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September) registering a negative growth of 35.5 per cent over the same period of the
previous year.

Service Sector Performance

India is also moving towards a services-led export growth. The share of India’s service
exports in the world has gone up from 0.6 per cent in 1995 to 2.2 per cent in 2005,
largely driven by offshoring of IT & ITeS-BPO sector'’. The trend withstands India’s
position in the Global IT map, where India remains an attractive destination for IT-ITeS
services due toits low cost, high quality of product and services, skilled manpower and
favourable government policies etc (Figure 7).

Figure 7: India’s Service Exports and IT-ITes Industry Share

Source: NASSCOM

The impact of global financial crisis was relatively less on the India’s service exports till
December 2008. Service exports reached USS 102 billion in 2008-09 with a moderate
growth of 12.5 per cent over the previous year. The growth has been reasonably good
in miscellaneous services category which has increased its share by 16.1 percentage
points to 76.4 per cent in 2008-09 compared to 2000-01. The impact of global crisis
was visible on the India’s service exports, the growth of which was -21.4 per cent in the
first half of 2009-10 compared to the high growth of 27.6 per cent in the corresponding
period of the previous year. Except insurance all other sectors witnessed negative
growth?s,

17 The industry has enhanced India’s credibility as a business destination by creating a fundamentally new model
of global 24X7 service delivery, forging relationship with 75 per cent of the Fortune 500 companies, generating
immense savings for customers (savings from global sourcing for customers amounted to an estimated US $ 20
billion to US $ 25 billion in 2008) and promoting a focus on quality (65 per cent of all Capability Maturity Model
Level 5 firms are based in India) in addition, the industry has fostered the emergence of a large number of first
generation entrepreneurs. The total IT Software and Services employment is expected to reach 2.23 million in
2008-09 (excluding employment in hardware sector), as against 2.01 million in 2007-08, a growth of 10.9 percent
end of year. This represents a net addition of 226,000 professionals to the industry employee base in 2008-09.
The indirect employment attributed to the sector is estimated to be about 8.0 million. The industry has also
set a precedent for talent practices in India. It has created career opportunities for the youth, provided global
exposure and offered extensive training and development. Furthermore, the industry has been a front runner
in diversity at the workplace (over 30 per cent of employees are women; over 60 per cent of industry players
employ differently-abled people). The IT-ITES industry’s contribution to the national GDP is estimated to increase
from 5.5. per cent in 2007-08 to 5.8 per cent in 2008-09.

18 A negative growth rate of -8.2 per cent were registered in insurance sector during 2008-09 (April to December)
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DL Percentage Share CAGR Growth Rate (in USS)
Groups 2000-01
2000- | 2008- | 2008- | 2009- = t02006- | 2000- 2008- 2008- 2009-
01 09 09 10 07 01 09 09 10
Travel* 215 | 10.7 | 104 | 12.0 17.3 244 | -4.0 | 220 | 9.2

Transportation** 126 111 | 111 | 126 25.4 256 | 12.7 | 399 @ -10.6

Insurance 1.7 1.4 1.4 1.9 28.1 3712 | -13.4 | 1.8 | 6.1%**
GNIE 4.0 0.4 0.4 0.5 -14.6 30.8  17.5  30.2 =582
Miscellaneous 60.3 764 | 76.7 | 73.0 33.4 213 | 159 | 274 | -25.2
1.Software

39.0 455 475 534 30.5 28.8 | 149 | 353  -115

Services

2.Non-Software
Services****

213 | 309 | 29.2 | 195 38.0 11.6 | 175 | 16.3 | -47.5

(a) Business 21 162 165 127 | 876 | 153  -1.9 999  -395
gt;)r\fi':::c'a' 21 | 39 | 45 46 | 441 36 | 227 | 584  -19.2

(c) Communication

7.0 2.1 2.5 1.8 12.1 6.5 -9.8 | 11.0 | -42.0

Services

Total Service
Exports

100.0 | 100.0 | 100.0 | 100.0 28.7 224 | 125 | 276 | -21.4

Notes:

*

* %

%k % %k k

Travel, which is represented by the Foreign Tourist Arrivals and Foreign Exchange Earnings,
registered a higher year-on-year growth rate of 24.40per cent in 2007-08 as compared to
the previous year growth rate of 16.17per cent. Foreign Tourist Arrivals during the year
2008 were 5.37 million as compared to Foreign Tourist Arrivals of 5.08 million during the
year 2007. Foreign Exchange Earnings (FEE) in USS terms during the year 2008 were USS
11,747 million as compared to USS$ 10,729 million in 2007. During April-September 2008,
Travel Services registered a 22per cent growth rate as compared to 24per cent in the
same period a year ago. However, the impact of global financial meltdown is evident in
the latest numbers released by the ministry of tourism, India which reports foreign tourist
arrivals at 1.461 million in 4Q 2008-09 were 13.75per cent lower as compared to 1.694
million in 4Q 2007-08. Also, foreign exchange earnings during the same period were lower
at USS 2,731 million as compared to USS 3,935 million during January to March 2008.

Export of Transportation services have slowed down in past few years registering 25.58per
cent year-on-year growth in 2007-08 as compared to a growth rate of 46.02per cent in
2004-05 and 26.07 in 2006-07. Transportation was the only service recording a higher
growth rate of 38per cent in April-September 2008 from a 10per cent growth rate in April-
September 2007.

Insurance Services registered a higher year-on year growth rate of 37.15per cent over
the previous year growth rate of 12.52per cent. During April-September 2008, Insurance
Services observed a meager 1per cent growth rate as compared to a 29per cent growth
rate in April-September 2007.

Non-Software services, under miscellaneous receipts, recorded a fall in year-on year
growth rate from 29.34per cent in 2006-07 to 10.49per cent in 2007-08. Communication,
business and financial services were the major contributors to the decline in non software
services. Though Communication and Financial services recorded positive growth rates in
2007-08, the growth rates were substantially lower than previous year growth rates and
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similarly the decline was also attributable to a major negative growth rate recorded in
export of business services. This slowdown is the result of the banking financial services
and insurance sector being at the core of global economic slowdown. However, services
such as Construction, News Agency, Royalties, Copyrights and License Fees and Personal,
Cultural Recreational services registered higher year-on-year growth rates in the non-
software category.

Source: Economic Survey of India, 2009-10, Government of India

From the above table, it is revealed that the services exports have not been as
affected as the merchandise exports. The sub-sectors within services exports that
have registered some contraction are travel, insurance, business and communication
services. While fall in transportation exports is a reflection of the fall in merchandise
trade, fall in travel service is also reflection of the decline in tourist arrivals which
declined by 1.8 per cent in the first quarter of 2009-10. Foreign tourist arrivals (FTAs)
at 5.11 million registered a negative growth of -3.3 per cent as compared to 4 per cent
positive growth in 2008. The earning from foreign tourist arrivals which grew 9 per
cent in 2008 fell to USS 11.39 billion in 2009 with a negative growth of -3 per cent. The
Indian software and services exports including ITeS-BPO exports is estimated at US $
47 billion in 2008-09, as compared to US $ 40.4 billion in 2007-08, an increase of 16.3
per cent®,

Policy Responses to Promote Export During Crisis

Trade propels economic growth and national development. The primary purpose is
not the mere earning of foreign exchange, but the stimulation of greater economic
activity. For India to become a major player in world trade, an all encompassing, and
comprehensive view needs to be taken for the overall development of the country’s
foreign trade. The foreign trade policy (FTP) broadly spells out the priority segments in
external trade and also gives incentives and disincentives depending on the country’s
need. As mentioned above, the year 2008-09 was marked by adverse developments
in the external sector of the economy, particularly during the second half of the
year. India’s exports have suffered a decline since October 2008 significantly due to
shrinkage of demand in the traditional markets of our exports due to global economic
slowdown and the reduced international prices of commodities. India’s exports in
dollar terms showed a growth of about 48.1per cent from April to September, 2008
whereas from October, 2008, it started declining, bringing down the annual growth
to 13.6per cent in 2008-09. The current account was affected mainly after September

19 With the BPO going strong for the past few years, the Knowledge Process Outsourcing (KPO) - which may be
called the highest level of the BPO - is still at a nascent stage of development in the country. This evolution of the
market to the KPO will drive trends that will ensure very high-value service. in off shoring. These opportunities
in the KPO will help the Indian market climb the global value and knowledge chain. Though the IT-BPO sector is
export-driven, the domestic market is also significant. The revenue from the domestic market (IT Services and
ITES-BPO) is also expected to grow to about US $ 12.5 billion in the year 2008-09 as compared to US $ 11.7 bil-
lion in 2007-08 an anticipated growth of about 6.8 per cent. BPO demand in the domestic market has witnessed
noticeable growth over the past few years. The phenomenal growth of the Indian IT Software & Services and
ITES-BPO sector has had a perceptible multiplier effect on the Indian economy as a whole. It has created immense
opportunities for employment and has contributed to the growth of national income. It has also spawned the
mushrooming of several ancillary industries such as transportation, real estate, catering and has created a rising
class of young consumers with high disposable incomes, triggered a rise in direct-tax collections and propelled an
increase in consumer spending.
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2008 through slowdown in exports. On a balance of payments (BoP) basis, India’s
merchandise exports recorded a sharp decline of 24.2 per cent in fourth quarter of
2008-09 as against an increase of 47.2 per cent in fourth quarter of 2007-08 (Table 3).

