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Preface

hy is India pursuing a number of preferential trade

agreements while, at the same time, acting like a good
international citizen by highlighting the virtues of
multilateralism. Conventional thinking and a narrow approach
to address this question lead us to an easy answer: as the Doha
Round of negotiations by the WTO Members is not coming
to an end, India is engaging itself more and more with
preferential trade agreements in order to garner benefits from
gradual trade liberalisation. Some of the PTAs are motivated
by strategic interests also.

India is gradually moving away from shallow preferentialism
to deep engagement so as to develop its capacity to deal with
new issues of trade governance which are expected to come
up on the multilateral platform — sooner or later. In other
words, India’s approach to preferential trade agreements is
based on the paradigm of multilateralising preferentialism.

The genesis of this study dates back to 2008 when the
Department of Commerce, Government of India asked us to
prepare a diagnostic study on India’s engagement with PTAs.
It was on account of our proposal to the Department to engage
a think- and action-tank like us to implement a rolling
programme focusing on India’s preferential trade agreements
so to develop our capacity to negotiate.

While there was considerable political buy-in for our
proposal, it was railroaded by ill informed opinion.
Nevertheless, we produced a paper on Preferential Trade
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Agreements and India, which was appreciated by many in the
Department of Commerce and the trade policy community.

Incidentally, our proposal was a part of our larger
engagement with the Government of India, through the
Department of Commerce, to develop the country’s capacity
on economic diplomacy.

With support from the Department of Commerce, we had
implemented a very successful rolling programme on India’s
economic diplomacy. The programme was scheduled to be
done over a period of three years. The feedback from those
who attended the programme was very encouraging. For e.g.
one back office official said that his notes are now more
professional and tailored with negotiating calculus in mind, as
against the unilateral notes which he had produced in the past.
Alas, the same ill informed official railroaded it too. Who
suffered — not he, neither us but our country!

In our lexicon, failure is not absolute but deferred success.
We are sure that sooner than later the Department of
Commerce will realise the value of our proposal and start
implementing. It does not matter whether we do it or not; our
country should benefit from its implementation.

This study is a comprehensive extension of our earlier work
and evaluates India’s negotiating experiences on preferential
trade agreements. It draws lessons from some select
engagements such as like India-Sri Lanka Free Trade
Agreement, Bay of Bengal Initiative for Multi-sectoral
Technical and Economic Cooperation, India-Thailand
Comprehensive Economic Cooperation Agreement, India-
MERCOSUR Preferential Trade Agreement, India-Singapore
Comprehensive Economic Cooperation Agreement, India-
ASEAN Free Trade Agreement.

The focus is on evaluating and analysing India’s negotiating
process and its preparedness for negotiation. The study makes
case based analyses of good practices highlighting ways of
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preparedness adopted by other countries. Given the advances
that India has made in negotiating PTAs, such analytical studies
underline the scope for improvement in negotiating
preparedness.

Cost-benefit analysis has also been undertaken for some
PTAs. In some cases, it was found that while economic cost
was more than economic benefits, political benefits from a
PTA often outweigh economic costs.

Moreover, such analysis is extended to countries like Brazil,
Russia, China and South Africa to make a case for greater
economic integration among the BRICS group of countries.
Incidentally, a draft version of this paper was presented at the
launch of a new initiative called BRICS Trade & Economics
Research Network. CUTS and a group of like-minded think-
tanks from among BRICS countries came together to launch
this initiative to conduct network-based research and advocacy
on emerging issues of global economic governance.

The initiation of this Network provided us with an
opportunity to revise and extend this work. Incidentally, our
Brazilian partner of this initiative is doing a study looking at
commonalities and differences between the PTAs that
industrialised countries like those in Europe and the US have
entered into and those of emerging economies like us. This
study will provide significant inputs to this larger work on
PTAs.

Lessons derived in this study will help our negotiators —
not only in negotiating preferential trade agreements but also
in the realm of economic diplomacy. For instance, the
European Union and India are entering into a final stage of
negotiation of the EU-India free trade agreement. We are
closely following this negotiation including having done
qualitative and quantitative analyses in partnership with
reputed institutions like the Centre for Regional Integration
at Sussex University.
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Recommendations made here will help in appreciating the
economic/political costs and benefits from EU-India free trade
agreements and other such agreements in future. Thus, our
effort is not just to do ex-post analyses but also to do ex-ante
analyses on PTAs including their social, economic and
environmental sustainability.

