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ABSTRACT 

India and China have emerged as robust global economic powers during the last two 

decades. Their economic interactions, particularly in the field of merchandise trade, have 

increased tremendously. China has already become the second largest trade partner of India 

while India's share in China's global trade is also increasing continuously. With growing 

trade ties between the two neighbouring countries, it becomes important to analyse the 

distribution of gains from their mutual trade. Hence, this paper attempts to analyse the trends 

in India’s terms of trade with China. For this purpose, India's Net Barter Terms of Trade 

(NBTT) with China has been computed for the period from 1992-93 to 2007-08. For most of 

the years, during the study period, India experienced favourable terms of trade with China as 

compared to its overall unfavourable terms of trade. However, it has also been found that 

India's terms of trade were greatly influenced by one single commodity named iron ores & 

concentrates. 
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1. INTRODUCTION 

The distribution of gains from trade between the various trading partners has remained 

important concern in international trade theory and empirical literature. The concept of terms 

of trade has been developed to measure the distribution of gains from trade (Chishti, 2002). 

Terms of trade are considered to be a critical instrument to see the course of distribution of 

gains from trade to a particular country. Foreign trade generates large number of benefits to a 

country in the short and long run and also directly and indirectly. The gains are static as well 

as dynamic. They transmit from one industry to another. The terms of trade are a summary 

measure to have an idea about the distribution of gains by using the trade prices. The 

distribution of gains from trade among unequal partners has aroused much controversy 

because of the chances of more gain by the advanced country. Nevertheless, there is a 

likelihood of equal distribution of gains from trade when it is among equals because in that 

case there is relatively little scope for unequal exchange of value (Ghuman, 1986).  

India and China emerged as robust global economic powers during the last two decade and 

so. Their economic interactions, particularly in the field of merchandise trade, have increased 

tremendously. The share of China in India’s overall exports increased from 0.10 per cent in 

1990-91 to 6.65 per cent in 2007-08. Similarly, China’s share in India’s overall imports 

increased from 0.15 per cent in 1990-91 to 10.78 per cent in 2007-08. India’s exports to 

China have already got more diversified during the last few years. Many new items have been 

entered in India’s export list, but even then Chinese exports to India are more diversified vis-

à-vis Indian exports to China. India’s major exports to China belong to natural resource based 

and primary products while Chinese exports to India belong to manufactured products. 

Further, India is continuously facing the adverse balance of trade with China which is a 

serious concern from India's point of view. Hence, it becomes important to analyse the 

distribution of gains from trade between the two countries. The paper mainly focuses upon 

India’s terms of trade with China. The paper has been divided into five sections. First section 

deals with introduction and general context of the problem. Second section highlights the 

growth of India’s merchandise trade with China. Third section provides the results of some 

studies regarding India's overall terms of trade and with some specific countries. Fourth 

section examines India's terms of trade with China from 1992-93 to 2007-08. Last section 

sums up the main findings. 
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2.  GROWTH OF INDIA'S MERCHANDISE TRADE WITH CHINA 

India and China are emerging as economic powerhouses not only in Asia but also in the 

world. With their high growth rates and huge markets, these two Asian giants have attracted 

the attention of international business mangers to take a fresh look at the rapidly emerging 

opportunities in the two countries (Javalgi, et. Al. 1997). It is held that with the rapid growth 

of India and China, Asia is expected to regain its place as a centre of gravity of the world 

economy. While comparisons of the Indian and Chinese economic performance and their 

shares in the world market in various sectors continue unabated, the recent trend in bilateral 

trade and an emerging strategy of close economic cooperation between the two countries  

represents a significant development in the region. Moreover, the importance of both the 

countries in international business is becoming apparent with each passing day. So, it is 

extremely a fascinating subject to examine their trade ties for the simple reason that both are 

close neighbours and enjoy unbounded cultural affinity. Any attempt for strengthening trade 

relations or economic ties between these two countries would, therefore, be most rewarding 

for their rapid development.  

However, since 1962, India’s trade ties with China were almost cut down for fourteen years. 

This attributed to the continuation of strain in their political relations and the y followed 

restrictive trade practices towards each other. As a result of this syndrome, trade advantages  

emanating from geographical proximity and ethnic similarity have always remained elusive. 