(USS million)
. October-
ltem April-June July-September December January-March
2007-08  2008-09 2007-08 2008-09  2007-08 2008-09 2007-08 2008-09
(PR) (PR) (PR) (PR) (PR) (PR) (PR) (P)
1 2 3 4 5 6 7 8 9

1. Exports 34,356 = 49,120 @ 38,273 @ 48,987 @ 40,985 37,257 @ 52,549 @ 39,820
2. Imports 56,346 | 80,545 @ 59,510 @ 87,663 | 67,038 | 71,961 | 74,895 | 54,418

3. Trade
Balance -21,990 | -31,425 | -21,237 | -38,676  -26,053 | -34,704 -22,346 @ -14,598
(1-2)

4. Invisibles,

net 15,310 | 22,406 | 16,940 | 26,164 | 21,522 @ 21,671 | 20,820 | 19,345

5. Current
Account
Balance
(3+4)

6,680 -9,019  -4,297 | -12,512  -4,531 -13,033 -1,526 | 4,747

6. Capital
Account 17,880 | 11,254 | 33,533 | 7,778 | 31,269 | -4,848 | 26,516 | -4,447
Balance*

7. Change in

-11,200 | -2,235  -29,236 4,734 | -26,738 | 17,881 | -24,990 | -300
Reserves#

Note: *Including errors and omissions;# On BoP basis (i.e. excluding valuation); P: Preliminary;
PR: Partially Revised (-Indicates increase; + indicates decrease)

To counter the negative fallout of the global slowdown on the Indian economy and
export sector, the Government/RBI responded by providing carefully designed and
calibrated stimulus packages in the form of fiscal, monetary and export promotion
measures from time to time, including the announcements made in the Budget 2009-
10 and in the Foreign Trade Policy (FTP) 2009-14%, to provide support, particularly
to employment intensive sectors to affect the export sector in general and the
employment intensive sectors affected by the global financial crisis in particular
(Table 4).

20 The short term objective of FTP (2009-14) is to arrest and reverse the declining trend of exports and to provide
additional support especially to those sectors which have been hit badly by recession in the developed world. The
long term policy objective for the Government is to double India’s share in global trade by 2020.
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Table 4: Change in Employment due to Economic Crisis in Selected Industries

Non-Exporting Units Exporting Units Total

Gems and Jewellery -8.43 -11.9 -8.58
Transport 0.00 -4.03 -4.03
Automobiles -1.26 -4.79 -2.42
Metals -2.60 -1.24 -1.91
Textiles -1.29 0.32 0.91
Mining -0.32 -0.33 -0.33
BPO/IT -0.33 1.08 0.55

Total -1.33 -0.81 -1.01

Source: Ministry of Labour and Employment, Government of India, 2009

Some trade policy measures taken by Government of India, RBI to promote exports,

reduce inflation and increase employment opportunities in export oriented sectors
during 2008-09 and 2009-10 include the following.

Interest subvention of 2 per cent from December 1, 2008 to September 30, 2009
to the labour-intensive sectors of exports such as textiles (including handloom),
handicrafts, carpets, leather, gems and jewellery, marine products and SMEs. This
was further extended to March 2010 (Ministry of Textile, 2009).

Inclusion of handicrafts® items in the Vishesh Krishi and Gram Udyog Yojana?
(VKGUY);

Provision of an additional Rs 1,100 crore to ensure full refund of CST/terminal
excise duty/duty drawback claims on deemed exports.

Extension of the DEPB scheme till the end of December 2010%.

Restoration of DEPB rates for all items where they were reduced in November 2008
and increase in duty drawback rates on certain items effective from September 1,
2008.

21 According to Export Promotion Council for Handicrafts (EPCH), exports of handicrafts in April-Nov 2008 were of
$ 1074 millions lower by about 44per cent compared to the figures of $1927 millions in April-Nov 2007. Loss of
employment has also been quite substantial running into lakhs (trade estimates) in the two sectors of textiles
and handicrafts. In order to help its exporters out of these very difficult situation, EPCH has been trying its best to
secure sops from government so that the intensity of pain of its exporters is lessened. Apart from usual demands
such as increase in DEPB & drawback rates, lower interest rates on export credits, income tax relief, etc., EPCH
approached government with a very ingenious demand to include handicraft items in the list of Vishesh Krishi &
Gram Udyog Yojna (VKGUY), so that exports of handicrafts becomes entitled to 5per cent duty free scrip on an-
nual exports. It is a matter of great achievement for EPCH that its demand has been accepted and a Public notice
No. 115 dt. 15-12-2008 also issued in this regard.

22 Inthe last 5 years, around 900 products relating to ten sectors have been granted benefits under the Vishesh Kri-
shi Upaj and Gram Udyog Yojana scheme and 100 products covering more than 10 sectors were granted benefits
under the Focus Product scheme.

23 The DEPB scheme is popular amongst exporters as it reimburses customs duty paid by them on inputs through
duty-free scrips that can be sold freely in the market. Since the reimbursement rates are pre-determined , based
on the value of exports, exporters do not have to necessarily import inputs. In that sense, it is a kind of subsidy
for exports. The government has been considering replacing it with a new scheme that would reimburse state
taxes, as in the current DEPB scheme the reimbursement is not directly related to imports by exporters. However,
due to legal complications and disagreement between state governments and the Centre over who would hand
out the reimbursements, the new scheme could not take off. The scheme has, therefore, been extended on a
piecemeal basis, the latest extension effective till December 31, 2010.
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Provision of additional fund of Rs 1,400 crore for the textile sector to clear the
backlog claims of the Technology Upgradation Fund (TUF?4).

Excise duty reduction across the board by 4 per cent for all products except
petroleum products and those products where the current rate was less than 4 per
cent.

Extension of the adjustment assistance scheme to provide enhanced Export Credit
Guarantee Corporation (ECGC) cover at 95 per cent to badly hit sectors up to March
2010.

Sections 10A and 10B related to sunset clauses for STPI?*> (Software Technology
Park of India) and EOUs (Export Oriented Units) schemes respectively extended for
the financial year 2010-11. Anomaly removed in Section 10AA related to taxation
benefit of ‘unit vis-a-vis assessee’;

Additional items allowed within the existing duty-free imports entitlement for
some employment-oriented sectors like sports goods, leather garments, footwear
and textile items.

The guarantee cover under Credit Guarantee Scheme for Micro and Small
Enterprises on loans doubled to Rs 1 crore with a guarantee cover of 50per cent.
The guarantee cover extended by Credit Guarantee Fund Trust increased to 85per
cent for credit facility upto Rs. 5 lakh. The lock-in period for such collateral-free
loans reduced.

Measures related to service tax which include, among others, exemption from
service tax on services linked to exports like the transport of goods by road and
commission paid to foreign agents.

Diversification of exports to emerging markets of Africa, Latin America, Oceania
and CIS countries under the Focus Market Scheme and Market Linked Focus
Product Scheme?®.

Setting up a Directorate of Trade Remedy Measures to support Indian industry and
exporters especially the MSMEs, in availing of their rights through trade remedy
instruments under the WTO framework.

24 The Indian Textile Industry has suffered from severe technology obsolescence and lack of economies of scale,
which in turn diluted its productivity, quality and cost effectiveness, despite distinctive advantages in raw mate-
rial, knowledge base, and skilled human resources. While the relatively high cost of state-of-the-art technology
and structural anomalies in the industry have been major contributory factors, perhaps the single most impor-
tant factor inhibiting technology upgradation has been the high cost of capital, especially for an industry that
is squeezed for margins. Given the significance of this industry to the overall health of the Indian economy, its
employment potential and the huge backlog of technology upgradation, it has been felt that in order to sustain
and improve its competitiveness and overall long term viability, it is essential that the textile industry has access
to timely and adequate capital, at internationally comparable rates of interest in order to upgrade the level of its
technology. In the light of above, the Technology Upgradation Fund Scheme was launched on 01.04.1999 for a
period of five years, which has been subsequently extended till 31.03.2007, the terminal year of the Xth plan.

25 Software Technology Parks of India (STPI), is a society set up by the Ministry of Information Technology, Govern-
ment of India in 1991, with the objective of encouraging, promoting and boosting the Software Exports from
India.

26 It has been endeavored to diversify products and markets through rationalization of incentive schemes including
the enhancement of incentive rates which have been based on the perceived long-term competitive advantage
of India in a particular product group and market. New emerging markets have been given a special focus to en-
able competitive exports. This would of course be contingent upon availability of adequate exportable surplus for
a particular product. Additional resources have been made available under the Market Development Assistance
Scheme and Market Access Initiative Scheme.