I am sure that this study will develop the negotiating capacity
of our present and future trade negotiators including their
capacity to understand better larger issues of economic
diplomacy. I thank my colleagues who have made this study
possible.

Jaipur Pradeep S Mehta
March 2012 Secretary General



Executive Summary

International trade has been an engine of India’s growth
story. Both trade and investment have helped India benefit
from global economic asymmetries, reduce economic
vulnerability, focus on environmental sustainability, and
mobilise financial and natural resources for creating avenues
for development in both rural and urban areas, thereby creating
welfare effects.

India’s commitment to multilateralism does continue but
besides that it has been taking several measures of economic
integration in order to increase liberalisation and enhance
market access opportunities. India has concluded several
Preferential Trade Agreements (PTAs), Free Trade
Agreements (FTAs) and Comprehensive Economic
Cooperation Agreements (CECAs) and is also negotiating
several others.

This study evaluates India’s negotiation experiences on
PTAs especially in cases of some select integration efforts
including India-Sri Lanka FTA (ISLFTA), Bay of Bengal
Initiative for Multi-sectoral Technical and Economic
Cooperation (BIMSTEC), India-Thailand CECA India-
MERCOSUR PTA, India-Singapore CECA, India-ASEAN
FTA, and India-Malaysia CECA. It discusses India’s
negotiating process on PTAs, and also makes an evaluation
and analyses of negotiating process and the preparedness for
negotiation. Though the negotiation process suggests that India
has made considerable advances, yet there are still room for



X India’s Experiences on Preferential Trade Agreements

improvement in the preparedness for such negotiations. An
evaluation of India’s negotiation process highlights several
issues and also presents the scope of improving preparedness.
Moreover, cases of country and regional experiences on PTAs
have been undertaken to derive best practices.

India’s approach to negotiating PTAs have evolved over
time in the direction of greater methodological sophistication,
more systematic procedures and attention to economic
rewards. There is more emphasis on the establishment and
achievement of comprehensive economic goals, as opposed to
the mere enhancement of trade in goods and services. This
has defined India’s negotiation stances at a bilateral and
regional level, which are also duly reflected in its multilateral
negotiations.

The study also undertakes a cost and benefits analyses of
select PTAs of India. Various statistical and econometric
techniques like Revealed Comparative Advantage (RCA)
index, Intra-industry Trade (IIT) index, Trade
Complementarity Index (TCI) and an augmented Gravity
Model of trade have been employed for the same. The analysis
also includes those for BRICS countries, and recommends a
higher degree of intra-BRICS engagement and economic
integration.

On the basis of lessons derived from this study, the paper
makes several recommendations on how to enhance
preparedness for negotiations and also outlines the way
forward for the BRICS Trade and Economics Research
Network (BRICS TERN).

The genesis of BRICS TERN, which is a network of like-
minded think tanks from BRICS countries, stems from the
Sanya Summit op BRICS Leaders, held in April 2011, which
calls for greater cooperation among the BRICS economies,
forming the necessary base for a strong economic growth and
development. The Sanya Declaration laid out current and
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future action areas, which emphasises on the need to hold
BRICS think-tank symposia, and consider establishing a
network of research centres of BRICS countries. BRICS
TERN was launched in Shanghai, China, on November 19,
2011.

The objective of this Network is for partner organisations
to work together on issues of trade and economics, and jointly
produce outputs which can assist policy making in BRICS
countries.

It recommends that BRICS-TERN can undertake studies
on best practices adopted by their respective governments and
share these practices to identify gaps for further training and
capacity building of the negotiators. It should seek to enhance
public participation in economic policy-making and on matters
of economic governance through network-based policy
research and advocacy on trade and regulatory issues including
competition law, investment policies and economic diplomacy.