However, the economic and diplomatic relations between these two neighbours restarted in 

the late seventies. In 1984, both the countries offered Most Favoured Nations’ (MFN) status 

to each other, which opened the boundaries of these two countries for their economic 

interactions. After that the high level officials’ visits put a positive impact on their trade 

relations. However, their trade relations got a big momentum only since 1990, when India 

started its liberalisation process. Further, the end of cold war and emergence of a vibrant 

Asian economy have altered the global balance of power during the nineties and China has 

emerged as one of the fastest growing economies in the world and become one of India’s 

major trading partners (ITPO, 2003). Chinese accession to WTO, in 2001, further 

strengthened the trade ties between these two neighbours.  

India's trade with China experienced various changes during the last two decades. These 

changes have been analysed via Table 1 which depicts the value of India's merchandise trade 

with China from 1990-91 to 2007-08. In 1990-91, India’s exports to China were merely Rs. 

33 crore which increased to Rs. 43597 crore in 2007-08. Similarly, India’s imports from 
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China also rose quite tremendously from Rs. 64 crore in 1990-91 to Rs. 109116 crore in 

2007-08. With the substantial growth of exports and imports, India’s total trade with China 

also increased remarkably, from Rs. 96 crore in 1990-91 to Rs. 152713 crore in 2007-08. 

India’s total trade with China decreased only once, by 5.74 per cent in 1998-99. This is due to 

the sharp decline in India’s exports to China. During the year 1998-99, India’s political 

relations with China became terse, which adversely affected their trade relations. After that 

the annual growth rate of total trade between the two Asian giants remained quite impressive. 

 

Table 1: Value of India's Merchandise Trade with China (Crore Rs.) 

Years Exports Imports Balance of Trade Total Trade 

Annual 

Percentage 

Change 

1990-91 33 64 -31 (0.29) 96  - 

1995-96 1113 2716 -1603 (9.88) 3829 20.14 

2000-01 3798 6863 -3065 (11.23) 10660 35.03 

2001-02 4540 9712 -5172 (14.29) 14252 33.69 

2002-03 9560 13512 -3952 (9.39) 23073 61.89 

2003-04 13579 18625 -5046 (7.68) 32204 39.58 

2004-05 25233 31892 -6659 (5.30) 57125 77.38 

2005-06 29925 48117 -18192 (8.92) 78042 36.61 

2006-07 37530 79009 -41479 (15.44) 116538 49.33 

2007-08 43597 109116 -65519 (18.38) 152713 31.04 

Note: Figures in parentheses show the percentage share in India’s overall negative balance of 

trade. 

Source: Calculated from Monthly Statistics of Foreign Trade of India, DGCIS; Kolkata, 

(Various Issues) 

Though, the values of India’s exports to and imports from China remained quite phenomenal, 

however one major problem from India’s point of view was its rising trade deficit with China. 

By and large, the balance of trade remained in China’s favour, except the years 1992-93 and 

1993-94, when India enjoyed favourable balance of trade with China of Rs. 67 crore and Rs. 

44 crore respectively. But, except these two years, India suffered adverse balance of trade 

with China. Further, the trade deficit with China accounted for only 0.29 per cent of India’s 
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overall trade deficit in 1990-91, which rose to its maximum i.e. 18.38 per cent during 2007-

08.  

Growth of India's merchandise trade with China has been greatly influenced by their political 

relations and global economic fluctuations. Table 2 shows that how India's trade with C hina 

has been influenced by these factors. During 1990-91 to 2007-08, the growth rates of India’s 

exports to and imports from China (i.e. 35.69 per cent and 40.39 per cent respectively) 

remained well above than that of India’s overall exports and imports (i.e. 11.61 per cent and 

13.56 per cent respectively). Further, as in case of India’s overall exports and imports, the 

growth rates of India’s imports from China remained higher than that of India’s exports to 

China (except sub-period 2000-01 to 2004-05). Moreover, during first sub-period (from 

1990-91 to 1994-95), Indian exports to and imports from China grew at fabulous rate, i.e. 

103.33 per cent and 164.40 per cent respectively. There are mainly two reasons behind this 

phenomenal growth rate. First, India initiated its liberalisation process during this period. 

Secondly, the political relations between these two nations turned to be good one, which 

positively affected their trade relations. However, during second sub-period, i.e. from 1995-

96 to 1999-00, their political relations again became gloomy due to their nuclear 

considerations, which negatively affected the growth of their mutual trade. Thus, during this 

period, the growth rate of India’s exports to and imports from China fell substantially, i.e. 