<

Higher support for market and product diversification and additional resources
under the MDA (Market Development Assistance?’) and MAI (Market Development
Initiatives).

Introduction of EPCG at zero duty for engineering and electronic products, basic
chemicals, pharmaceuticals, apparels and textiles?, plastics, handicrafts, chemicals
and allied products and leather and leather products till March end 2011.

Duty drawback facilities on jewellery exports to neutralize duty incidence®.
In an endeavour to make India a diamond international trading hub, it has also
been planned that more diamond bourses will be established in key centres
like Ahmedabad, Surat, Kolkata and Hyderabad. The one in Mumbai is nearing
completion

Expanding the Market Linked Focus Product Scheme to bicycle parts, motor cars
and motor cycles, apparels and clothing accessories, auto components etc. for
exports from April 4, 2009 to September 30, 2009.

Enhancement of the Export Obligation Period under the Advance Authorization
Scheme from 24 to 36 months without payment of composition fee.

Widening the coverage of the ECGC by making available back up guarantee to the
ECGC to the extent of Rs350 crore to enable it to provide guarantees for exports to
difficult markets/products.

Abolishing basic customs duty of 5 per cent on rough / unworked corals.

Constituting two high-level committees, one chaired by the Prime Minister and the
other by the Cabinet Secretary for regular monitoring.

A Committee under the Chairmanship of Finance Secretary constituted to resolve all
problems related to non-availability of dollar credit to exporters by the concerned
Banks.

To accelerate exports and encourage technological upgradation, additional duty
credit scrips for status holders @ 1 per cent of the f.0.b. value of past exports for
certain specified sectors upto March end 2011.

New incentives in January 2010 by adding new products in FPS, new products and
markets under MLFPS, new products under VKGUY and new markets under FMS.

27 A Market Development Assistance Scheme is currently operated by the Ministry of Commerce with a view to
encourage exporters (including SSI exporters) to access and develop overseas markets. The scheme offers fund-
ing for participation in international fairs, study tours abroad, trade delegations, publicity, etc. Direct assistance
under MDA for small scale units is given for individual sales-cum-study tours, participation in fairs/exhibitions
and publicity. SIDBI operates a scheme of direct assistance for financing activities relating to marketing of SSI
products.

28 Textile has been one of the worst effected segments from the global downturn and resulting pressure in exports.
While there has been some improvement in demand from the developed countries, the textile space has become
increasingly competitive since the crisis began and industry insiders are contending that India was failing to com-
pete with rival exporters like Bangladesh and China on pricing as these countries were giving greater support to
their exporters. On the other hand, textile companies in India are facing increasing cost side pressures. Cotton
and yarn prices too have increased considerably this year and despite a partial ban on exports, prices continue to
remain significantly high on a year-on-year basis. This has not only put a lot of pressure on textile companiesa€™
margins, but has also curtailed their ability to compete on pricing front, particularly for smaller companies. An-
other reason for decline in exports by small players is that domestic demand has remained robust and attractive,
and these players therefore are preferring to cater to local buyers.

29 According to the provisional figures received from the Gem and Jewellery Export Promotion Council (GJEPC), the
total export of cut and polished diamonds for the month of August 2009 is US $1082 million (Rs 5171 crores) as
compared to US $1423 million (Rs 5970 crores) last year, declining by around 24 percent.
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Reserve Bank of India has also taken some steps to boost export sector. A special re-
finance facility has been put in place for banks for the purpose of extending finance
to exports, micro and small enterprises, mutual funds and NBFCs. Provisioning
requirements have been lowered. Export Credit Refinance facility for commercial
banks increased to 50per cent of the outstanding Rupee Export Credit. Further,
refinance facility has been granted to the EXIM Bank for an amount of Rs. 5000 crores
for providing pre-shipment and post-shipment credit in Rs. or dollars.

Indian Export Performance in Post Recession Period

As a result of measures taken by Governments of India and slow recovery in
international market, Indian exports started to recover since October 2008. However,
India’s merchandise exports during October 2009 at USS$ 13.2 billion recorded a decline
of 6.6 per cent, as compared with a decline of 3.7 per cent registered in October 2008.
But, the rate of decline in exports witnessed in October 2009 was the lowest since
November 2008. This was partly due to base effect®. The decline in exports which
began since October 2008 reached the maximum level at 38.9 per cent in May 2009.
Thereafter, the rate of decline in exports showed continues reduction. The export
performance improved considerably since August 2009, as the monthly rates of
decline in exports during August-October 2009 were much smaller than those in all the
previous months in 2009-10, i.e., April-July 2009. India’s merchandise exports during
November 2009 at USS$ 13.2 billion recorded a growth of 18.2 per cent as compared
with a decline of 13.5 per cent registered in November 2008%. India’s merchandise
exports during December 2009 at USS 14.6 billion recorded a growth of 9.3 per cent
as compared with a decline of 8.6 per cent registered in December 2008. The decline
in exports which began since October 2008 continued for twelve consecutive months.
The exports turned around by exhibiting an increase of 0.3 per cent in October 2009.
The positive growth in exports continued in November 2009 at 18.2 per cent and in
December 2009 at 9.3 per cent®*(Figure8).

Figure 8: Month Growth in USS Value of Exports During 2008-09 & 2009-10
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Source: Ministry of Commerce

30 When changes in the CPI in the base month have a considerable effect on twelve-month measured inflation, this
is commonly referred to as a base effect. Base effects are therefore the contribution to changes in the annual
rate of measured inflation from abnormal changes in the CPI in the base period.

31 Cumulatively, exports during April-November 2009 stood at US$ 104.2 billion, posting a decline of 22.4 per cent
as against a growth of 32.7 per cent during April-November 2008.

32 Cumulatively, exports during April-December 2009 stood at USS 117.5 billion, posting a decline of 20.4 per cent
as against a growth of 27.5 per cent during April-December 2008.
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Thus, India’s merchandise exports started to increase since November 2009 and
continued even in the month of December 2009. But the real recovery started in
Month of January 2010. India’s merchandise exports during January 2010 at USS 14.3
billion recorded a growth of 11.5 per cent as compared with a decline of 13.6 per
cent registered in January 2009. India’s merchandise exports grew by 34.8 percent
to USS$16.09 billion for the fourth consecutive month in February following revival of
economies in developed countries. The rise for the fourth straight month in February
comes after 13 successive months of decline since October 2008 due to the global
meltdown. India’s exports in February 2010 were valued at US$16.09 billion, which
was 34.8 per cent higher in dollar terms (26.7 per cent in rupee terms) compared
to the corresponding month last year at US$119.41 billion. However, exports during
the April-February period declined by 11.3 percent in dollar terms and 6.1 percent
in rupee terms to USS$S153 billion from USS$172.3 billion in the same period last fiscal.
Maintaining an upward trend for the fifth consecutive month, India’s exports grew
by a whopping 54.1 per cent to USS 19.908 billion in March this year as compared to
USS 12.916 billion in the same month of 2009. Evidently, India recorded the highest
growth rate (in value) among the world’s top 70 economies in merchandise exports
by clocking a 13 per cent increase during the March quarter over previous quarter.
In other words, India raked in 13 per cent more dollars from merchandise exports
valued at US$50,342 million during March quarter as against US$44,417 million in the
December quarter. It surpassed global majors such as China, US, Japan, France, the
UK and Germany, in the growth rate during the quarter, according to the World Trade
Organisation data*? (Table 5).

March 2010 (quarter) Dei;"::ﬁ;f;) 09 perlsﬁ::itocnhagg;e o
India 50,342 44,417 13
us 296,651 293,986 1
Japan 176,894 185,144 1
Germany 302,995 320,173 -5
UK 94,527 100,419 -6
France 129,796 131,104 -2

The data for about 70 economies representing about 90 per cent of world trade show
that merchandise trade declined in January and February 2010, then rose sharply in
March (Simhan, 2010). This trend was also seen in India. In March, 2010 exports rose
to $19,908 million as against US $16,091 million in February and US$14,343 million in
January, the WTO data show. India’s merchandise exports in May rose by 35 percent
to US $16.14 billion compared to $11.9 billion in the year-ago period. The exports
touched US$ 17.75 billion in June 2010, posting a 30.4 per cent growth as compared
to the corresponding period in 2009. But, merchandise export rose at its slowest pace

33 The value of world merchandise trade was around 25 per cent higher in the first three months of 2010 compared
with the same period of 2009, according to the WTO figures. Global exports rose by 27 per cent while imports
rose at 24 per cent, the WTO report says.

l- Export Trade Performance of Indian Economy during and Following the Global Financial Crisis
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in July 2010. During the month, exports grew by 13.2 per cent to USS$ 16.24 billion,
compared to US $ 13.62 billion in the month last year. India’s export growth, which
had slowed down to 13.2 per cent in July, bounced back to 22.5 per cent in August
2010 (Figure 9).

