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A New Era of Globalization

THE world economy is facing a
new era of globalization,

characterized by digital integration
of economies. The digital
transformation of trade and cross-
border production has substantially
reduced the costs of international
trade, facilitated the co-ordination
of global value chains, helped
diffuse knowledge, ideas and
technologies and connected a
number of producers and
consumers globally. This has
changed the manner in which
enterprises organize international
trade - what they sell and to whom.
This has led to a number of complex
international transactions
involving combinations of trade in
goods, services and data crossing
different borders.

As per a recent studyby All
India Management Association
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and the Hinrich Foundation (2019),
digital trade in India has the
potential of reaching US$512
billion in 2030 (an increase of 14
times from current value of about
US$35 bn.) if cross-border data
flows and storage are fully
facilitated. The objective of this
article is to understand what is
digital-trade, analyze its
importance for India and provide
an overview of the barriers to digital
trade. The article concludes by the
way forward for achieving a
‘Digital India’.

What is Digital Trade?
While there is no single

recognized and accepted definition
of digital trade, there is a developing
consensus that it covers “digitally-
enabled transactions of trade in
goods and services that can either
be digitally or physically delivered,
and that involve consumers, firms,
and governments” (OECD, 2019).
Put simply, while all kinds of digital
trade are facilitated by digital

technologies, not all digital trade is
digitally delivered. For instance,
digital trade includes digitally
delivered software, e-books, data or
database services, and digitally
enabled but physically delivered
goods and services, such as a
purchase of a good on an online
marketplace or a flight booking
made through a matching service.

Importance of Digital
Trade for India

A recent study by McKinsey
(2019) finds that India is the second
fastest growing digital economy in
the world (first being Indonesia).
The public sector has been a strong
catalyst for India’s digitization. The
Indian government’s ‘Aadhaar’
programme (the national biometric
digital programme) has a big role to
play in this. The Goods and Services
Tax Network which was
established in 2013 and brings all
transactions onto one digital
platform has also been a good
incentive for businesses to digitize
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their operations. On the private
sector front, innovation and new
schemes has enabled access to
internet to millions of consumers.
The Reliance Jio’s plan of
bundling virtually free
smartphones with internet
subscriptions has spurred
innovation and competition
across this sector. Overall, mobile
data costs have come down by 95
per cent since 2013 (McKinsey,
2019). These are just few examples
which make the case clear-India’s
digital economy is rapidly
evolving. I  discuss few
fundamental indicators to build
this case stronger:

• Number of Internet Users

In 2015, developing and
transition economies accounted
for 70 per cent of the world’s
internet users. The largest
number of internet users were in

India and China (Figure 1). Out
of top ten internet users, only four
were developed economies. The
annual growth rates of internet
use in India was 4.6 per cent
from 2012 to 2015. In fact, nearly
24 per cent of the 750 million
people that went online for the
first time between 2012 and 2015
were from India (UNCTAD,
2017).

It is also important to point out
here that despite the
advancement India has made in
terms of the number of internet
users, it still lags behind several
other developing countries in
terms of some key ICT
development indicators. India
ranks 134 out of 176 countries in
its ICT development index. It
lags behind several Asian
developing countries like
Cambodia, Indonesia, Malaysia,
Philippines, Singapore, Sri

Lanka, Thailand, and Vietnam.
India ranks lower in terms of 3G
coverage; fixed broadband
subscription per 100
inhabitants; percentage of
households with internet access;
active mobile broadband
subscription per 100
inhabitants, and international
internet bandwidth per internet
user from most of these countries
(Banga, 2019).

• Importance of ICT Sector
for India

Services are a major part of the
Indian economy, contributing to
more than half of the country’s
gross-value added, attracting
more than 15 per cent of
cumulative foreign direct
investment and employing large
share of the work force. Today,
the services sector in India is one
of the fastest services sectors in

Source: UNCTAD (2017).
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the world. This can be attributed
to India’s natural comparative
advantage as a global services
provider owing to its vast
English-speaking population,
low costs of labour and a market
feedback mechanism that has
successfully encouraged
graduates to specialize in
industries (the ones enjoying
advent of global
communications technology)
having good prospects for the
future (Bajpai et al., 2018).