6.75 per cent and 15.67 per cent respectively. During third sub-period, i.e. from 2000-01 to 

2004-05, trade relations between the two countries improved rapidly. However, one thing 

should be noted here is that, during this sub-period, the growth rate of India’s exports to 

China (i.e. 56.52 per cent) remained much higher than that of India's imports from China (i.e. 

34.19 per cent). The major reason behind the rise in growth rate of exports was that during 

this sub-period, China joined WTO and put its door wide open for the world's traders. India 

also utilised this opportunity. Further, during this sub-period, Chinese construction industry 

was in boom, which augmented Chinese demand for Indian ores, slag and ash by great extent. 

It is worth mentioning that during this period, Chinese demand for Indian ores, slag and ash 

increased tremendously from Rs. 710 crore in 2000-01 to Rs. 13155 crore in 2004-05. 

Further, in 2004-05, this single commodity group constituted more than half of India's total 

exports to China. Thus, that was the major reason why growth rate of India's exports to China 

remained higher than that of India's imports from China. During last sub-period, i.e. 2005-06 

to 2007-08, the growth rate of India's exports to China fell substantially to 11.27 per cent, 

while the growth rate of India's imports from China increased rapidly to 52.80 per cent. These 

changes in the growth rates of exports and imports were happened mainly due to the 
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appreciation of Indian rupee. Due to the appreciation of Indian rupee, during this period, 

Indian exports got costly while her imports become cheaper. Thus, the growth rate of India's 

overall imports and her imports from China remained higher than that of India's overall  

exports and her exports to China. 

 Table 2: Growth Rate of India's Exports and Imports: China and Overall (At Constant 

Prices of 1993-94) 

Years 
Overall China 

Exports Imports Exports Imports 

1990-91 to 1994-95 103.33 164.40 10.78 15.59 

1995-96 to 1999-00 6.75 15.67 3.44 8.99 

2000-01 to 2004-05 56.52 34.19 12.30 12.17 

2005-06 to 2007-08 11.27 52.80 10.51 25.63 

1990-91 to 2007-08 35.69 40.39 11.61 13.56 

Note: Figures represent the annual average trend growth rates. 

Source: Calculated from Monthly Statistics of Foreign Trade of India, DGCI&S, Kolkata, 

(Various Issues).  

3. INDIA’S TERMS OF TRADE: AN OVERVIEW 

There is some literature available on India’s terms of trade based on different time series data. 

The first systematic analysis of India’s terms of trade over a very long period of time, i.e. 

from 1930-31 to 1967-68, was made by Chishti (1974). Author divided the above mentioned 

time period into five different sub-periods. The study showed that from 1930-31 to 1938-39, 

India’s NBTT remained unfavourable. It remained highly favourable from 1939-40 to 1948-

49, except one year, i.e. 1941-42. However, it remained unfavourable from 1949-50 to 1953-

54. In the subsequent years, i.e. 1954-55 to 1959-60, it remained favourable. But it remained 

highly favourable in all the eight years from 1960-61 to 1967-68. 

The study by Thiruvenkatachari (1976) concluded that the index of NBTT increased from 

100 in 1960-61 (base year) to 104.1 in 1964-65 and subsequently remained below 100 up to 

the year 1968-69. Mukherjee and Mukherjee (1980) calculated India’s terms of trade from 

1952 to 1978. According to their study, India’s terms of trade improved from 84.09 in 1952 

to 110.9 in 1972. But in the subsequent years, i.e. from 1973 to 1978, it remained 

unfavourable. Da Costa (1983) examined India’s terms of trade from 1968-69 to 1979-80. It 

remained favourable from 1968-69 to 1972-73 and declined afterwards and remained 

unfavourable continuously up to 1979-80.  
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According to Tandon and Hatti (1987), the NBTT of India remained favourable continuously 

over the period from 1960 to 1970. The index of terms of trade improved from 111 in 1960 to 

113.7 in 1966 and 116 in 1970. The study is based upon 84 per cent of imports and 92 per 

cent of exports of India. Tandon (1978) stated that India’s NBTT (base year=1958-59) 

remained highly favourable in all the years from 1958-59 to 1968-69. The index of terms of 

trade increased rapidly from 100 in 1958-59 to 119.7 in 1963-64 and then reached to 128.4 in 

1968-69. Thus, India experienced favourable terms of trade in sixties. Leonard (1993) 

computed India’s overall terms of trade from 1977-78 to 1984-85. According to the author, 

excluding the base year 1980-81, India enjoyed favourable terms of trade, except the years 

1977-78 and 1979-80. Similarly, Brar (1996) reported in his study that during 1978-80 to 

1988-89, India’s overall terms of trade remained highly favourable, except the year 1980-81. 