Figure 9: Monthly Exports Growth Rate During 2010-11
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Source: Ministry of Commerce and Industry

India’s exports have registered a growth of 23.4 per cent during September 2010, at USS
18.02 billion. But, the exports declined to 19.4 per cent in October 2010. Exports again
increased in November 2010 and stood at 35 per cent and 55.2 per cent in December
2010. Through export growth decelerated from July to September after high spurts
in Feburary 2010 to June 2010, cumulative export growth in April-December 2010-11
was good at 29.5 per cent with cumulative exports reaching USS 164.7 billion during
this period. India’s export value figures reflected significant growth during January
2011 at USS 20.6 billion as compared to USS$ 15.55 billion in the corresponding month
in 2010. India’s exports have registered a growth of 49.8% during February 2011, at US
S 23.6 billion®*. India’s export grew 44 per cent in March 20113, India’s merchandise
exports have reached to US $245.6 billion during 2010-11 (April-March) and recorded
a growth of 37.8 % over the corresponding period of previous year as against a decline
of 2.5% during 2009-10. In short, fiscal year 2010-2011 ended with exports recording
the highest ever growth rate of 37.7 per cent. The strong growth of in 2010-2011
indicates that the world economy has struggled off the adverse effect of the crisis,
leading to higher global demand. UAE, USA, China, Singapore and Hong Kong were
the top five destinations for India’s exports®. These five countries together accounted
38.9 per cent of India’s total exports.

34 During April-February 2010-2011, the following sectors have done well viz., engineering, 81% ($ 52.7 billion);
gems & jewellery, 5.4% (26.9 billion); POL, 34% ($ 32.9 billion); RMG, 2% ($ 10 billion); manmade fabrics, 14% ($
3.7 billion); cotton yarn, 43% ($4.9 billion); electronics, 40% ($ 7 billion) plastics, 41% ($ 4.1 billion); chemicals,
22% (S 7.5 billion); pharmaceuticals, 15% (S 9.1 billion); carpets, 37% (S 0.9 billion); leather, 11% ($ 3.3 billion);
and marine products, 20% ($ 2.3 billion).

35 Total exports during March was $29.1 billion, compared to an average of $20 billion per month for the full year.
Exports were in their teens during the early part of last year. After remaining in the $7-8 billion range for several
months (and registering year-on-year declines), India’s oil import bill again started climbing in March.Oil imports
during March was $9.4 billion, 8.2% higher than March 2010, reflecting the stress put by galloping crude prices on
the Indian economy. India imports around 75% of its consumption, though the recently started Rajasthan block
production helped bring the zooming bill under control. For the full year, oil imports were at USS$ 101.7 billion, an
increase of 16.7% over the $87.1 billion during 2000-10.

36 Exports to China recorded the fastest increase of 77 per cent during April to January 2010-2011. Exports to other
five markets increase in the range of 16-36 per cent.
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The trend of robust growth in exports that commenced in the second half of 2010-
11 continued in 2011-2012. In April 2011, exports grew by 34.4 per cent to USS 23.8
billion. The increase was over an equally hefty rise of 42 per cent in April 2010. India’s
Exports during May, 2011 were valued at US $ 25941.28 million (Rs. 116488.01 crore)
which was 56.93 per cent higher in Dollar terms (53.82 per cent higher in Rupee
terms) than the level of US S 16530.85 million (Rs. 75730.31 crore) during May, 2010.
Cumulative value of exports for the period April-May 2011 -12 was US $ 49790.60
million (Rs 222307.44 crore) as against US $ 34272.98 million (Rs154681.89 crore)
registering a growth of 45.28 per cent in Dollar terms and 43.72 per cent in Rupee
terms over the same period last year.

Recovery in Service Exports: as mentioned in the paper, Indian exports of services did
not decline much due to global financial crisis®’. In fact, considering net exports of
total services and services in IT sector, each quarter of 2008-09 performed better than
the corresponding quarter of 2007-08. As per the WTO press release, India ranked
at 9% position in world trade in commercial services. However, slowdown in services
export witnessed during 2009-10, but it was not much. Overall performance of service
exports during and post financial crisis is satisfactory.

Year 2007-08 2008-09 2009-10
Services Exports 90342 101678 (PR) 93791(P)
Merchandise Exports 166162 189001(PR) 182163(P)
Total Exports 256504 290679 275954

Note: P- Preliminary; PR-Partially Revised

But, the recent protectionist measures put in place by the US against IT outsourcing
will undoubtedly hit Indian IT firms. However, we believe that the impact will not be
as large as the local media suggests and that the US is unlikely to pile on significantly
more protectionist measures going forward, although we do not rule out more political
bluster ahead of congressional elections in November. Recent protectionist moves
by the US, including the near doubling of IT-related visa fees for companies which
hire a large number of foreign employees, and a decision by the State of Ohio to ban
government projects from being outsourced, will deal a blow to India’s IT companies.

India’s trade has increased rapidly, by 11 per cent a year since 1978. Though its export
share also went up from 0.4 per cent to 1.2 per cent, it is still a rather minor player in
the world economy. In recent years India has also made rapid stride in services exports

37 Services growth slowed in 2009-10 as a result of the global recession, but the decline was less pronounced than
the slowdown in merchandise export growth, and has recovered rapidly in the first half of 2010-11 with a growth
of 27.4 per cent. The overall openness of the economy reflected by total trade including services as a percentage
of GDP shows a remarkable increase from 29.2 per cent in 2000-01 to 53.9 per cent in 2008-09, though it dipped
to 46.1 per cent in 2009-10 due to the global crisis. The dip was more due to fall in share of merchandise trade to
GDP to 35 per cent in 2009-10 compared to 41 per cent in 2008-09. The fall in the share of services trade to GDP
was less than 2 percentage points from 12.9 per cent to 11.2 per cent.
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and improved its share in worldwide exports from 1.2per cent in 2000 to 2.7per cent
in 2008. India’s rank among leading services exporters in the world moved up from 22
to 9, with the value of commercial services exports from India rising from US $17.6
billion to over US $102 billion in the same period. Share of Services exports to the
gross domestic product (GDP) ratio currently stands at around 9 per cent. Further, it
is expected that India will continue its growth in trade and economy, rendering the
country a more significant role in the world, especially as China’s future expansion may
be constrained by rising costs. Notably, during the time global financial crisis, India’s
export performance was satisfactory compared to other Asian economies (China,
Japan, South Korea, Malaysia, Taiwan and Thailand). In fact, Indian merchandise
exports grew the fastest in 2008-09 with Korea a close second. India’s exports increased
from USS 44 billion in 2002-03 to USS$ 163 billion in 2008-09 (CAGR of 24.5 per cent).
However, in October 2008, India’s exports growth rate turned negative (-12.1 percent)
which continued ftill October 2009 (negative export growth rate for 13 months).
Thus, the picture was different in 2009-10. South Korea was the best performer with
negative growth in only four months and a smaller decline than other countries. With
the recovery of global economy and strong initiatives of government of India, exports
growth rate turned positive in November 2009 and continue till date. The latest
figures gave hope to policymakers on meeting the exports target of USS 450 billion
by 20143, The export performance of service sector was highly satisfactory during
global financial crisis. IT software and service exports from the country has grown
from USS 17.7 billion in 2004-05 to USS 47.7 billion in 2008-09. However, the overall
services exports declined by 7 per cent during January-March 2009 and by 3 per cent
in the subsequent quarter as compared to a positive growth of 14 per cent and 22 per
cent respectively in the first two quarters of 2008. Main reason for this dip in software
service export was deep recession in North America, UK and European markets that
account for more than 85 per cent of Indian software and services exports. Thus, it is
expected that India has the capability to double its share in the global services exports
in the next four-five years.

Thus, slowdown in economies of US and Europe has seriously affected Indian exports.
The crisis was real and big in exports sector; affected some sectors very badly. The
fall in exports from India has proved to be disastrous as it has led to the closure of
businesses and the loss of employment running into lakhs. Thousands of migrant
labourer who lost their employment due to crisis, had return to their villages. To quote
Sainath (2009):

The collapse of the export market in urban Gujarat has had hard to imagine
ramifications in Orissa’s villages. That collapse has seen nearly 50,000 of close to
half a million (overwhelmingly male) migrants in Surat, to return to Ganjam. Migrant
remittances are mainstay for Ganjam’s roughly 3.5 million people.

