also take into consideration policy shifts such
as retrenchment and policy feed-backs over time. Such dynamics of experiential
learning have not been taken into consideration by most existing accounts of trade
policy dynamics in both countries (but see Sinha, 2019) and, as such, the existing
literature frequently fails to capture the more nuanced inner workings of both
states. We believe that experiential learning and domestic coalitions of pro- and
anti-trade forces are central in explaining China’s and India’s PTA policies in gen-
eral, and the recent divergence in those strategies in particular.

Adapting the two-level game framework for emerging economies

Putnam’s well-known two-level game metaphor provides a useful framework to evalu-
ate the role of domestic politics in PTA policies while avoiding the pitfalls of produc-
ing ad hoc lists of countless domestic influences or of generic observations attempting
to link national and international affairs (Putnam, 1988; Moravcsik, 1993). The frame-
work takes into consideration both the international (outside-in) and domestic
(inside-out) levels in negotiations between countries. The two levels exist, since bar-
gaining between negotiators at the international level will result in a tentative agree-
ment which then needs to be ratified domestically. In domestic ratification, particular
attention is paid to the distribution of power, preferences and possible coalitions in
determining the kinds of agreements that would be able to gain approval domestically.
Ratification occurs either by bureaucratic agencies, interest groups, social classes
(‘public opinion’), or domestic legislatures (Putnam, 1988). Given that ratification in
emerging economies does not take place in domestic legislatures, we lay our attention
towards bureaucratic agencies, interest groups and public opinion. Our focus of ana-
lysis is on the domestic part of the game, and not the international one.

Although initially attention was paid to non-Western countries in the two-level
game literature (see Evans et al., 1993), most existing work using the framework in
the last three decades has looked at Western cases (L€utz & Hilgers, 2019; Wolf &
Zangl, 1996). As a result, the theory has developed in a Western-centric – some
even claim US centric (Morin, 2010) – direction. This is not to say that the theory
has not been applied to the developing world at all, yet most scholars that have
used the two-level game framework in this context have so far mainly used it either
implicitly (e.g., Gallagher et al., 2005; Hopewell, 2015; Narlikar, 2010) or follow
Putnam’s approach without problematizing and/or theorizing the differences
between developed and emerging economies, as well as between emerging econo-
mies themselves (see e.g., Chung, 2007; Odell, 2006). We therefore agree with Da
Conceiç~ao and Mello (2017) that the analysis of two-level games can and should be
applied to rising powers in a much more explicit and systematic manner.

We adapt the domestic component of the two-level game for emerging
economies in both democratic and non-democratic settings by focusing on
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non-institutionalized ratification mechanisms and by considering negotiations as
sets of iterative games instead of static ones. Our adapted framework can be applied
to domestic negotiations in a wide variety of political economies of the Global South
but, as a first test of our framework, we zoom into recent PTA negotiations of the
two largest emerging economies and leading new traders: China and India.

In developed Western economies, legislative action is key for ratification. For
example, the US Congress plays a central role through its granting of fast-track
authority to the President and through the ratification of agreements. We first
need to translate the two-level game framework into contexts where legislative rati-
fication is not central for trade negotiations, as in China and India. Putnam never
considered the ratification of agreements reached at the international level to exclu-
sively take place through legislative votes. In fact, he mentioned other possibilities
such as public opinion and/or key veto players (Putnam, 1988). We propose that
the focus needs to be laid on domestic actors that have the capacity to impact trade
policies, together with an understanding of what their interests are, where they
come from, and whether they have veto power or not (Da Conceiç~ao & Mello,
2017). On this basis, we suggest that non-institutional ratification in authoritarian
contexts takes place mainly through the bureaucratic apparatus, since these are the
actors wielding veto power. In democratic ones it includes the bureaucracy, but
goes beyond it to include public opinion and other societal structures such as busi-
ness groups or labor unions, all of which may restrict policies.

There is a second relevant aspect to be considered when adapting the two-level
game for emerging economies. In these markets, trade negotiations need to be con-
sidered as a set of iterative games. The reason for this is that PTAs in emerging
economies are often used to lock-in domestic economic reforms, as part of wider
liberalization efforts aimed at transforming their developmental states (Eckhardt &
Wang, 2021). As a result, each individual negotiation offers lessons to both actors
supporting and opposing liberalization strategies, which translate in the adjustment
of strategies for the next iteration (i.e., PTA negotiation).

Below we propose two conjectures which focus on our two proposed adapta-
tions to the two-level game framework: a) domestic actors’ preferences and their
influence; and, b) experiential learning.

With regards to preferences, just like any other trade policy decision, the signing
of a PTA has distributional consequences and hence diverging views among
domestic actors are to be expected. Economic actors to whom the net result of
international trade is beneficial prefer liberal trade policies, while actors who lose
overall, favor protection (Baldwin, 2006; Milner, 1997). Forces against PTA mem-
bership are typically associated with import-competing firms, which have a struc-
tural advantage over other societal interests as they usually have little difficulty in
overcoming collective action problems (Hiscox, 2002). There are also domestic eco-
nomic actors likely to lobby in favor of joining a PTA: export-oriented firms, as
they reap the lion’s share of the benefits from reciprocal (but not unilateral and
multilateral) trade liberalization (Chase, 2003; D€ur, 2007), as well as certain domes-
tic import-dependent firms (Eckhardt & Poletti, 2016). The latter is related to the
growing importance of intra-industry trade and the integration of firms in regional
and global value chains (GVCs). Manger (2014) has shown that intra-industry and
GVC trade is a particularly important driver of PTA formation in Asia in his
detailed analysis of the Japan-Malaysia PTA, and the PTAs of both Japan and
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South Korea with ASEAN. We propose that the same logic would hold for China’s
and India’s PTA formation.