In 1980-81, it went below hundred, i.e. 87.4. However, after that, it remained favourable 

continuously for eight years from 1981-82 to 1988-89. Reserve Bank of India (2009-10) with 

base year 1978-79 showed that India’s NBTT remained unfavourable during 1978-79 to 

1982-83. However, after 1982-83, it remained favourable during the whole period from 1983-

84 to 2007-08. 

Table 3 and Figure 1 show India’s overall terms of trade from 1992-93 to 2004-05, with base 

year 1993-94. It shows that out of sixteen years, the overall terms of trade remained 

favourable only four times: 1994-95, 1997-98, 1998-99 and 2007-08 with index value at 

105.16, 100.64, 103.52 and 112.70 respectively. The unfavourable movement of overall 

terms of trade resulted from the slow increase in the price of overall exports as compared to  

relatively high increase in the prices of overall imports. It is noteworthy that since 1999-00, 

India’s overall terms of trade index deteriorated sharply and reached to its minimum in 2004-

05 (i.e. 76.20). The major cause of this deterioration of NBTT index is the sharp rise of unit 

value index of imports. However, after 2004-05, India's export unit value index improved 

rapidly while India's import unit value index declined sharply. These changes influenced 

India's NBTT positively and it improved to 112.70 in 2007-08. 

There is also some literature on India’s terms of trade with different countries. Mathur (1973) 

examined India’s terms of trade with US from 1951-52 to 1968-69. Chishti (1973) calculated 

India’s terms of trade, with the formerly East European countries from 1960-61 to 1969-70. 

Thiruvenkatachari (1976) examined India’s NBTT with the formerly USSR from 1960-61 to 

1969-70. 
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 Table 3: India's Overall Terms of Trade (1992-93 to 2007-08)   (Base Year 1993-94) 

Years 
Export Unit Value 

 Index 

Import Unit Value 

 Index 

Net Barter Terms of 

 Trade 

1992-93 89 101 87.88 

1993-94 100 100 100.00 

1994-95 104 99 105.16 

1995-96 102 107 95.21 

1996-97 106 122 87.12 

1997-98 124 124 100.64 

1998-99 129 125 103.52 

1999-00 127 138 92.63 

2000-01 132 149 88.43 

2001-02 130 151 86.51 

2002-03 131 167 78.37 

2003-04 142 167 85.10 

2004-05 154 203 76.20 

2005-06 168 181 93.03 

2006-07 182 186 97.96 

2007-08 198 176 112.70 

Note: figures are adjusted by changing the base from 1978-79 to 1993-94. 

Source: Handbook of Statistics on Indian Economy (2009-10), Statistical Tables, Reserve 

Bank of India, pp. 243. 

 

     Source: Based on Table 3. 
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Tandon (1978) examined India’s terms of trade with the formerly West Germany from 1951-

52 to 1968-69. Gill (1983) examined India’s terms of trade with formerly USSR from 1969-

70 to 1975-76. Rao (1991) examined India’s NBTT with US from 1960-61 to 1965-66 (base 

year=1958); and from 1970-71 to 1975-76 (base year=1968-69). Leonard (1993) analysed 

India’s NBTT with Japan from 1977-78 to 1984-85 (base year=    1980-81). Brar (1996) 

examined India’s NBTT with European Union and its four member countries, i.e. Belgium, 

France, formerly West Germany and UK from 1979-80 to 1988-89. Similarly, Madaan 

(1998) calculated India’s NBTT with Bangladesh from 1980-81 to 1993-94 (base year=1986-

87).  

The available literature shows that the movement of overall terms of trade of a country did 

not reflect the behaviour of terms of trade with any individual country or group of countries. 

It is not necessary that a favourable movement of India’s overall terms of trade was shared by 

each and every country. Further, there is no study available in the literature which focused on 

India’s terms of trade with China, and hence, the present study fills up the gap. 