Therefore, it is a major challenge for India to properly manage the fallout from the
current global slowdown on its export sector and limit the adverse consequences
for employment situation in the country. To build resilience of the economy to

38 But it has also left them worried over the mounting trade deficit.
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trade shocks and improve competitiveness of the exports, it would be useful for the
government to consider some mitigating strategies. First, labour intensive sectors such
as textiles and handicrafts which were the worst affected by the crisis are proposed
to be given special attention®. Second, there is need to diversify the destinations,
and making exports to emerging economies like Africa, Latin America, Oceania and
CIS countries are more viable. Third, India has potential to significantly increase its
exports from the current level (potential products) or start exporting the new product.
As a first step in harnessing this potential, it may be useful for the industry and
government to identify specific reasons why India’s comparative advantage in these
products has not translated into export gains. As India is in the process of negotiating
free trade agreements with most of these countries, this opportunity could be used
to address border and behind-the-border trade-related constraints identified in the
importing country. Fourth, during 2008, Indian currency depreciated more than 20
per cent against the US dollar. Despite the remarkable depreciation of Indian rupees,
exports declined significantly during 2008-09. Thus, there is a need to understand the
fact that India’s exports depend less on the value of rupees and more on the quality
and reputation of products. Evidently, in 2007-08 in the phase of appreciation of
Indian rupee, India achieved significant growth of 27 per cent, while after the rupee
depreciate, September 2008, registered an export growth of only 10.4 per cent. Fifth,
though India continues to be the most preferred destination for global IT sourcing
due to its talent pool, top-quality management and security and quality focus, there
are certain short-to-medium term challenges that need to be addressed swiftly. For
merchandise export, it is suggested that India needs to map out its technological gaps
and invest heavily on R&D so that it makes products and sells goods & services of
supreme quality so that Indian products can create space for themselves. Investment
in R&D in India is just negligible; as a result it still imports equipments and processes
for setting up power plants, oil & gas facilities, telecommunication infrastructure,
engineering plants and so on and so forth.

39 As India’s exports slow down, a worried UPA government on Monday induced fresh stimulus worth Rs 1,050
crore to labour intensive export sector such as handicraft, leather, handloom, silk carpets, toys, engineering items
and sports goods. The sops include an additional benefit of 2per cent bonus (interest rate subvention for pre-
shipment credit), over and above the existing Sper cent, to these sectors. Other measures include extension of
schemes like EPCG and Duty Entitlement Passbook (DEPB). Government’s objective is to avoid another spell of
unemployment which might occur due to lack of orders from US and Europe.
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George A. Akerlof and Robert J. Shiller.

Animal Spirits: How Human Psychology Drives the Economy, and Why It Matters for
Global Capitalism. (Princeton: Princeton University Press, 2010, ISBN: 978-0-691-
14592-1, 230pp., $16.95)

This book appeared against the backdrop of a near meltdown in the U.S. economy and
the election of Barack Obama as President of the United States. Because candidate
Obama championed stimulus spending to repair the economy, there was anticipation
that the release of Animal Spirits would coincide with a renewed enthusiasm for the
economics of John Maynard Keynes inside 1600 Pennsylvania Avenue.

More important than the timeliness of the book was the legacy that it leaves behind.
This book helps us to understand as never before how macroeconomics really works.

The authors suggest that Keynes’ animal spirits drive the economy, especially the
troublesome fluctuations that free market economists have never been able to
adequately explain. By “animal spirits” Keynes meant the restless and inconsistent
elements in the economy, particularly how we relate to uncertainty or ambiguity.
These are mental phenomena that are often irrational or non-logical, and beyond the
interest of most economists. For this reason, animal spirits remained an unarticulated
portion of Keynes'’ classic General Theory of Employment, Interest and Money.

As 2009 began, it was obvious that thirty years of a virtually unregulated free market
economy had not resulted in great prosperity but had brought the U.S. and the world to
the brink of financial disaster. Thus, some economists looked to an old hero in Keynes
to right the ship. Social science, meanwhile, accumulated 75 years of knowledge since
Keynes’ General Theory to help us better interpret the animal spirits and how they
guide the economy.

First and foremost among the animal spirits, according to the authors, is confidence
in the economy. As they rightly note, such confidence is not gained through a highly
rational process of feeding data into computers and assessing the results. More likely
it is a gut check, a feeling, an instinct of some kind that the economy will go well. More
than that, it is a deeply intuitive trust that the economy will prosper. These feelings, as
the authors point out, are non-logical processes.

Second, the setting of wages and prices depend largely upon concerns about fairness,
something that does not typically concern economists. Third, when the economy is
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going well there is a temptation toward corruption and anti-social behaviour. For too
long, corruption has been treated as a rare event. The corrupt individuals are replaced
and economic life moves on. But there has been too much corruption over the years
and a broad range of legal instruments enacted to combat it. Why then, does it persist?
It is because temptations toward corruption play a role in the daily operation of the
macro economy. Fourth, money illusion occurs when the public is confused about
things like inflation or deflation, and does not reason through its effects. Finally, our
sense of reality of who we are and what we are doing is intertwined with the stories
of our lives and the lives of others. These collective stories play an important role in
the economy.

It stands to reason that any book that helps us understand the economy will also be able
to provide relatively straight answers to essential questions about macroeconomics,
and the book does not disappoint in this regard. Why do economies fall into
depression? In the two most significant depressions in U.S. history, fundamental
changes in confidence in the economy, the willingness to press pursuit of profit to
antisocial limits, and changes in the perception of economic fairness were vitally
important influences.

Much to Akerlof and Shiller’s credit, they do not discard all previous understandings
of economic theory to arrive at the answers they document. At a fundamental level of
economic performance, free markets do work. It is the corrections or adjustments that
have caused us the most pain, and we are now in better position to analyze the active
features of these adjustments because of animal spirits.

As everyone now knows, history interceded to ruin the authors’ dream of becoming
trusted advisors to the new President. Voter backlash against the growing federal
deficit lead to Democrats being shellacked in the 2010 elections and the President
beating a hasty retreat toward neo-liberal policies of his predecessors. As a result,
America may be in line for a much longer recovery than originally planned due to
the abandonment of Keynesian economics in mid-stream of Obama’s first term.
This matters little in the end, because the legacy of this book as a restarting of the
conversation about how capitalistic economies really work is one that will last far
beyond the Obama Administration and several successors.

The future is bright for the field of behavioural economics. As behavioural economists
get to know the animal spirits better, we will gain a more nuanced comprehension
of how the animal spirits direct the economy. This book is not just a renewal of a
conversation but the beginning of a research agenda. There is an immense potential
forinterdisciplinary work between behavioural economists, psychologists, sociologists,
social psychologists, and criminologists that could be beneficial to all parties. An alliance
between behavioural economics and sociology, for example, could lend sociology
a much needed sense of legitimacy. In return, sociology could assist behavioural
economics to better understand those episodes of overconfidence — manias - as well
as the panics which signify the bursting of the bubble. Such an examination might
result in critical questions being asked of business leaders earlier in the game as the
bubble is growing. Painful though the questions might be, asking them could lead
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investors away from a ruinous downfall. The authors probably know that with these
kinds of inquiries, economics could renew its reputation as the dismal science. Even
so, the economics they portray is energetically infused with human qualities. Whether
economics can be a human science is the debate that lies ahead.

Assoc. Prof. Stan C. Weeber
McNeese State University

Lake Charles, LA, USA
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Hard Line: The Republican Party and U.S. Foreign Policy Since World War II. (Princeton:
Princeton University Press, 2010, ISBN 978-0-691-14182-4, 386 pp., £18.00)

Colin Dueck’s superbly written history of Republican American presidents since the
end of World War Il is a fine introduction to American conservatism and American
presidential politics alike. Most historians and political scientists focus their attention
on a single administration and try to describe changes within a single or between
two or three consecutive administrations. That is quite fine of course, but what is
often missing is the evolution in a particular brand of a political party’s approach to
a specific area over a prolonged period of time, a longue durée so to speak. This lack
of attention to changes in the long run has contributed to the misperception that
there is one Republican or Democratic angle to foreign affairs. Dueck therefore tries
to complement the history by focusing on the evolution of Republican foreign policy
over the past six decades and though the book’s title suggests a consistent Republican
approach to foreign affairs, he excels in describing the different angles by which
American Republican presidents have perceived international relations and formulated
their policies. The author does not hide his general sympathy for a conservative
stance on foreign policy but manages a critical evaluation where it is being called for.
The book’s narrative does not necessarily add anything new to the existing body of
research, but it is, nonetheless, a rather apt description of American conservative
thought and Republican politics alike. Dueck brilliantly conflates the recent history
of political thought, the emergence of new and powerful lobbies, party and domestic
politics, and public diplomacy with the performance of Republican presidents. And
wherever convenient Dueck pays sufficient attention to developments on the side of
the Democratic party as well.

The major shortcoming of this volume is its apparent focus on the White House. All
told that is excusable when writing a book on such a broad and rich topic, but what
remains missing is the particular dialectic in formulating foreign policy when dealing
with different Congresses. Dueck is keenly aware of that and has added a chapter
on Barry Goldwater, which allows him to focus on a lawmaker who has indeed
been key to the development of Republican foreign policy in the second half of the
twentieth century. But the chapter confuses the structure of the book, particularly
when taking into account that he subsumes the development of Republican foreign
policy in the Clinton-years under a chapter on George H. W. Bush. On the upside,
Dueck manages to set the record straight on some conservative administrations.
When describing the Nixon administration’s foreign policy he gives it generally good
marks and argues convincingly that the public impression of the Nixon-years is unduly
overshadowed by the Watergate scandal, even though his foreign policy legacy is one
of overwhelming success. He is correct in pointing to Nixon’s successes but then again
historians have been assessing Nixon’s legacy more favourably in recent years anyway.
When discussing the legacy of George W. Bush he is also following a path that more
political scientists have taken in recent years. He rightly criticises Bush’s handling of
the Irag occupation, but he also gives him credit for improving relations with all of
Asia’s powers and finally turning around the situation in Iraq. It is in the description of
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George W. Bush’s legacy that, according to Dueck, the cycle of realignment in American
foreign policy is complete. The promotion of democracy abroad by military means
has become what others have termed Wilsonianism in Boots. In itself a deeply liberal
project it is now naturally identified with a hawkish Republican president. Dueck has
managed to write a thorough account of Republican foreign policy as it was exercised
from Republican White Houses. It is not, however, a major breakthrough in political
science. A fascinating read it is nonetheless.