With regards to the influence of domestic interests, as Sol�ıs (2013) has shown in
the Asian context, the willingness and capacity of domestic actors to influence
trade policy depends on their cohesion and access to policy-making processes. That
is, only agreements that threaten corporate profitability (or are likely to eliminate
economic losses) mobilize businesses (Sol�ıs, 2013). Postigo (2016) shows that as
PTAs become increasingly complex, governments often lack information on PTA-
impacts and, in turn, engage in intense consultations with societal actors. In other
words, lobby success depends on the ability of firms to coordinate on joint posi-
tions and supply technical expertise to government officials, as well as the fit
between business strategies and institutions (access points). This is also the main
difference between democracies and autocracies. Lobbying in an autocracy like
China mainly takes place through business links to the bureaucracy (Kennedy,
2005), whereas in democracies like India it involves wider coalitions and multiple
access points (Kochanek, 1996). On this basis, our first conjecture suggests that:

C1: The more concentrated domestic actors affected by PTAs are, the more information they
possess, and the easier their access to decision-makers, the more likely they will be able to
influence the pursuit and/or depth of PTA policies.

With regards to experiential learning, trade negotiations are complex affairs lead-
ing, the actors involved in them to address uncertainty by looking for information
(Rosendorff & Milner, 2001). Given that negotiators from developing/emerging econo-
mies often lack sufficient knowledge about the future distribution of gains from agree-
ments, these economies often face a problem of ‘bounded rationality’ (Poulsen, 2015):
the complexity of agreements being negotiated, commonly on the basis of templates
from Western trading powers, and a lack of experience, makes it difficult for these
negotiators to fully grasp the effects until they enter into force. The literature suggests
that in general learning happens when (new) information changes the beliefs of actors
(whether individuals or firms) about cause and effect (Levy, 1994). If information
originates from actors’ own past experience the term ‘experiential learning’ is used
(Elsig & Eckhardt, 2015). We suggest that PTA negotiators will draw on information
received from domestic actors based on their experience with existing and past agree-
ments and that this information in turn conditions their positions in subsequent
negotiations. Negotiators focus both on the overall experience of domestic actors with
a country’s PTA strategy (whether domestic actors win or lose in general), and lessons
learned from specific PTAs. Based on this, negotiators periodically update the infor-
mation received and, based on their assessment of the distributional consequences for
domestic actors, may decide to change PTA strategy or even shift their preference.
Our second conjecture is therefore as follows:

C2: Domestic actors draw lessons from previous PTA policies (in terms of their perceived
gains or losses) and adapt their preferences towards pursuing and/or deepening PTAs
accordingly.

Methodology

To explore our research puzzle and test our conjectures, we carry out an in-depth
structured comparative analysis of China’s and India’s PTA negotiations in the
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2000-2021 period. Some have questioned the validity of theory building or refine-
ment through case study analysis, however as Odell (2001) has put it, ‘case studies
have illuminated virtually every subject studied by political economists’ and have
proven particularly useful for refining ‘received theory’. This is certainly true for
the work on trade negotiations in general and the two-level game literature in par-
ticular, on which we draw in this paper. Case studies of trade negotiations have
provided rich raw material for the building and development of the two-level game
framework in the past (e.g., Evans et al., 1993; Gallagher et al., 2005; Hopewell,
2015; Narlikar, 2010; Wolf & Zangl, 1996), so our paper falls within a long trad-
ition of case study-led research to further our understanding of trade negotiations.
The reason why case studies are a particularly useful method for the refinement of
existing theories is inter alia because they are generally better than alternative
methods for documenting and understanding processes of continuity and change
in IPE. Furthermore, comparative case studies supply more thorough support for
testing theoretical conjectures than most single case studies (Odell, 2001), since a
structured focused comparison allows to control for similar factors (e.g., in the case
of China and India, both countries being large emerging economies with high trade
to GDP ratios), while allowing to test conjectures such as those we have proposed
regarding domestic ratification and experiential learning.

Our analysis relies on a detailed study of primary and secondary sources as well
as 33 semi-structured and in-depth interviews (see Annex 1).1 It is well established
in the literature that expert interviews enable researchers to gain access to difficult
(less transparent) fields such as trade negotiations and that they offer opportunities
to expand their access to the field (in this case governmental bureaucracies), as
well as to cross-validate information (see e.g., Bogner et. al. 2009). We have
selected our experts on the basis of their in-depth knowledge about and/or first-
hand experience with the trade policies and negotiations of their respective coun-
tries (China and India). That is, all interviewees were involved either in domestic
discussions determining trade policies or in trade negotiations themselves. This
also applies to the various academics we have interviewed.

Emerging economies, as a result of their rapid economic growth, have had to
swiftly build up capacity in multiple and complex trade issue-areas (see Lavenex
et al., 2021). They have often addressed this gap by drawing on existing expertise
in their research institutions. In China, this often happens through (non-public)
workshops and study sessions where academics interact with policymakers and
party members. In India, academics are often directly involved in policy-shaping
processes. Given the difficulty of obtaining access to actors directly involved in sen-
sitive policies such as trade negotiations, we spent several months through numer-
ous stays in Beijing and Delhi, in order to expand our access to further experts
through a snowball sampling technique, in which information provided by experts
helped us identify further potential interviewees. In both cases, we were able to
carry out follow-up interviews with actors involved in trade policy making at vari-
ous points in time, thus giving us a better sense of the evolution of trade policies
in China and India respectively. The interviews were conducted in person by the
authors between 2010 and 2021 at various locations in China, India and
Switzerland. One of the interviews took place by videoconference, due to the
Covid-19 pandemic. In the case of India, most of our interviews were carried out
in 2014, however we were able to carry-out additional interviews in 2016 and in
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2021 with a longstanding contributor to India’s trade strategy. Our final data
source is the Design of Trade Agreements (DESTA) Database,2 which we use as
our main source to evaluate the partners and depth of PTAs signed by China and
India. Although the paper introducing the database was published some time ago
(D€ur et al., 2014), the data has been updated until January 2022.

China’s and India’s PTA strategies

China and India began engaging in deep economic reforms in the early 1980s and
1990s. Part of this reform process was a gradual opening-up of their domestic mar-
kets, turning both countries into the worlds’ largest and most consequential new
traders. According to World Bank data,3 China’s trade to GDP ratio grew from 11
percent in 1978, when reforms started, to 64 percent at its highest point, in 2006.
In 2019, the year before the Covid-19 pandemic began, trade still made for well
over a third (35.8 percent) of China’s GDP. Less studied, but equally important is
that India followed a similar path, albeit a decade later: its trade to GDP ratio rose
from 15 percent in 1990 to nearly 56 percent in 2011; by 2019 it was 39.3 percent.
Based on the data from the World Bank, India’s trade to GDP ratio has been
higher than China’s for every single year since 2011.