Within the services sector, it is
the information and
communications technology
(ICT) industry which is at the
core of the digital trade taking
place in India. The ICT industry
is usually the combination of
Information Technology (IT)
which focuses on computers and
related devices and digital
telecommunication, which
includes mobile phones, internet
and other digital networks.

India is among the top 10
economies with the largest ICT
services production in the
world. The value added of ICT
services for India is estimated
to have been about US$92
billion in 2015. Given India’s
linguistic and engineering
skills, it has been a pioneer in
ICT exports (particularly
exports of software services)
since the 1990s. Taking its
early bird advantage, India has
retained a comparatively large
market presence in the software
segment of IT industry (Saith
and Vijayabaskar, 2005). The
expansion of ICT services in
India’s trade is also an
indication of how much the
digital economy has grown.

Between 2014 and 2016, India
exported US$6566 million
worth of telecommunications
and computer services. In fact,
trade in ICT-enabled services is
also growing rapidly. As per
DGCIS (2018), India exported a
total of US$103 billion worth
ICT-enabled services (except
insurance) in 2016-17.

The performance of India’s ICT
sector is itself a yardstick of the
potential in further expanding
the digital trade in India.

• Barriers to Digital Trade

In order to facilitate digital trade
transactions, it is important to
remove barriers to trade in
services. This needs to be a focus
area in order to obtain market
openness in the new area of
digitalism.

The OECD’s Digital Services
Trade Restrictiveness Index
(DSTRI) identifies “catalogues
and quantifies cross-cutting
barriers that affect trade in
digitally enabled services”
across 44 countries for the time
period 2014-18. This index
shows that India is among the
top five most digitally
restrictive countries (the other
four being China, Russia,
Indonesia and Vietnam). The
restrictiveness is high on
account of restrictive policies in
public procurement and
settings of standards, usage of
several trade defence measures
on digital products and high
tariffs on import of digital
goods. There are also
regulatory and burdensome
barriers in the field of taxation,
foreign investment, and

intellectual property rights
(Ferracane et al., 2018).

However, on a positive front,
India remains relatively open in
its data policies. This openness
has created a framework
enabling India to become a major
exporter of ICT services.

Towards a ‘Digital India’
The Indian government

approved the programme on
‘Digital India’ in August 2014
with the vision of transforming the
country into a digitally
empowered society and
knowledgeable economy. A
substantial progress has been
made on this front since then. India
became the second largest market
of smartphones in the world. The
number of registered users in the
Aadhaar digital identity
programme has more than
doubled. There has been
impressive growth in the e-
commerce industry. There has
been increase in the use of digital
payments.

What we need in India is a new
digital  industrial  policy  that
develops an enabling legal and
regulatory framework to support
and facilitate digital interactions
(Singh, 2018). One aspect of digital
industrial policy should be to build
a supportive environment around
tech and digital start-ups that
have begun to emerge in India. The
programme ‘Startup India’ is a
right step in this direction. The
second aspect of the digital
industrial policy should be to focus
on building public digital and
data infrastructures, which
should go beyond connectivity/
access, and the IT/software
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layers. There are different types of
infrastructure the government
needs to focus on inter alia ,
infrastructure that enables safe
and secure digital transactions,
personal safe data architectures
and core sectoral data for different
sectors. Until and unless the
requisite digital and data

infrastructures are in place,
digitalization cannot exist. A third
aspect is data regulation, which
is also an important regulatory
issue right.  There has to be
recognition of the importance of
privacy rights and economic
value/ownership aspects of data,
and their interplay. Lastly, at the

centre of India’s digital revolution
lies the investment that the country
has to make in digital
infrastructure. The digital
industrial policy has to be all
inclusive so that it successfully
heralds a significant digital
transformation in India.

•
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