1
Introduction

International trade continues to be a universally acceptable
engine of a country’s socio-economic development and
economic growth. Trade has helped India in its economic
development through harnessing global economic asymmetries,
reducing economic vulnerability, environmental sustainability,
mobilising financial and natural resources and creating avenues
for development infrastructure in both rural and urban areas
thereby creating welfare effects.

Trade and globalisation is not new to India. Its economic
history can be traced to the period of Indus Valley Civilisation
(3000-1500 BC) when people practiced agriculture,
domesticated animals, traded with other cities, and followed
excellent urban planning. India had the world’s largest
economy from the 1% to the 18% century. It had a 32.9 percent
share of world’s Gross Domestic Product (GDP) in the 1%
century and 28.9 percent in 1000 AD. In 1700 AD, it was
estimated to be 24.4 percent.!

Moreover, an overview of independent India reveals that
trade openness and reforms have largely contributed to
development. In the early years of post-independence era, India
witnessed a growth rate of around three-four percent. This
trend continued to around three decades till it crossed the
figure of five percent in the 1980s.
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Owing to India’s policy of non-alignment, the national
leadership set forth to build the economy through dedicated
policies aimed at self-sufficiency. At the time when India
launched its first five year plans, agriculture was the mainstay
of the economy with its contribution of approximately 55-56
percent of the country’s GDP. The rural-urban ratio of the
population was such that more than 70 percent of the
population lived in rural areas. Other indicators like per capita
income were very low. A life expectancy of 32 years at the
time of birth and a literacy rate of merely 18 percent explains
the level of development at that time, thus making it easy to
classify India as a poor country then.

Such nuances can well be supported by other data like gross
domestic savings which was about 8 percent of the GDP and
exports which were approximately six percent of the GDP.
Till the 1980s that is before the reforms, government regulation
and control of economic activity was pervasive, and the trade
sector did very poorly. One consequence was that imports
were highly restricted and their scarcity was itself a major
constraint on growth.?

India faced a severe balance of payment (BoP) crisis in the
late 80s and early 90s which compelled it to secure a US$1.8bn
loan from International Monetary Fund (IMF). This landmark
event created a new chapter and marked the beginning of
economic reforms in 1991 initiated by Prime Minister
Manmohan Singh who was then the Finance Minister of the
country.

The reforms were comprehensive and structural in nature
and made meaningful contribution in accelerating the overall
growth of the economy. Often described as one of the most
comprehensive economic reforms in Asia, it included amongst
others, economic liberalisation, deregulation, privatisation of
state-owned enterprises, and increasing opportunities for
foreign investments.



India’s Experiences on Preferential Trade Agreements 3

In the first phase of liberalisation till 1997, the economy
grew at more than seven percent per annum owing to growth
in industrial and services sector, while it grew at an average
of close to nine percent in the few years preceding the global
recession. For instance, the real GDP registered a growth of
nine percent in 2007-08 as compared to 9.4 in the previous
fiscal, especially owing to the increased activities in the
manufacturing sector and the growth of the services sector.
The growth rate, however, declined to 7.1 percent during
2008-09 as a result of global economic slowdown. Though,
the growth rate declined during this period, India maintained
its resilience during those turbulent times. It is noteworthy
that the growth rate was 7.8 percent in the first quarter of
2011 over the same quarter, previous year.

From 2004 until 2010, India’s average quarterly GDP
growth was 8.4 percent reaching a historical high of 10.1
percent in September 2006 and a record low of 5.5 percent in
December 2004.°> The services sector makes the highest
contribution to GDP (55.3 percent), while the share of industry
is 28.6 percent and that of agricultural sector is 16.1 percent.*

India has always played a significant role in the evolution
of international trading systems; and its economic diplomacy
has been influencing the direction of trade policies at all levels.
And thus, being an open economy, India maintains a vibrant
trade policy with an urge to enhance its global engagements.
The country’s total merchandise exports account for
US$176.76bn; with UAE (US$25.41bn), US (US$19.12bn) and
China (US$10.37bn) being its top three export destinations as
of 2009. Moreover, its world imports account for US$266.4bn
with its top three sources of imports being China, UAE and
US accounting for US$30.61bn, US$19.73bn, and US$15.99bn
respectively. In its participation in international trade, India
has an unfavourable Balance of Trade (BoT) of US$89.63bn;
and on a bilateral level, it has a positive BoT with UAE
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(US$5.68bn), Netherlands (US$4.48bn) and US (US$3.12bn),
among few others; while with China and Saudi Arabia, among
others it has a negative trade balance of US$20.24bn and
US$10.62bn respectively.’