As part of an extensive trade liberalization drive which began when both coun-
tries joined the World Trade Organization (WTO), albeit with the significant dif-
ference that India had been a GATT member, the two countries have become
involved in the worldwide push to sign PTAs. Both countries have been actively
pursuing such agreements during the past two decades, placing them amongst the
countries which have signed the most PTAs per country in the Asian region.4

Tables 1 and 2 give an overview of China’s and India’s PTA activity over time,
including their depth (defined here as the level of obligation and the stringency of
enforcement mechanisms), which tells us whether or not agreements only cover
trade in (industrial) goods or also include sensitive products like agriculture, as
well as how much room for manoeuvre PTA partners have and how formalized
their interactions are (Hicks & Kim, 2012; Hofmann et al., 2017). The PTA strat-
egies of both countries show similarities: such as a deepening over time since the
mid-2000s, and their widening to partners beyond the Asian region, particularly to
Latin America. However, after 2011 India stopped its drive to pursue PTAs, while
China intensified its PTA policy.

India’s de facto moratorium on PTAs and the resulting divergence between the
two countries’ PTA strategies is surprising, especially since India has become a
major trader. Most of the older Indian PTAs were in fact shallow with a narrow
scope and with relatively small trading partners, and had limited trade-liberalizing
effects. However, when measured by their depth, several more recent agreements
show a similar path of liberalization to that of China in the first decade or so of
the 21st Century: namely, those with Singapore (2005), South Korea (2009),
Malaysia (2011) and Japan (2011). Yet, India has not initiated any trade negotia-
tions since 2011 and gridlock is observable in all major trade initiatives where
India takes part, such as the RCEP (from which India recently withdrew), the
EFTA-India PTA, or the EU-India PTA.

China, on the other hand, continued to be actively engaged in expanding an
ever-growing network of PTAs after 2011. While being a relatively new player to
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the PTA game, as Table 1 shows, China’s agreements have become increasingly
comprehensive and deep over time. There has also been an interesting evolution in
terms of China’s PTA partner choice. China at first solely signed agreements with

Table 1. Overview and depth of Indian PTAs.

PTA partners Year Depth

Bhutan 1972 1
Global System of Trade Preferences (GSTP) 1988 0
India, Nepal 1991 0
Sri Lanka 1998 1
Afghanistan 2003 2
Mercosur 2004 1
South Asian Free Trade Area (SAFTA) 2004 1
Singapore 2005 4
Asia Pacific Trade Agreement (Bangkok Agreement amended) 2005 1
Bhutan 2006 1
Chile 2006 1
ASEAN 2009 2
South Korea 2009 5
Nepal 2009 1
Malaysia 2011 4
Japan 2011 5

Source: All data from D€ur et al. (2014). A depth index score of 0 indicates that the PTA is very shallow
whereas a score of 7 means the PTA is very deep.
Current version (January 2022). https://www.designoftradeagreements.org/downloads/. last accessed 21
February 2022.

Table 2. Overview and depth of Chinese PTAs.

PTA partner Year Depth

Hong Kong 2003 2
Macao 2003 2
ASEAN (goods) 2004 2
Chile 2005 3
Pakistan (goods) 2006 3
ASEAN (services) 2007 3
Singapore 2008 4
New Zealand 2008 4
Pakistan (Services) 2009 4
Peru 2009 5
Costa Rica 2011 5
Iceland 2013 5
Switzerland 2013 6
South Korea 2015 6
Australia 2015 5
ASEAN plus 2015 5�

Maldives 2017 5�

Georgia 2017 5�

Chile update 2017 5�

Mauritius 2019 ��

Cambodia 2020 ��

RCEP 2020 4�

Source: All data from D€ur et al. (2014) except for those indicated with
�

which are author’s estimate. For
the latter, we followed the same method as D€ur et al. (2014) and based our assessment on the full treaty
texts available at http://fta.mofcom.gov.cn/english/fta_qianshu.shtml. A depth index score of 0 indicates
that the PTA is very shallow whereas a score of 7 means the PTA is very deep.

��

¼ no full treaty text avail-
able yet.
Current version (January 2022). https://www.designoftradeagreements.org/downloads/. last accessed 21
February 2022.
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small trading partners, yet in recent years it has concluded agreements with devel-

oped economies in Asia Pacific (Australia, New Zealand and south Korea) and

Europe (Iceland, Switzerland). It has also launched negotiations with Japan; was

the driving force behind the RCEP, which includes Japan, New Zealand and

Australia (Smith, 2021); signed an investment agreement with the EU in 2020 as a

first step towards establishing PTA; and has sought a Bilateral Investment Treaty

(BIT) (and possibly a PTA) with the US since 2013.

A two-level game analysis of China’s PTA policies

In China the main actors involved in discussing and ultimately approving PTAs

are bureaucracies, in particular the Ministry of Commerce (MOFCOM), but also

the National Development and Reform Commission (NDRC) and other affected

units in the State Council such as the Ministry of Agriculture (MOA), or the

Ministry of Information Industry (MII). The NDRC in particular retains strong

planning attributes (it succeeded the former State Planning Commission) and is

often referred to as the ‘small’ State Council (Cabinet) since it has 26 departments

and bureaus and its jurisdiction spans over a large number of public policies

including monetary, infrastructure, industrial, agriculture and foreign economic

relations (Yeo, 2009). Other important veto players are bodies in the Chinese

Communist Party (CCP) related to these bureaucracies. One interviewee explained

the different trade positions in the bureaucracy as follows:

“Chinese interests are mainly domestic; this also has to do with the bureaucratic set-up. So,
for example, the Ministry of Finance, the Central Bank, MOFCOM and the Foreign Affairs

Ministry are all pretty much in favour of reform and trade openness and this may have to
do that they commonly interact with foreign actors, while the NDRC, MOA and MII, tend
to be more protectionist”5

Think tanks, which tend to be supportive of economic reform and liberal trade

policies, also play an important role in advising these actors on their economic pol-

icies.6 Differences also exist at the local (provincial) level, with coastal areas gener-

ally more open towards economic reform and trade (e.g., Guangdong, Shanghai,

Beijing, Tianjin) and the rustbelt provinces in the Northeast (e.g., Liaoning, Jilin,

and Heilongjiang) more closed.7

Within the CCP, factions historically hold different positions on trade policy,

with some strongly resisting changes to the domestic economy (Breslin 2003).