4. INDIA’S TERMS OF TRADE WITH CHINA 

Meier (1963) has classified the various concepts of terms of trade into three categories: first, 

the ratio of exchange, i.e. net, gross and income terms of trade; second, the exchange of 

productive resources, i.e. single and double factoral terms of trade; and third, in terms of 

utility, i.e. real cost and utility terms of trade. All these concepts have their respective merits 

and demerits. But, the empirical verification of all of these concepts is not possible or 

extremely difficult. Among the various concepts of terms of trade, the Net Barter Terms of 

Trade (NBTT) developed by Taussing is widely prevalent and largely accepted. The nature of 

the available data permitted us the use of this concept only. It is also preferred because the 

traditional terms of trade controversy centred on this concept. The economic wisdom also 

suggests that the price of exports should be measured in terms of imports. Hence, the concept 

fulfils that objective too. Therefore, in the present study, the concept of simple commodity 

terms of trade (or NBTT) has been used, which can be defined as: 

 

  

 

 

 

NBTT   = 
Index of Unit Values of Exports 

× 100 
Index of Unit Values of Imports 
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The rise in the index of NBTT over the period indicates that comparatively a large volume of 

imports could be received in exchange of lesser volume of exports.  

Data on financial year basis for the calculation of terms of trade have been taken from the 

various yearly March issues of Statistics of Foreign Trade of India by Countries, published by 

Directorate General of Commercial Intelligence & Statistics (DGCI&S), Kolkata. For the 

best results of Net Barter Terms of Trade (NBTT), it is very important to collect data at most 

micro level, i.e. 8-digit HS classification. But the major problem with this data was the 

irregularity or very negligible presence of the commodities during the study period. 

Therefore, the data has been collected at 6-digit HS classification. Though, there has been 

problem with this data too, i.e. with the inclusion or exclusion of some major commodities at 

8-digit HS classification, the values of some commodities at 6-digit HS classification 

fluctuated sharply. But, there has no other choice because the quantity is available only for 

these two commodity groups. However, an attempt has been made to minimise this limitation 

by skipping those commodities which fluctuated sharply due to this reason. Thus, the 

commodities have been selected on the basis of their share and regular yearly presence during 

the study period. 

In foreign trade analysis, it is very difficult to get quoted prices for internationally traded 

commodities. Hence, one will have to make use of the unit values, instead of prices. Unit 

value is derived by dividing the value reported in trade statistics by reported quantity. The 

unit value indices for exports and imports have been constructed with the help of chain base 

indices by applying the Passche formula as below: 

 

Passche Index  = 
ΣP1Q1 

× 100 
ΣP0Q1 

 

Where, 

P - stands for price, 

Q  - stands for quantity, 

1  - stands for current year, and  

0  - stands for base year. 

Since the quantities of goods traded changed over the time, the current year quantities have 

been used as weights, in order to inter-mix the effects of price and quantity changes mutually. 

The chain base indices have been computed for the period from 1992-93 to 2007-08 with the 
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base year 1993-94. After that Net Barter Terms of Trade (NBTT) have been calculated by 

using the above said formula. 

The measurement of terms of trade with China involves some specific problems and issues. 

The terms of trade with China have been measured during the period from 1992-93 to 2007-

08 and not from 1990-91. The initial two years, i.e. 1990-91 and 1991-92 have been skipped, 

because of the irregularity of major commodities in India’s exports to China. The 

measurement of terms of trade involves that the exportables and importables must have 

regular presence every year in the trade during the study period. However, this was not the 

case in trade with China. It is important to note that the fast growth in trade leads to major 

structural changes in the trade and commodities appear and disappear from trade basket quite 

frequently. It creates the problems in constructing the long term time series. Therefore, the 

India's terms of trade with China have been calculated for the period from 1992-93 to 2007-

08. In fact, among the selected commodities, many commodities in both exports and imports 

did not exist during the initial two years1. But, these commodities played a very dominating 

role during the subsequent years. Thus, it was not possible to integrate the first two years with 

the rest of the years for calculation of terms of trade. So, it has been decided to drop the 

initial two years. For calculating NBTT index with China, sixteen export commodities have 

been selected (Table 4). Their share in India’s total exports to China oscillated between 

31 per cent and 66 per cent, and their annual average share remained 51.25 per cent. On the  

imports side, nineteen commodities have been selected (Table 5). Their share in India’s total 

imports from China varied between 21 per cent and 46 per cent, and their annual average 

share remained 28.69 per cent. The smaller percentage share of import commodities 

compared to those of export commodities was due to the non-availability or inappropriate 

quantum data for major commodities (e.g. projected goods, woven fabrics and tyre cord 

fabrics of nylon/other polyamides, etc.) Further, the strong diversification of Chinese exports 

to India was also responsible for this smaller share.  