Dustin Dehez

Global Governance Institute, Brussels
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Unsettled Account: The Evolution of Banking in the Industrialized World Since 1800.
(Heidelberg: Springer-Verlag, 2010, ISBN: 978-0-691-13905-0, 400 pp., £27.95)

People love to feel special. Unfortunately, not seldom does this mean superior, but
sometimes it just means different in the broader sense; as part of a collective or as an
individual. While not always eager to admit it, people tend to find their convictions
superior to the beliefs of others, the countries they happen to been born in to be
fundamentally different from others, and the era they live in to be a radical break from
a relative stable past. Nevertheless, however unique each individual and community
is, they resemble each other much more than one might wish. Countries’ perceived
superiorities are quickly dismissed by the fact that one can hear the same pride in
so many different countries: ‘our’ food is best, ‘our’ people are the most beautiful,
hospitable, friendliest, entrepreneurial and can be found anywhere in the world, ‘our’
country has the most beautiful landscapes, ‘our’ language is the most difficult, etc.
The same goes for eras. For example, during the recent boom, it was often claimed
that this boom was fundamentally different from earlier ones. During the current bust,
dramatic news headings claim basically the same, but from the negative side. The
effects of the crisis are devastating, and important to react to. The share of households
around the world suffering from —already prevalent— poverty increased during the
crisis, just as it did during previous crises.

Precisely here is where ‘Unsettled Account’ makes an invaluable contribution. It is
a realistic book, reminding us of the fact that banking crises have been surprisingly
common during the past two centuries. In fact, these crises are so common that the
author in this book, and in his various publications cited throughout the book, has no
problem in performing statistical analyses with large-enough number of observations
of ‘banking crises’ and bank bankruptcies.

Grossman starts-out from a brief account of the origins of banking, going as far back
as discussing 5,000 BC interest-bearing loans of food, and mentioning how Egyptians
used a word for interest which was derived from ‘to give birth’. He then quickly moves-
on to the focus of the book: banking crises. While banking crises were somewhat more
common before 1900, even during the relatively brief period from 1980 to spring 1996,
as many as 133 of IMF’s 181 members experienced significant banking problems. Three
causes of banking crises are identified: 1) boom-bust fluctuations, with banks lending
too much in periods of growth with the over-committed defaulting when growth slows
down, 2) shocks of confidence usually related to war, and 3) bank structure. The first
seems to the most usual scenario, e.g. with all of the major 19" century UK banking
crises were preceded by a period of startling growth, and speculation of some kind.

Some institutional arrangements seem to be associated with more stable banking
sectors. Grossman’s analysis shows for example that branching can spread geographical
risks, thus making banks less crisis-prone. Elsewhere, he argues that double or unlimited
liability makes bank owners more wary of overly risky investments. Nevertheless,
Grossman is honest about the complexity of finding evidence for the effectiveness of
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such institutional arrangements in avoiding crises. This realistic caution not to over-
stretch findings fits well with the admirably low-key, solid tone of the book.

When banks go bust or are about to go bust, there are several ways to respond, or
not to respond, for governments (Grossman’s focus) and other stakeholders. These
are thoroughly analyzed in Chapter 4. This section will proof particularly useful for
policy-makers to draw lessons from. Many measures have been tried-out in the past,
probably more so than most policy-makers would expect. While understandably not
providing in-depth analysis in all cases, the book presents a large amount of tables
with information which serve as reference for scholars and policy makers to guide
them where to look for evidence. This should help them not to make the same
mistakes made in other times and places. For example, the European Commission is
currently exploring potentials and feasibility of interest rate caps (Dubois & Anderson
2010). Unsettled Accounts provides an excellent guide to identify past experiences
with such tools. Grossman further analyses in great depth the pros and cons of bank
bailouts, and describes experiences with measures such as imposing bank holidays,
simply closing down banks for a period of time to calm-down markets.

Next, causes and consequences of mergers are discussed. The book focuses on merger
frequency and development of concentration in the banking sector, and how these
relate to banking crises. Not surprisingly, economies of scale are argued to stand out
as an important driver of the merger movement. This analysis is followed by a chapter
on regulation, such as entry rules and capital requirements. Grossman interestingly
observes that capital requirements are not clearly related to actual capital-asset
ratios, with banks in countries without such regulation sometimes holding more
capital than those in countries with regulation. Capital requirements do clearly restrict
entry though.

The various statistical analyses presented throughout the book are often utterly
simplistic, usually mere bivariate correlations or between-group difference significance
tests. Even the most basic aspects of a hugely complex environment are bluntly
ignored. Furthermore, sensitivity analyses and interpretation of the statistical output
are largely absent. Nevertheless, in their simplicity, some of the bivariate analyses are
highly original and revealing, for example showing that the earlier a central bank was
established, the later it obtained a supervisory role.

The book focuses on cross-national comparison. Nevertheless, in-depth country-case
studies of England, Sweden and the US are also presented. Such multi-method approach
is its strength. At the end of the book Grossman dedicates some special attention to
recent developments, with emphasis on deregulation. Nevertheless, this book should
not be considered as a key reference concerning the current financial crisis. A recent
publication by the author provides more insight in this respect, comparing the current
crisis with the great depression (Grossman and Meissner 2010).

Naturally there are gaps in the book. The consumer side of the story receives little
attention. Dedicating some attention to this would have added flesh to the somewhat
‘dry’ legal-economic oriented text. The recently decreasing role of banks in borrowing,
as compared to other financial companies, should not go unnoticed in this regard.
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Furthermore, little attention goes to the social impact of crises. All these technicalities
have a real-life impact (e.g. Dubois & Anderson 2010) which should always be kept
in mind when dealing with the numbers. Grossman’s international focus is rare and
admirable. The US-European bias can be criticized, but by making some references
to early developments elsewhere in the world, Grossman goes already further than
many other authors. In the preface, he makes a humble remark about his knowledge
of the banking systems in countries included in his analysis. This is not necessary. What
this important book might miss out on depth, is gained in exceptionally enlightening
broadness.

Dr. Hans Dubois

Research Officer at Eurofound
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Shocked and Awed: How the War on Terror and Jihad have Changed the English
Language. (London: |.B.Tauris, 2010, ISBN: 978-1-84885-031-6, xvi+338 pp. £12.99)

It is always difficult to comment on the work of an author who has passed away before
its publication. The pervasive sense of finitude tends to draw attention to (as well as
offer a glimpse into) some of the concerns and interests that must have preoccupied
the author in his final days. What is particularly challenging is that the work under
review is by no other than Fred Halliday — a scholar, commentator, and insatiably
curious student of international affairs, whose research has left an indelible mark
on the field. At the same time, Fred Halliday has been someone who has constantly
strived to escape the straitjackets of mainstream paradigms. This was evident in his
2008 Burton Valedictory Lecture at the London School of Economics and Political
Science before moving to take a research professorship at the Barcelona Institute for
International Studies. Fred Halliday concluded his speech to the mesmerized audience
by insisting that it is music (and, in particular, dance) that can provide the creative
platforms for grasping the complexity of global life (or what he called at the time ‘the
suffering of passions in ideas and in life’).

Some have argued that his long term passion has been language and he has long
advocated that international relations scholars and commentators not only acquire
foreign language skills as these provide unique contextual cultural perspectives on
international developments, but also to use language carefully and attentively. As
often is the case, Fred Halliday was a cut above the rest — a polyglot, he had mastered
more than ten languages; yet, he joked that one should never go to a hairdresser
in a foreign language. Not only because of his linguistic and scholastic proficiency,
but mostly because of his thoughtfulness, responsibility, and attentiveness to others,
that Fred Halliday managed both to inhabit and gain unparalleled access, insight, and
knowledge to different cultural contexts. Probably, he will be best remembered for his
extensive work and commentaries on the Middle East. It staggers the imagination to
think what Fred Halliday’s account of the revolutionary fervour currently animating
the Arab world might have been.