However, under Xi Jinping, and due to concerns of China falling into a ‘middle-

income trap’, a centralization has taken place (‘top-level design’) which seeks cau-

tious but far-reaching economic reforms.8 This centralization is important since, as

Young (2011) argues, it matters whether there are multiple agenda setters or not at

the executive level; and this also determines whether executives are able to go

beyond the limits set by domestic actors or not (L€utz, 2011). Under the administra-

tion of Hu Jintao, a more collegial set-up at the Standing Committee of the

Politburo meant that a wider number of agenda setters existed, something which

was at times interpreted as unnecessarily slowing-down the policy-making process.

This is an important distinction between China and India, where despite centraliza-

tion attempts under Narendra Modi, multiple agenda setters persist (see

next section).9
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Other actors influence China’s economic policies beyond party and government
elites. Kennedy (2005) critiques the often, and wrongly, shared assumption that
vested interests do not influence public policy since they are allegedly ‘subject to a
state-controlled association system that effectively blocks their ability to defend
their interests at the national level or because they establish patron-client ties with
bureaucrats to obtain privileged access [and] avoid onerous regulations’ (Kennedy,
2005: 2). China’s political economy has in fact changed substantially throughout its
reform and opening period, impacting relations between state- and societal actors.
China’s economy gained in complexity, with a variety of public and private actors
at different levels winning or losing from the signing of trade agreements, and will-
ing to protect their interests (Wan, 2010). There is a growing body of work, which
shows that that firms in China not only mobilize but also have the ability to suc-
cessfully influence policy-making via trade associations, various intermediaries, and
even through the direct lobbying of regulators and bureaucratic agents (Kennedy,
2005; Jiang, 2010).

In our interviews with policymakers, academics and trade negotiators, we find
general support for the idea that firms are indeed also politically active and influen-
tial actors in China’s PTA decision-making. More specifically, objections to PTAs
usually come from import-competing agricultural firms and service providers, while
firms in most other sectors actively lobby in favor of PTAs to further their inter-
ests. Of the pro-trade interests, export-oriented firms are typically most actively
engaged politically, according to our interviewees.10 It does matter whether a PTA
partner is an important export destination for the sector/firms in question in this
regard and, as hypothesized above, access to local or national bureaucrats is indeed
crucial for wielding influence on decision making.11 Our interviews also revealed
the relevance of size when it comes to political strategy and firm influence. One
interviewee explained:

“Global firms know much better how to push for their interests. However, they focus on
small issues that are crucial for them… On the other hand, one also sees a pull model
(government driven) on some issues. Usually the pull-side covers ‘big-issues’ or ‘big talk’ in
part reflecting that sometimes the government does not know much about particular
industries.”12

In relation to this, another interviewee mentioned the rise of big Chinese multi-
nationals as a key driver behind China’s PTA policy:

“An important change is the rise of big private firms such as Huawei, or Lenovo. These
companies are generally pro-trade and well connected and hence able to influence
trade policy.”13

Another of our interviewees added to this:

“There is plenty of lobbying, however this takes place in different forms. Small firms
mainly lobby at the local level. For example, Huada Jierui (华达杰瑞) is an important
biotechnology firm based in Shenzhen, but it has no strong networks at the national
level. Hence, the Mayor of Shenzhen will meet once a month with representatives from
the local firms and hear their concerns (in Beijing local government offices act as
important actors lobbying at the national level). Big firms such as Huawei or Haier
have very good networks both locally and nationally. Personal networks with the
different ministries are particularly important. In this sense smaller firms are mainly
reactive and do not shape FTA negotiations. But if they are hurt afterwards, they will
try to get something.”14
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Yet another interviewee pointed at the fact that foreign firms often play a much

more significant role in the decision-making process than Chinese firms:

“A substantial part of private firms in China do not really care about trade policy, as they
mainly produce for foreign companies and hence are not independent operating entities.
In other words, their trade interests are basically in line with what is most beneficial for
the companies they are producing for and they expect those companies to raise any
concerns regarding trade policy. [These] foreign (owned) companies are economically very
important and they can have a big influence on China’s trade policy. They may
put pressure on the Chinese government through direct lobbying or they ask their home
state to raise a certain issue with the Chinese… or they could (threaten to) leave
the country.”15

The factors outlined above support our first conjecture, that the degree of con-

centration, information, and access to bureaucrats are relevant factors in explaining

Chinese PTA strategy. We also find some evidence for our second conjecture

regarding policy feed-backs from experiential learning by domestic actors. In the

literature (e.g., Yang, 2009) there is evidence suggesting that as a newcomer,

Beijing chose to sign PTAs with relatively small players to learn how to negotiate

trade agreements. This point about diplomatic learning also came up in several of

our interviews.16 One concrete example mentioned was that the PTAs with EFTA

countries would provide valuable negotiating and diplomatic lessons for a possible

Sino-EU PTA in the future.17 However, what we are interested here is the learning

process of Chinese domestic actors based on their experience with previous PTAs

and how this in turn has informed China’s PTA strategy.
Various surveys conducted in the 2010-13 period show that in the first 10 years

after China started to sign PTAs in earnest, such experiential learning took place.