 

1On the side of exports, important commodities namely oil-cake & other solid residues; 

frozen fish excluding livers & roes; iron ores and concentrates (agglomerated); shrimps & 

prawns frozen; simply cut or sawn granite; phthalic anhydride; granite merely cut into 

blocks or slabs etc., and on the side of imports penicillin and their derivative; phosphorus; 

other silicon; zinc not alloyed; refined lead; cinnamon & tree flowers; parts of telephonic or 

telegraphic apparatus etc. did not exist during the initial two years. 
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Table 4: Annual Average Percentage Share of Selected Sixteen Commodities in India's 

Total Exports to China (1992-93 to 2007-08) 

S.  

No. 
Commodities 

Annual 

Average 

Percentage 

Share 

1 
Oil-cake & other solid residues, whether or not ground or in the form 

of pellets, obtained from soya-bean oil 
4.36 

2 Chromium ores & concentrates 5.06 

3 Other frozen fish excluding livers & roes 4.31 

4 Iron ores and concentrates (non-agglomerated) 22.41 

5 Iron ores and concentrates (agglomerated) 3.90 

6 Granite crude or roughly trimmed 2.74 

7 
Single yarn, of combed fibres measuring 714.29 DCTX or more (not 

exceeding 14 metric number) 
0.94 

8 Aluminium oxide other than artificial corundum 2.47 

9 Shrimps & prawns frozen 1.59 

10 Simply cut or sawn granite with a flat or even surface 0.45 

11 Phthalic anhydride 0.62 

12 Other organic compounds 0.89 

13 
Mucilages thickeners, whether or not modified, derived from locust 

beans, locust bean seeds or guar seeds 
0.58 

14 Cotton yarn containing 85% or more by weight, put up for retail sale 0.42 

15 
Granite merely cut, into blocks or slabs of a rectangular (including 

square) shape 
0.42 

16 Other appliances of taps, cocks, valves, etc. 0.09 

Total Share 51.25 

Source: Statistics of Foreign Trade of India by Countries, DGCI&S; Kolkata, (Various March 

Issues) 
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Table 5: Annual Average Percentage Share of Selected Nineteen Commodities in India's 

Total Imports from China (1992-93 to 2007-08) 

S.  

No. 
Commodities 

Annual Average 

Percentage Share  

1 
Coke and semi-coke of coal/lignite/peat, whether or not 

agglomerated; retort carbon 
7.53 

2 Raw silk (not thrown) 5.99 

3 
Penicillin and their derivative with a penicillanic acid structure; 

salts thereof 
2.51 

4 Other organic compounds 2.37 

5 Phosphorus 0.80 

6 
Silk yarns (other than yarn spun from silk waste) not put up for 

retail sale 
0.61 

7 
Other parts of radio communication equipment and jamming 

equipment, etc. 
0.99 

8 Naphthols and their salts 0.57 

9 
Other parts of turntables, record-players, cassette-players and 

other sound reproducing and video recording 
0.79 

10 Other magnesium 0.81 

11 Other silicon 0.35 

12 
1-Naphthylamine, 2-Naphthylamine and their derivatives; salts 

thereof 
0.37 

13 Zinc not alloyed, containing by weight 99.99% or more of zinc  0.64 

14 Parts and accessories automatic data processing machines 2.11 

15 Other antibiotics 0.77 

16 Refined lead 0.37 

17 Tetracycline and their derivatives, salts thereof 0.39 

18 Cinnamon & tree flowers neither crushed nor ground 0.35 

19 Parts of telephonic or telegraphic apparatus 0.35 

Total Share 28.69 

Source: Statistics of Foreign Trade of India by Countries, DGCI&S; Kolkata, (Various March 

Issues) 
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Table 6 and Figure 2 show India’s NBTT with China from 1992-93 to 2007-08 with base 

year 1993-94. India enjoyed favourable terms of trade with China for all the years during the 

study period, except 1992-93 and 1994-95, when India’s NBTT index with China went below 

hundred, i.e. 73.85 and 93.29 respectively. However, India’s NBTT index rose steadily from 

107.28 in 1995-96 to 130.63 in 1997-98. But in 1998-99, it fell suddenly to 109.64. However, 

after that the NBTT index increased with tremendous pace, i.e. from 109.64 in 1998-99 to 

338.28 in 2007-08. It is noteworthy that since 2001-02, the NBTT index increased quite 

sharply. 