In this respect, Shocked and Awed is a book that offers privileged access to Fred
Halliday’s own concerns and hopes. To begin with, the book is about the language
of the post-9/11 world. Yet, one should not expect a conventional account of recent
times or a mere lexicon of terms. Instead, the book is a compilation of a dictionary
and an encyclopaedia, which is deprived of the dryness and lack of character usually
associated with reference works and glossaries. In fact, it is an evocative and passionate
study of the mutually reinforcing interaction between policy-making discourses and
popular culture. As Fred Halliday demonstrates, words are not passive vehicles for
ideas and concepts. Instead, “precision in language, the challenging of essentialist
meanings, the explication of obscure terms and phrases, are not a purely scholarly
pursuit, although eminently justifiable in those terms alone: they are an essential part
of maintaining a democratic and peaceful world. Words can exalt and can explain,
but... [they] can also kill, and promote fear, hatred, and misunderstanding. For this
reason, too, “they need to be studied, challenged and controlled” (p. xiv).
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In order to impress the profound discursive alterations in the post-9/11 world and their
impact on modes of thinking, acting, and perceiving, the book is divided into twelve
separate sections. This makes possible a vivid encounter with the different aspects of
the linguistic “war on terror” — or what today is increasingly referred to as “overseas
contingency operations”. It is the attention to the complex intersectionality of language
that allows the readers to confront themselves with the reality of contemporary
world affairs. The first part of the volume details the language of counterterrorism
emerging in the US in the aftermath of the terrorist attacks on 11 September 2011.
The account than moves to the “motifs of jihad” (p. 37) and details the proliferation
of tropes and images describing terrorist formations and activities. The third part of
the volume focuses on the euphemisms around “extraordinary renditions” (p. 59).
This then provides the background for examining the language backstopping the wars
in Afghanistan and Irag. On this background, part five of the book draws a unique
glossary of Middle Eastern and Islamic expressions describing the same events.

After such parallelillustration of descriptions of reality, the sixth section of the volume
outline the variety of terms used to depict Muslims. The study than moves on to
outline the new vocabulary used to depict the relations between Israel and Palestine.
Part eight focuses on the expansion of “euphemisms of war” (p. 229) aimed to conceal
human suffering. In part nine of the book, Fred Halliday details the vitality of American
colloquialism to portray different forms of otherness. In the following section, the
book lists a range of terms mapping both the real and imaginary geographies of “the
war on terror”. In this setting, part eleven of the book details the proliferation of
language for “obscuring responsibility” (p. 275). Finally, the concluding section of the
volume draws attention to a list of “other distortion” (p. 285) in politics, history, and
international relations.

In this setting, Fred Halliday’s book cogently demonstrates that language not only
reflects, but also affects political realities. At the same time, while focusing on
narratives, the volume poignantly emphasizes the changes that have occurred in the
patterns of world affairs in the aftermath of 9/11. This is a gem of a book, that will
benefit students and scholars, policy-makers, commentators, and journalists, and,
in fact, anyone interested in current affairs. The book will also be invaluable for the
purposes of teaching and theorizing the discourses and practices of politics.

Emilian Kavalski

University of Western Sydney, Australia
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The Invisible Hook: The Hidden Economics of Pirates. (Princeton, NJ: Princeton
University Press, 2009, ISBN: 978-0691-134747-6, 288 pp., $24.95)

In his book The Invisible Hook: The Hidden Economics of Pirates, Peter T. Leeson uses
economics to describe the seemingly bizarre and contradictory behaviour of 17" and
18™ century pirates. In the epilogue, Leeson describes pirates as sadistic pacifists,
womanizing homosexuals, treasure-lusting socialists and madmen who outwitted
the authorities (though apparently not in the end...). The task of making all of those
behaviours appear rational seems daunting, but through the skilful implementation of
economic reasoning, Leeson does exactly that.

Each chapter of Leeson’s book discusses a different aspect of pirate behaviour and
explains why it makes sense when you assume that pirate’s primary motive for piracy
is pure profit. While the book is heavily invested in economic concepts as explanations,
at some points the book reads more like a history piece on pirates. The book is laced
with history and information about pirates that the average person is not likely to
know, which makes the book interesting on a historical level as well as economic. The
interspersed historical parts help to pace the book and support Leeson’s economic
points.

An example of strange pirate behaviour that Leeson deciphers is the system of
governance aboard pirate vessels. Pirate ships, shockingly, functioned as a strict
democracy. The captain, on top of having little power beyond complete command
during battle situations, was unanimously elected. Not only was he unanimously
elected, but he could also be removed at any time by the crew. At first blush, people
might find this very progressive and applaud pirates. Next, they would probably
question why it took us so long. The truth of the matter, as Leeson explains it, is that it
made perfect sense when you understand that they were after maximum profits. A key
to maximum profits for pirates was to have full cooperation and effort from the crew
at all times. Under a captain that some of the crew disliked, the crew would be unlikely
to put forth their maximum effort. There would be temptation to slack, disobey orders,
and cause trouble. Not only did the pirate crews have elected captains, but before the
ships set sail, the crews devised a strict constitution. This made the rules clear and
anyone who didn’t like it didn’t set sail, which made the constitution, like the leader,
require unanimous approval. This reinforces Leeson’s point that full cooperation from
the crew allowed the ship to operate at maximum profit making potential.

One of the most interesting explanations given by Leeson that historians have had
only cursory and unsatisfactory explanations for is the Jolly Roger, or black skull and
crossbones flag. Historians were of the opinion that the flag was meant only to strike
fear into the pirate’s targets, but Leeson holds that there is more to it than fear. Leeson
describes the Jolly Roger as an economic signal. When operating under the Jolly
Roger, the pirate crew responded harshly to any and all resistance. By flying the Jolly
Roger before taking intended targets and slaughtering entire crews for any resistance,
the pirates established the Jolly Roger as a signal that they would not tolerate any
defiance. Common perception, Leeson explains, is that pirates enjoyed fighting, killing
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and murdering. Leeson does not deny that this is true for some pirates, but reveals a
more rational (if such can ever be said of slaughter) motivation. Leeson details how
having to battle targets into submission increased the risk of piracy, since a damaged
ship could significantly set back a pirate crew’s profits. Ships were expensive to repair,
and no revenue can be generated while repairs are underway. By flying the Jolly Roger,
showing absolutely no mercy to crews who resisted, and leaving crews that did not
resist relatively unharmed, the pirates established a clear signal: resistance earned
death while cooperation would see the crew unharmed.

Throughout the book, Leeson intermixes economic concepts with historical records
of pirates and mixes in a little humour where he can. Leeson does not bring any
formulas or mathematics into his analysis, instead relying entirely on more abstract
economic concepts, which keeps the book light and accessible. Considering the age of
the material, he does not have many numbers to work with anyway. Leeson presents
detailed and convincing arguments for his analysis, challenging preconceptions the
readers may have of pirates being mindlessly evil and heartless. Few people would
know that pirates were among the first to accept black sailors as equal members of
their community; that they questioned captive ship crews about their captain and if
they said he abused his power, they often tortured and killed the captain; or that the
pirate constitutions often specified rules on drinking and smoking at night to avoid
disrupting the sleep of other pirates. Leeson successfully makes pirates appear “better”
(at least saner) than they tend to in popular fiction while reminding his readers that all
these progressive actions were taken for one reason: to maximize profits. An abusive
captain, sleepy crewmembers and rebellious slaves could all cut into a pirate ships
profits, so precautions were taken to avoid these situations.

If you are looking for a deep and thought-provoking book filled with intricate economic
thought, this may not be quite the book you’re looking for. While it lacks depth, the
book is a cogent example of the explanatory power of economics and the range of
topics that economics can be applied to. The book is very accessible and makes for a
great light read.

Michael Williams
Koch Colloquium Fellow
Department of Economics

Beloit College in Beloit, WI
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International Intervention in Local Conflicts: Crisis Management and Conflict Resolution
since the Cold War. (London and New York: Tauris Academic Studies, 2010, ISBN: 978-
1-84885-318-8, 322 pp., £65.00)

At a time of Arab ‘revolutions’, particularly the one in Libya , once again - following the
impotence of international community in Bosnia, Somalia and, Rwanda in the 1990s
- there have emerged a heated debate on the concept of international intervention.
This poses one of the toughest tests for an international society that is built on
Westphalian principles of state sovereignty, non-intervention, and the non-use of
force. It is expected from sovereign states to act as protectors of their citizens’ security
and well-being, but a hard question arises when states act like gangsters toward
their own people and/or they are impotent to find a lasting peaceful solution to their
local conflicts. Should those ‘tyrannical’ states be considered as legitimate actors of
the international society and immune from international interventions? As related
questions in this regard, what are the responsibilities of other states to enforce newly
emerging global human rights norms against governments violating them? What are
the obstacles on the way of effective international intervention? In the light of these
questions, the volume is compiled of thirteen essays that were categorised into five
parts examining the impact of international intervention on the resolution of local
conflicts as well as the roles of local actors in determining the course.

The introductory chapter provides the theoretical framework of the volume. Janice
Gross Stein stresses upon the transition from the cold war to the post-Cold War era
and its implications for local conflicts. With the proposition that the structure of the
international system has an enabling and constraining impact on the resolution of
international conflicts, Stein puts forward several trends that have been shaping the
patterns and practices of conflict resolution in the unipolar moment: a sharp decline
in armed conflict involving a state, a dramatic decline in genocides and politicides, and
decrease in the amount of traditional high-intense inter-state conflicts, but non-state
armed groups initiated more violent campaigns against civilians than did governments
in the 17 years between 1989 and 2005.