Based on one survey of more than 1000 exporting firms in China, Japan, Malaysia,

the Philippines, Singapore, South Korea and Thailand, Kawai and Wignaraja (2013)

show that, in this period, there was a sharp increase in Chinese exporting firms

making use of PTA preferences and that Chinese firms were the greatest users of

PTA preferences in Asia. Zhang (2010) surveyed 232 Chinese export-dependent

firms (including foreign owned firms) and showed that 45% indicated they use

PTA preferences and, when plans for using PTAs were also taken into account,

almost 80% of Chinese firms said they either used or planned to use PTA preferen-

ces. What is more, the majority of firms indicated that their perception of PTAs

was positive, as ‘they benefited from an increase in export sales due to widening

market access followed by greater convenience due to easier facilitation’ (Zhang,

2010: 26). These figures on usage of PTA preferences and perceptions of PTAs

among Chinese firms are substantially higher than those shown by studies carried

out a just a couple of years prior and show that, in relatively short period of time,

exporters in China became much more positive about the economic potential of

PTAs (Kawai & Wignaraja, 2013). These findings are also in line with data gath-

ered around the same time on the economic effects of China’s PTAs, which shows

that their net benefits are much more significant than previously thought. Urata

and Okabe (2010) find clear evidence for trade creation effects in the context of

China’s PTA network, while others have shown that, in 2013, 27% of total Chinese

trade took place within the setting of a PTA, which meant that China’s PTA cover-

age at that point was already higher than that of the US (26%) and only slightly

lower than that of the EU (34%) (Kawai & Wignaraja, 2013).
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Our interviewees confirmed that experiential learning by domestic actors,
including foreign owned enterprises, has taken place and has played a role in
China’s PTA strategy since then.18 The recently signed agreements with developed
economies like Australia, New Zealand and South Korea can be seen in light of the
Chinese leadership taking into consideration the (positive) experiences of domestic
actors with previous PTAs. Experiential learning based on these recent PTAs with
relatively small, highly industrialized countries is in turn feeding into current nego-
tiations with more advanced economic partners like Japan, the EU and the US.19

Experiential learning does not only seem to play a role in PTA-partner choice
but also in the substance and design of China’s PTAs. One concrete example has
to do with China’s shifting position on liberalization of agriculture. China origin-
ally refused to discuss agricultural products during PTA talks because of strong
resistance from the agriculture sector, which led for instance to a long stalemate in
PTA negotiations with Australia (Ravenhill & Jiang, 2009). However, China has
become more willing to discuss agricultural products in trade negotiations. The
first-time China accepted the elimination of tariffs on agricultural products was in
its PTA with New Zealand, accepting to phase-out by 2019 tariffs on imports on
almost all main agricultural products (Kawai & Wignaraja, 2013). Since then,
China has accepted a comprehensive coverage of agricultural products in almost all
its PTAs, including the agreement with Australia, which was eventually signed in
2015 (Salidjanova, 2015). As in the Japan-Mexico agreement (Sol�ıs & Katada,
2007), in China, trade liberalization through PTAs has also over time tipped the
domestic balance in favor of pro-liberalization forces; in particular, by showcasing
PTAs’ advantages and limiting the blocking potential of the agricultural lobby.
Trade liberalization (and liberal reforms in China more generally) has strengthened
(often private) export oriented firms vis-�a-vis more protected State Owned
Enterprises (SOEs) and this has helped to consolidate domestic pro-trade coali-
tions, thus creating a virtuous circle of trade liberalization.20 It must be noted that
at the same time China’s agricultural subsidies have risen dramatically in the last
two decades (Hopewell, 2019) and this could be seen as a way to better protect
domestic sectors affected by liberal reforms and trade liberalization, leading to
reduced opposition to PTAs.

Another area where a clear shift has occurred in China’s position is the inclu-
sion of trade in services PTAs. In its first-generation PTAs, China only agreed to
include the General Agreement on Trade in Services (GATS) principles. The coun-
try was forced to include these because of its WTO membership, but refused to go
further due to pressure from domestic service providers (Ravenhill & Jiang, 2009).
More recently, China has become one of the few Asian countries willing to move
beyond its WTO commitments, by including GATS-plus commitments in PTAs.21

The most comprehensive Chinese PTA in this regard is the agreement with
Singapore where coverage of services trade includes a chapter on the movement of
natural persons (Kawai & Wignaraja, 2013). In its agreement with Australia,
Switzerland and Korea, China has also accepted the inclusion of additional sectors
and improvements in areas such as environmental, financial, air transport, tourism,
health care and logistics services, as well as for providers of short-term contractual
services (The Economist, 2014).

We deem it plausible that this inclusion of service provisions in PTAs is related
to experiential learning by domestic interests. Apart from the more general logic
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described above about the strengthening of domestic pro-trade forces, liberalization
in services is particularly important to facilitate GVC trade and investments. There
has been a drastic increase in the integration of Chinese firms in GVCs, which
requires the elimination of cross-border impediments and facilitation of trade and
FDI in the region and beyond. As Zeng et al. (2021) have shown, recent Chinese
PTAs with strong services provisions have fostered both backward and forward
GVC linkages for Chinese firms. We therefore believe that Beijing has come to
view its PTA network as part of a supporting policy framework for deepening pro-
duction networks and supply chains formed by foreign MNCs operating in China
and Chinese owned exporters. We suggest that this is one of the main reasons why
China’s PTAs have become much deeper over time. There may be alternative or
complementary explanations for the latter. As recently suggested by Hopewell
(2020), China has been able to curtail US institutional or rule-making power in the
global trading system as part of the ongoing hegemonic struggle between these two
powers. While Hopewell’s analysis is based on the WTO and the OECD, one could
envisage that PTAs are another avenue through which China engages in rule-mak-
ing, and thus an important motivation for the Chinese leadership to initiate, cham-
pion, and conclude PTAs.

A two-level game analysis of India’s PTA policies

As in China, legislative ratification is not necessary for signing PTAs in India.
International treaties (including PTAs) are executive acts that can be concluded
trough the written approval of the Cabinet and which accordingly give central roles
to bureaucracies, especially the Ministry of External Affairs and the Ministry of
Trade and Industry. However, if PTA obligations entail changes to domestic law,
legislative action is necessary (Ministry of External Affairs, 2018). Another differ-
ence between the two countries is that, unlike China where the number of veto-
players in the executive have been reduced under Xi Jinping, in India, despite
Narendra Modi’s centralizing attempts, cabinet members continue to have veto
roles. Even if the Ministry of Commerce (MoC) leads trade negotiations, five dif-
ferent ministries (with different constituencies) are usually involved in them. The
process was explained by one of our interviewees:

“The Ministry of Commerce will circulate a white paper among the other ministries.
Ministries have in a way veto power in their areas, when they are concerned, their views
prevail over those of the Ministry of Commerce (e.g., Ministry of Agriculture). Once this
first round is completed, the Ministry of Commerce consults with the major stakeholders
(affected business associations e.g., car, textiles etc.). Once these views are taken into
consideration a proposal is drafted (usually at the sub-secretary level). This policy proposal
is then sent again to the other ministries for a second round of consultation (they might
have been approached by stakeholders or raise particular issues). Once agreement is
achieved, this goes to the cabinet where the issue is discussed (all ministers plus the Prime
Minister). Usually, ministers will respect the position brought by the other ministers if it is
in their field (unwritten rule/gentleman’s agreement). So, all in all domestic negotiations
tend to be more cumbersome and complicated than the international ones.”22

Even within the MoC divisions exist, as it includes both an industrial policy and
a trade branch. Foreign direct investment, regulated by the Finance Ministry, spurs
turf-wars. These blockages are in line with the expectations of the literature exam-
ining institutional constraints on policy-making and the role of veto players (see
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e.g., Tsebelis, 2002). As in China, where provincial representative offices in Beijing

play important lobby functions, representative offices of the Indian States in New

Delhi lobby for regional interests. However, states in India are much more power-

ful than Chinese provinces, an interviewee described it as follows:

“State governments are extremely important. The 28 states have their police forces, are in
charge of education (primary) and jointly with the Federal government for higher
education. Perhaps most importantly, they are also in charge of subsidies. So, if the Federal
government enacts a particular policy state governments might follow it if it serves them,

or they might ignore it if it does not serve them. Another important issue has to do with
party allegiances, so if the party in power at the central level is similarly in power in a
given state, they are more likely to follow the policies of the government. If, however it is
not, they will do whatever they want and ignore the federal government.”23

States can be very important for specific issues included in PTAs, for example

on government procurement, as another interviewee noted:

“This is a big problem why India is not able to negotiate PTA’s. At the federal level this is
not an issue, and India has already opened government procurement at the federal level
through the WTO. However, this is a huge issue at the state level. Some states are very
unlikely to agree to open government procurement at the local level. And here, as with
many other issues, states matter, given our federal decentralized system. For other parties
who would be willing to sign an FTA with India, given that significant investment is made

at the state level, this is a very important issue. One has to be reminded that some of the
states are gigantic, with populations of hundreds of millions of people.”24

Business associations and informal groups are relevant domestic actors too.

Amongst the latter, the Bombay Group has played a central role in reversing the

government’s early trade liberalization efforts in the mid to late 1990s (Sinha,

2019). Protectionist interests are relevant. The influence of import competing vis-

�a-vis export sectors looms large in India given its long history of closed markets

and import substitution industrialization (ISI). For the first thirty years after inde-

pendence, India followed a restrictive licensing regime whose intent was virtually

to eliminate imports of consumer goods (Krueger, 2010). India’s tariff levels remain

among the highest for a large economy. That being said, pro-trade interests exist as

well. Some industries have become strongly competitive since the reforms of the

1990s, particularly in the services sector. One would expect these firms to be the

most active in applying pressure towards trade liberalization, given that in this sec-

tor India has rapidly increased its export share. For example, exports of services to

the United States grew from 1.9 billion USD in 2000 to 16.9 billion in 2011 – more

than eight-fold; and from 12.7 billion USD in 2009 to 29.7 in 2019 – nearly 15

times the 2000 figure. In contrast, exports of goods to the United States amounted

to 10.7 billion USD in 2000 and ‘only’ 36.2 billion in 2011; by 2019 the figure was

57.7 billion USD, displaying a more modest growth pattern –nearly six-fold from

the 2000 figure.25

Compared with China, a different picture emerges from the manufacturing sec-

tor: trade with all main partners, except for the United States and China, is on pri-

mary products. Little incentives to further PTAs exist, since primary products are

easily traded and do not face major tariffs. While the economic reforms of the

1990s onwards increased manufacturing exports, no category or categories of man-

ufactures has shown exceptional growth; and hence no growth engine may be

found among them. Roy (2020) shows that the liberalization of the 1990s instead
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of leading to a regain in manufacturing, due to the high-costs of capital in India

(the banking sector is mainly stated-owned making access to credit often a matter

of good connections) led to a large wave of bankruptcies. Bardhan (2020) similarly

sees rent and cronyism in public banks as a main reason for India’s modest indus-

trial development.
The service sector on the other hand has been active in shaping trade policy,

particularly the National Association of Software and Services Companies

(NASSCOM) and the Software Technology Park in India (STPI). These sectors

sought the inclusion of service-export issues such as labor mobility for service sup-

pliers under GATS mode 4 in PTAs.26 However, trade partners, due to concerns

about immigration, have been reluctant to include this aspect in PTAs (with a few

exceptions such as Japan).27 In the cases where services have been included, such

as the agreement with Singapore, its implementation has disappointed (supposed to

take full-effect after 90 days, and still unfulfilled).28 The difficulty of including serv-

ices in PTAs appears to be one of the main reasons behind the lack of interest in

signing new PTAs and the stalled negotiations on, for example, the India–EU

agreement and the India-Australia agreement. Furthermore, the benefits of existing

PTAs have been limited for most Indian exporters.29 In terms of relative gains the

fact that most countries already have low tariffs, whereas those of India remain

comparatively high, means that the costs of signing new PTAs for India are sub-

stantial. The more surprising then, that India’s deeper agreements are like those of

other large traders in their rules of origin and dispute settlement. As explained by

an interviewee:

“Most RTA’s focus on manufactured goods but India’s main interest is services. Everyone
thinks of IT; however, this is only a small part, and is very strong in construction, tourism,
and education. For example, on the RTA with South Korea they didn’t want to sign an
FTA on services because we are very competitive on education. For this reason, an
agreement with the EU will probably not happen. They are asking for things we will never
agree to, and we are asking for labour mobility (mode 4), which I don’t think they will
agree to.”30

Another interviewee argued along similar lines:

“Clearly services. Maybe in a decade or so, if what people are saying that some
manufacturing will move from China to India, maybe then this could change. But for
this to happen there are many obstacles, such as building the necessary infrastructure.
At the moment, it is clearly services. When I say services, one needs to think beyond
IT, which is what everyone thinks about, or even highly qualified labour. A lot of
services have been moving inland so they are not even concentrated in the big cities
like Bangalore. A lot of this is low skill, inputting things in computers and the like,

but also other services like construction. Here one big advantage has been language
capabilities (English).”31

The agricultural sector has not had an interest in pushing for trade liberalization

either. In part this is because until the mid-1990s agricultural exports were not

allowed. This changed with the Uruguay Round, after which India began exporting

high-value added agricultural products such as fruits and flowers. However, these

exports never constituted more than 18% of agricultural production (Roy, 2020).