During 1992-93 to 2007-08, the unit values of both exports to and imports from China 

increased rapidly but with a lot of variations. As is clear from the table, the unit values of 

exports rose quite sharply from 90 in 1992-93 to 167 in 1996-97 and then declined 

continuously to 144 in 2002-03 except 2000-01 (when it rose to 151 from 142 in previous  

  Table 6: India’s Terms of Trade with China (1992-93 to 2007-08)  (Base Year 1993-94) 

Year 
Export Unit Value 

 Index 

Import Unit Value 

 Index 

Net Barter Terms  

 Trade 

1992-93 90 122 73.85 

1993-94 100 100 100.00 

1994-95 105 112 93.29 

1995-96 134 125 107.28 

1996-97 167 128 129.63 

1997-98 161 123 130.63 

1998-99 145 133 109.64 

1999-00 142 127 112.31 

2000-01 151 132 114.13 

2001-02 149 128 117.14 

2002-03 144 115 125.21 

2003-04 193 131 146.54 

2004-05 329 191 172.81 

2005-06 340 170 199.85 

2006-07 351 163 214.75 

2007-08 553 164 338.28 

Source: Calculated from Statistics of Foreign Trade of India by Countries, DGCI&S; 

Kolkata, (Various March Issues) 
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Source: Based on Table 6. 

year). However, since 2003-04, it increased tremendously and out-stepped the import unit 

value index with huge margin. In 2007-08, it reached to greater heights, i.e. 553. That’s why 

India’s NBTT index with China touched new heights in 2007-08. On the other side, during 

the same time period, unit values of imports increased with moderate varia tions and did not 

show huge ups and downs except the year 2004-05, when it went up quickly to 191 from 131 

of previous year. But, since 1994-95, the import unit value index remained well below the 

export unit value index and that’s why India enjoyed favourable terms of trade with China 

during the corresponding period. In other words, it can be said that the sharp rise in the prices 

of exports to China as compared to relatively slow rise in the prices of imports from China 

was the major cause for India’s favourable terms of trade with China.  

5. SUMMING UP 

To sum up, India experienced favourable terms of trade with China as compared to its overall 

adverse terms of trade. The prices of India’s exports to China increased quite faster than the 

prices of India’s overall exports. On the other side, during 1992-93 to 1998-99, the prices of 

India’s overall imports remained below the prices of India’s imports from China. However, 

since 1999-00, India’s import unit value index with China remained well below India’s 

overall import unit value index. That’s why during that period, India’s terms of trade with 

China improved significantly as compared to India’s overall terms of trade. However, there 

are some more reasons which are responsible for the divergence between India’s overall 

terms of trade and India’s terms of trade with China. The first reason may be that China is 

well known for its low or cheap price products, while on the other side, Indian exports to 

China are more costly. The second reason is that Indian exports to China were mainly 
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dominated by ores, slag and ash, whose prices to China went up sharply as against India’s 

exports to rest of the countries. On the other side, Indian imports from China were mainly 

dominated silk; machinery & parts; antibiotics; etc., whose prices remained stable and did not 

show big fluctuations like Indian exports to China. Third reason may be the lower share of 

selected imports for analysis as compared to selected exports. Thus, these factors have played 

the role of maintaining the prices of Indian imports from China at the lower level.  

Another specificity of India’s exports trade with China is the higher concentration in the 

export basket. It has been found that iron ores & concentrates (non-agglomerated) is the only 

commodity which played the dominant role in India’s terms of trade with China. In fact, 

Chinese construction industry is growing rapidly which needs a great deal of iron ores. 

However, Chinese own sources of iron ore are depleting rapidly. Further, the Chinese iron 

ore is not of best quality. Therefore, China has to depend upon Indian iron ore which is cheap 

than Japanese or Korean iron ore.  Thus, with the sharp rise in the demand, the unit value of 

this commodity went up sharply. This sudden rise in the unit value of this commodity made 

terms of trade index in India’s favour. On imports side, the unit values of Chinese products 

were lower not because of genuine price differences but because of low but acceptable 

quality of the products. This again made the terms of trade index to move in India’s favour.  

Hence, India’s terms of trade with China has been the result of the unique interplay of the 

prices of exportables and importables during that specific period.  
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