India has been able to position itself strongly in the global
economic order owing to the evolutionary nature of its foreign
trade policy. The present foreign trade policy covering the
period of 2009-14 aims to provide a stable and conducive
environment for increasing exports. Some of its key objectives
include: 25 percent annual growth in exports by 2014, double
India’s share in global trade by 2020, improving export related
infrastructure, reducing transaction costs through trade
facilitation measures, and securing enhanced market access,
among others. It also aims to for diversification of export
markets with focus on new markets like Africa, Latin America,
Oceania and the CIS.

Investment has also played a crucial role in the country’s
development. The consolidated FDI policy of India was
launched in March 2011 ‘with the intent of promoting foreign
direct investment through a policy framework which is
transparent, predictable, simple and clear and reduces
regulatory burden the Government of India introduced a
consolidated FDI policy. The system of periodic consolidation
and updation was also introduced as an investor friendly
measure’.

In India FDI can come through ‘automatic route’ or through
‘government route’. The magnitude of FDI in different sector
is also defined by this policy. A look at the sectoral description
reveals how investment is affecting development in India:

Agriculture and Animal Husbandry: 100 percent FDI has
been allowed through automatic route in the activities viz.
floriculture, horticulture, cultivation of vegetables &
mushrooms under controlled conditions; development and
production of seeds and planting material; animal husbandry
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(including of breeding of dogs), pisciculture, aquaculture under
controlled conditions; and, services related to agro and allied
sector.”

Mining: 100 percent FDI has been allowed through
automatic route in the following activities: a) mining and
exploration of metal and non-metal ores including diamond,
gold, silver and precious ores®, b) coal & lignite mining for
captive consumption by power projects, iron & steel and
cement units’, ¢) setting up coal processing plants like
washeries'’, and, d) mining and mineral separation of titanium
bearing minerals & ores, its value addition and integrated
activities."!

Electricity Generation, Transmission and Distribution: 100
percent FDI has been allowed through automatic route in the
following activities: a) generation and transmission of electric
energy produced in hydroelectric, coal/lignite-based thermal,
oil-based thermal and gas-based thermal power plants, b) non-
conventional energy generation and distribution, c) distribution
of electric energy to households, industrial, commercial and
other users, and, d) power trading.'

Petroleum and Natural Gas Sector: 100 percent FDI has
been allowed through automatic route in the activities like
exploration activities of oil and natural gas fields, infrastructure
related to marketing of petroleum products and natural gas,
marketing of natural gas and petroleum products, petroleum
product pipelines, natural gas/ pipelines, LNG regasification
infrastructure, market study and formulation, and, petroleum
refining in the private sector.'

Development of Townships, Housing, Built-up
infrastructure and Construction-Development projects: 100
percent FDI is allowed through automatic route in the areas
of developing townships, housing, built-up infrastructure and
construction development projects (which would include, but
not be restricted to, housing, commercial premises, hotels,
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resorts, hospitals, educational institutions, recreational
facilities, city and regional level infrastructure).'

Development of Industrial Parks: 100 percent FDI is
allowed through automatic route in the areas of both
developing new and existing Industrial Parks.

Telecommunication: 74 percent FDI is allowed in the sector
of which 49 percent is allowed through automatic route. Any
investment above 49 percent but upto 74 percent is allowed
only through the government route.'

Trading related activities: 100 percent FDI through
automatic route has been allowed in trading activities
pertaining to cash & carry trading, e-commerce marketing
and test marketing.

E-Commerce: FDI up to 100 percent is permitted for e-
commerce activities subject to the condition that such
companies would divest 26 percent of their equity in favour
of the Indian public in five years, if these companies are listed
in other parts of the world.'®

Food Processing: 100 percent FDI is allowed in the sector
through automatic route.