Another important reason why agricultural liberalization has been limited is the

long history of famines in India. This was a main reason why India traditionally

limited exports of agricultural produce. A vast majority of the population still lives
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in rural areas and Indian politics are still strongly local affairs, where most import-

ant policies are implemented (Bardhan 2020: 33).
The expectations of our first conjecture are thus partially supported as the well-

organized service industry has managed to have access and influence policymakers.

However, given that trade negotiations did not lead to meaningful concessions, this

coalition weakened. Another reason for the weakening of the pro-trade coalition is

that it did not include other important sectors such as industry and agriculture,

which either suffered from openness (manufacturing) or failed to gain substantially

from it (agriculture). A longstanding adviser to the government on trade matters

(both in the Singh and Modi administrations) explained that a lack of consultation

with broader economic sectors was to blame for a lack of a clear PTA strategy, but

that this has changed with the RCEP negotiations:

“A key problem for India’s policymakers has been figuring out what domestic preferences
are… The only consistent red line has been agriculture; but other than that, a general
problem of India’s PTA strategy has been coming up with a clear negotiating strategy,
objectives and non-negotiable issues. India’s negotiating partners clearly do so (e.g., the EU
with labor rights and the environment), but this has been more difficult for India. RCEP
was in this sense very important because it led to the kind of domestic debate, which made
it much clearer what our red lines were. So, this was an important learning process to
uncover domestic preferences, to know what domestic interests are important. This sounds
strange, but in reality, for a long time the government was able to sign PTAs without
much opposition because they did not really matter, no-one was too much affected. The
first time there was some opposition was with the South Asian Free Trade Area (SAFTA)
in 2004. Then, the state of Kerala was worried about competition from Sri-Lanka (e.g., on
textiles and agricultural products). The central government was able to compensate Kerala
and together with a strong push for liberalization by PM Singh, who had put his career on
the line for this objective, the agreement went through.”32

As to why RCEP failed, the interviewee added:

“RCEP from an Indian perspective was in essence an India-China PTA, since our trade
with ASEAN is limited and we already have an agreement with Japan and South Korea.
This was also the problem, since even before the border issues and other political tensions
India had concerns about China’s “cheating.” For example… when China enacted a policy
of 0% port-fees for ships carrying export goods from China to India. This was thus a
central concern in the RCEP negotiations, and more generally, the fact that India has had
a trade-deficit with RCEP partners for the past 20 years. So even liberals in the
government supporting the negotiations had to admit, this is a very long time to have a
widening deficit (you can’t keep this going on forever). There were significant discussions
inside the government, with both voices in favor and against the deal, but in the end, we
realized we could not have a deal with China.”33

The RCEP case shows that learning from iterative negotiations plays a role in

India’s trade strategy. However, the case also shows that our second conjecture

only applies for a limited number of domestic actors (especially policy-makers and

academics, including the NITI Aayog, of which more below) and not, as we had

expected, for businesses, public opinion, NGOs, or labor unions due to a lack of

consultations with these actors. This finding is surprising inasmuch as we expected

such results in autocratic settings like China, but not in democratic ones like India.

In fact, as explained above, the RCEP negotiations were the first ones in which a

broader number of domestic actors were able to shape trade policy.
That being said, experiential learning did play a role in India’s trade policy

reversal, albeit in a different manner to what we had expected in our second
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conjecture. Policymaking circles, informed by academic studies demonstrating little
trade effects of PTAs for India, shifted trade strategies accordingly. This resonates
with our expectations about experiential learning. Shortly after Narendra Modi
came to power, he replaced the existing planning commission (established after
India became independent and in charge of its five-year plans) with a policy com-
mission (Aayog in Hindi). The latter is known as the National Institution for
Transforming India (or NITI Aayog). NITI Aayog shares a similar origin with
China’s NDRC (both succeeded former state planning agencies), but the two insti-
tutions are not comparable.34 Even if they both play important roles in PTA strat-
egies, the NDRC (created in 2003) is a major regulator with a large bureaucracy in
both central and provincial levels. NITI Aayog was only created in 2015, it does
not have a large bureaucracy, is only present at the national level, and has a small
budget of ca. USD 50 million.35 NITI Aayog is essentially the government’s think-
tank, although it plays an important role in policy-decisions. The NDRC competes
with other ministries (e.g., MOFCOM) to set up policy, whereas NITI Aayog has
no similar peer-competitor. The key role of the institution is gathering views from
different stakeholders to guide policy-decisions. As such, rather than permanent
staff, NITI Aayog outsources studies to third parties (albeit to well-known academ-
ics and policymakers).

By the mid-2000s, academic studies had shown that India was not benefiting
from its PTAs (e.g., Akhter & Ghani, 2010, Joshi, 2012, Srinivasan & Archana,
2009), revealing that even deeper agreements which were expected to have signifi-
cant effects did not lead to trade increases, as with India-South Korea, or had only
marginal effects, as in the case of India-Japan (Pant & Deepika, 2015: 36). NITI
Aayog was given the task of evaluating India’s trade policies. In 2018 it made pub-
lic a critical and influential report ‘A Note On Free Trade Agreements and their
Costs’ (Saraswat et al., 2018). The report concluded that ‘India should carefully
review existing Free Trade Agreements (FTAs) before negotiating new ones’.
Drawing on an evaluation of India’s recent PTAs it suggests ‘unfavorable gains to
our trade partners’. The main critical points of the report include: a) that India’s
exports to PTA partners have not outperformed overall export growth or exports
to rest of the world; b) that PTAs have led to both increased imports and exports,
but that the increase has been larger in imports; c) that India’s trade deficit with
ASEAN, Korea and Japan has widened post-PTAs; d) that its main beneficiaries
have been metal importers and textile exporters; e) that tariff reductions do not
boost exports significantly (since Indian exports are highly responsive to income
changes and not to price changes); and f) that the PTA utilization rate is very low
(between 5% and 25%). This last point is notable when compared to China where
a growing number of exporters has made use of PTAs.