In line with these quantitative changes in the nature of conflicts, practices and norms
to resolve them have also changed. First of all, there has been a significant increase
in conflict resolution attempts, mainly initiated by the United Nations (UN). This
has led the twenty-first century to begin with fewer conflicts, but many of them are
stalemated. In conjunction with the change in practices, there has been taking place
a profound normative change in the concept of sovereignty. This normative change is
reflected lucidly in the doctrine of ‘the responsibility to protect’, which conceptualizes
sovereignty not only as right but also as responsibility. However, changing the norm
does not necessitate that it will be reflected in the practices, mainly due to controversy
over change in the meaning of sovereignty.

Following this theoretical part, the volume puts its emphasis on the international
role in conflict resolution and analyses the record of international involvement in
resolving local conflicts in a broad range of contexts. In the first section of this part,
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Chen Kertcher compares the UN’s interventions to resolve local conflicts in Cambodia
and Somalia and examines the record of those involvements. Kertcher questions the
criteria for success and failures and asserts that if intervention operation is helpful to
major factions, it will likely to be considered as a ‘success’ as in the case of Cambodia.
In the following section, Adrian Guelke compares the British and Irish governments’
involvement in the peace process in Northern Ireland and evaluates pros and cons
of promoting Irish model to other contexts. In his section entitled ‘International
Engagement and the Yugoslav War of Dissolution’, James Gow discusses the efforts
of international institutions to prevent the break-up of Yugoslavia and evaluates
the reasons of ineffectiveness. In the last section under this part, Stephan Wolff
and Annemarie Peen Rodt present detailed analysis of the European Union’s (EU)
management of ethnic conflicts in the western Balkans. They argue that despite EU’s
limited conflict management capabilities, it has role to play in the western Balkans and
this will likely to contribute the Union’s future role as a serious international actor.

Proceeding part of the volume stresses upon American and European involvement in
Middle East conflicts. By putting the spot light on the ongoing intersection between the
international arena and the internal bureaucratic rivalries within the external actors,
the US, the EU, and France, this part of the volume illuminates various dimensions
of a country’s intervention in regional conflicts. Without a doubt, the US has been
a prominent actor in conflict resolution process in the Middle East. In this regard,
it is not a surprise to note that two chapters concentrate on American involvement
into Middle East conflicts. Robert David Johnson’s essay reveals in what ways internal
bureaucratic and institutional rivalries have effected involvement in the Middle East
under the presidencies of Ronald Regan and George H.W.Bush. In parallel, Robert
J.Lieber examines the underpinnings of the George W.Bush administration’s Middle
East policy and how local responses have shaped it. He propounds that given the state
of play at the Middle East, the successor presidents will likely to pursue more or less
same policies in the region.

The European Union has becoming increasingly involved in Middle Eastern process
of conflict resolution. George Simonis’s essay analyses the EU’s collective efforts
to transform the Middle East and resolve the Israeli-Palestine conflict by making a
comparison of forms of its external governance in the Middle East. Individually, EU
member states have been determining the course of conflicts in the Middle East as
well. The essay of Jean-Pierre Filiu analyses France’s efforts to resolve the intractable
conflict in Lebanon under Frangois Mitterrand and Jacques Chirac. While the Gaullist
president Chirac positioned Lebanon at the heart of his Middle East policy, Mitterrand
put his emphasis on Israel-Palestine conflict and took a distanced stance against Likud’s
aggressions against Palestinians.

The final section of the volume shifts the attention into the complex ways in which
domestic and regional factors shape international interventions to resolve Middle
Eastern conflicts. Uzi Rabi and Brandon Friedman’s chapter shows the repercussions of
the deeply entrenched divisions between the Arab States and Iran on Middle Eastern
conflicts. In the same vein, by describing the state of play in the Lebanese conflict,
Eyal Zisser presents the Arab-Iranian ‘Cold War’ as a significant factor undermining
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international efforts to resolve the conflict. Zisser argues that competing local Islamic
forces — supported by their Syrian and Iranian patrons with different agendas in the
region — led to a gridlock in the Lebanese government. Clearly, this Arab-lranian
competition has profoundly affected the Arab-Israeli peace process. By shedding a light
on the Israeli-Palestinian Conflict, Joseph Kostiner and Chelsi Mueller’s co-authored
chapter compares the mediation efforts of Egypt and Saudi Arabia in the period of
2006-2009. They assert that both of these local powers considered their intervention
as a vehicle to bolster their regional position vis-a-vis Iran, thereby, determined the
pattern of the peace process. In the last chapter of this part of the volume, Marvin
G.Weinbaum examines the ramifications of international intervention on local Afghani
actors with differing visions on Afghanistan’s future. Besides, Weinbaum proposes
guidelines for the state-building process in the post-Taliban state.

In the volume’s concluding chapter, Rajan Menon questions the ability of the
international community to mount an effective response to civil conflicts. By
considering its record of incapacity in dealing with many atrocities that occurred in
the last four decades, the author evaluates the success and failures of multilateral
peacekeeping operations in Kosovo, Bosnia and Darfur and reaches the conclusion
that the failures greatly outweigh the successes. Moreover, Menon enumerates the
reasons of failure to take collective action during atrocities and assesses the concept
of ‘international community’.

All'in all, it is a timely compiled book on international interventions in local conflicts.
It provides its reader in-depth analysis not only from the perspective of international
actors, but also, from the prism of local actors in the conflict resolution process in
the post-cold war period. Given that essays in the volume mainly concentrated on
conflicts in Europe and the Middle East, it misses the opportunity to provide its reader
to make comparisons by including several chapters on other protracted conflicts such
as the ones in the former Soviet Union. Besides, ascending regional power Turkey’s
efforts to mediate in Middle Eastern conflicts could also be included. Beyond these
shortcomings regarding the scope, it is not possible to talk about a strong link between
the theoretical framework and the essays in the volume. Notwithstanding these
deficiencies, the volume is a recommended reading for the scholars, who are willing
to broaden their insights on changing norms/ practices of international interventions
and dynamics of local conflicts in the post-Cold War period.

Asst. Prof. Emre iseri

Kadir Has University
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Kurds of Modern Turkey: Migration, Neoliberalism and Exclusion in Turkish Society.
(Tauris Academic Studies, 2010, ISBN: 9781848854680, 256 pp., £56.00)

Being a national security issue since the establishment of Turkish Republic in 1923,
the Kurdish question has several and deep rooted connotations for politics and society
in Turkey. Even if it was excessively securitized and long classified as a national taboo
by the Turkish state, the Kurdish question has increasingly occupied a central status
in Turkish politics since the 1980s. As a consequence of excessive securitization,
academic or otherwise any work problematizing the official state line was subjected
to silencing, marginalization or even ban. The intellectuals, academics, civil society
activists demanding recognition of a separate Kurdish identity and cultural/collective
rights of the Kurds were often blamed as being traitors and prosecuted and punished
in some cases. In the 1980s and 1990s researching and publishing on the Kurdish
question amounted to assuming grave risks or confronting fierce public reaction for
researchers. Thus, there was an acute lack of academic research concerning the most
important issue of Turkish politics.

This book, first of all, is an invaluable attempt to remedy this gap which still manifests
itself today to a certain extent. Yet, its originality and uniqueness mainly lies in its
attempt to understand how and in what ways some macro and micro-level dynamics
interact in the classification of Kurdish migrants as ethnic others and in their social,
political and discursive exclusion. The book, bringing the social back into the analysis,
also deserves to be distinguished from the dominant academic and media discourse,
where the Kurdish question is often considered as an issue of political tension
between the rights of Kurds and the Turkish state. As Saracoglu demonstrates, in the
mainstream literature, the Kurdish question has mainly been discussed with respect
to two contradictions: “the contradiction between the democratic political system and
authoritarian state tradition and the contradiction between Turkey’s candidateship to
European Union (EU) and the problems in its democracy” (p. 2). Thus, the Kurdish issue
is mainly reduced to the problem of democratization that may be regulated through
political and legal reforms enhancing the rights and freedoms of the Kurds. These
prevalent approaches fail to explore “social relational dimensions” of the conflict, i.e.
rising anti-Kurdish discourses and the social-historical processes through which these
discourses have been produced and reproduced within Turkish society. This book,
contextualising the Kurdish question into the post-1980 neoliberal transformations in
Turkish politics and economy, sheds some light on the societal aspects of the issue at
hand.

The first four chapters are dedicated to the discussion of main theoretical and
methodological premises guiding Saragoglu’s research as well as the introduction of
the term “exclusive recognition”. This term is operationalized by the author both to
identify the ways in which Kurdish migrants are treated by the middle class izmirlis
(middle class people living in izmir) and also to emphasize how it differs from Turkish
state’s conventional “nationalist and assimilationist” policies on the issue. Chapter
four also presents us a detailed and historical analysis of Turkish nationalism and the
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