Conclusion

In this article, we provided a novel theoretical framework to analyze and under-
stand the trade strategies of emerging economies such as China and India. By
building on the two-level game literature, we argued that we need to take into
account non-legislative ratification processes and view trade negotiations as itera-
tive games to explain the preferential trade strategies of emerging economies. In
other words, to meaningfully apply the two-level game framework to countries like
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China and India, we need to adapt the domestic side (inside-out) of the equation.
A deepening and widening of PTAs should reflect, first of all, lobbying from
domestic actors benefiting from them (if they were able to form coalitions and
gain access to policymakers) but we propose that there is a difference in this regard
between authoritarian (China) and democratic (India) emerging economies. In the
former, business ties to the bureaucracy plays a pivotal role, whereas in the latter a
larger number of social actors (including the bureaucracy) are involved in ratifying
trade agreements. We also proposed that domestic actors would learn from the
effects of previous PTAs and adjust their preferences accordingly. Our findings
partly support these theoretical expectations.

In the case of China, we find that economic actors with strong links to local or
national bureaucrats that benefited from China’s PTAs have indeed pushed for a
continuation of PTA policies and deeper agreements. In part, these actors have
been successful since the executive (CCP leadership and bureaucracy) have less
divergent preferences than what was the case when China began signing PTAs.
Policymakers in MOFCOM, but also within the CCP, appear to have drawn lessons
about the positive effects of trade liberalization for domestic economic reform, and
have sought to continue widening and deepening them, albeit carefully. The rising
number of firms taking advantage of PTAs has translated into a strong lobby for
further liberalization being able to take on protectionist interests from some gov-
ernment ministries, SOEs and import-competing sectors. Widespread subsidies
have allayed the concerns of sectors and bureaucracies opposed to liberalization,
even if the latter often has harmful effects on trade partners (see e.g.,
Hopewell, 2019).

In the case of India, the evidence is more mixed. Although initially we did find
evidence of a strong pro-trade coalition as a result of India’s services industry in
areas such as IT (but also beyond that in sectors such as education and construc-
tion), this coalition has weakened. Despite concentrated interests in business associ-
ations such as NASSCOM and STPI, a lack of results in services-PTA negotiations
has dampened its interest and influence. More generally, until the RCEP negotia-
tions, the number of domestic firms and other relevant actors involved in trade
policy was very limited. This reflects a lack of consultation from government min-
istries and the limited effects of PTAs, as seen by very low utilization rates. We
find partial support to our second conjecture in that (central) government and (a
limited number) of domestic actors have drawn lessons from previous PTAs and
adjusted trade strategies accordingly. However, rather than PTAs tipping the
domestic balance against liberalization as the perceived costs of these agreements
rose over time (as we expected), in fact we find little involvement of most bureau-
cratic agencies, interest groups and public opinion. Instead, the widening trade-def-
icit and the lack of success in services negotiations led to a re-think in about the
benefits of PTAs, mainly in the cabinet and the planning agency NITI Aayog. That
being said, there is one partner which has an interest in negotiating intra-services
agreements with India: the United Kingdom. Services are very relevant in the UK
economy and Brexit shifted the balance of economic power in favor of India and
made the UK more willing to sign trade agreements with large emerging econo-
mies. This makes an India-UK PTA in the near future likely.

Frequently, economic relations of large emerging economies such as China and
India are examined from the perspective of international politics and systemic
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factors. Our study suggests that their trade policies cannot be explained without

understanding their domestic political economies. This aspect is even more relevant

when, as a result of the Sino-American trade war, attention is overwhelmingly

focused on US-China dynamics. Other large countries have agency too, as we have

seen in the case of India with regards to RCEP negotiations. This is not to say that

the international dimension is irrelevant, such as China’s hegemonic struggle vis-

�a-vis the US (Hopewell, 2020); in fact, in our view, these hegemonic ambitions

reinforce existing political economy dynamics in China, translating into a deepen-

ing and widening of PTAs. Less understood is that India also has (regional) hege-

monic ambitions, as can be seen by its rapprochement with the US and its

participation in the Indo-Pacific Strategy, both of which go against India’s long

held policy doctrine of strategic autonomy. What is crucial is that India’s hege-

monic struggles have not led to a similar outcome as in China because of domestic

politics. Thus, even if international politics play an important role, China’s and

India’s trade policies should not be primarily evaluated under this perspective. In

this study, we have shown that the size and complexity of these countries means

that their domestic politics will continue to trump international politics; this should

not be overlooked by scholars seeking to understand the shifting commercial strat-

egies of these large new traders.

Notes
1. Annex 1 provides anonymized information on the 22 interviews quoted in the paper.
2. See: https://www.designoftradeagreements.org/, last accessed 21 February 2022.
3. World Bank national accounts data, and OECD national accounts data files. Available

at: data.worldbank.org. Last accessed, 8 October 2021.
4. See the DESTA database (current version January 2022): https://www.

designoftradeagreements.org/downloads/. Last accessed 21 February, 2022.
5. Interview 2.
6. Interview 4.
7. Interview 2.
8. Interview 20.
9. Interview 12.
10. Interviews 6 and 9.
11. Interview 2, 3 and 5.
12. Interview 3.
13. Interview 5.
14. Interview 2.
15. Interview 6.
16. Interviews 1, 3, 9, 18.
17. Interview 1.
18. Interviews 3, 6, 9, 18.
19. Interview 7.
20. Interview 5.
21. Interviews 6, 8 and 9.
22. Interview 12.
23. Interview 14.
24. Interview 11.
25. USTR: US-India bilateral trade and investment. Last accessed 13.01.2021
26. Interviews 13, 14.
27. Interview 11.
28. Interview 18.
29. Interview 11.
30. Interview 16.
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31. Interview 14.
32. Interview 22.
33. Interview 22.
34. Interview 22.
35. See: https://www.niti.gov.in.
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