The multilateral trading system may be the first best option
for achieving an efficient outcome via global welfare
maximisation. However, with the impasse in the Doha round,
countries are increasingly engaging in PTAs to realise benefits
through trade and integration. Apart from the economic
benefits, PTAs have been seen to contribute in enhancing
political ties and friendly relations among member countries
which may also contribute towards a breakthrough in
multilateralism. The measures of economic integration
undertaken by India has also played a vital role in the process
of development especially through increased liberalisation and
better market access opportunities for India. India has
concluded several Preferential Trade Agreements (PTA), Free
Trade Agreements (FTA) and Comprehensive Economic
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Cooperation Agreements (CECA) and is also negotiating
several others.

The successive part of this paper discusses India’s
negotiating process on PTAs, and also evaluation and analyses
of negotiating process and the preparedness. The next part of
the paper deals with negotiation process and the country
experiences. Further, the cost and benefits analyses of select
PTAs of India have been undertaken and various econometric
techniques like Revealed Comparative Advantage (RCA)
index'”, Intra-industry Trade (IIT) index'®, Trade
Complementarity Index (TCI)" and an augmented gravity
model of trade have been used. The analysis also includes those
for BRICS countries.



2
India’s Negotiating
Process on PTAs

India has always supported the cause of multilateralism and
often adopted a cautious approach to forming PTAs. Though
modest in outcomes, such an approach characterises most of
the economic decisions India has made since its independence,
opting for a mixed economy frame work, rather than going
for the extremes.

The post-Cold War era prompted many developing
countries to form regional congregations and enter into
regional trade agreements (RTAs) and PTAs at a fast pace.
This activity stemmed from the perception that those non-
aligned to regional groupings were losing out on economic
gains from PTAs, even though these agreements were in
violation of the basic tenets of WTO, i.e. Most Favoured
Nation (MFN) and National Treatment. Similarly, it can be
argued that India too resorted to preferential trading as a
defensive strategy against loss of markets, rather than as a
proactive strategy to expand markets.

India’s approach to international trade has mostly been that
of increasing liberalisation, while its belief in multilateralism
only allowed it to sign a handful of PTAs, and operationalising
even fewer. Initially such agreements were largely governed
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by geo-economic reasons and were not merely economic
instruments. In the contemporary context, India’s impetus to
more such preferential agreement can, to a considerable
extent, be attributed to the slow progress under World Trade
Organisation (WTO) and the intangibility of associated
benefits. This is largely because the Doha Agenda has been
generating too much political scrutiny domestically and
agreements like PTAs seem to offer a less complicated pathway
to trade openness.

India’s negotiation process on PTAs can well be understood
by evolution pattern of such negotiations and evaluating the
need for preparedness.

Evolution of India’s PTA Negotiations

India’s approaches to negotiating PTAs have evolved over
time in the direction of greater methodological sophistication,
more systematic procedures and attention to economic
rewards. There is more emphasis on the establishment and
achievement of comprehensive economic goals, as opposed to
the mere enhancement of trade in goods and services. This
has defined India’s negotiation stances especially in cases of
Comprehensive Economic Cooperation Agreements (CECA)
in which it has shown keen interest in recent years.

India’s engagement in PTAs can be broadly divided into
two phases. The first phase entails the formation of PTAs as a
result of various political considerations and the prevailing
international setting. Agreements that were formed on this
basis include the India-Bhutan Treaty (1949), India-Nepal
Friendship Treaty (1950)?° and the Bangkok Agreement
(1975).>' Economic considerations and incentives were not
the primary motivations behind the initiation of negotiations
for these agreements. In addition, stakeholder consultations
before or during the negotiation process were almost absent
in reaching these agreements.
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The second phase saw the emergence of economic issues
during the consultation process. The inclusion of these issues
was initiated in the third round of SAARC Preferential Trade
Agreement (SAPTA) negotiations. In the initial part of this
phase, the consultation process was largely limited to Central
government ministries and apex chambers of commerce, a
trend that continued into the fourth round of negotiations on
SAPTA. However, in both the aforementioned rounds,
negotiations and consultations were not guided by any ex-
ante economic analysis of costs and benefits from the proposed
agreement.

India’s first FTA, the India-Sri Lanka FTA (ISLFTA) was
signed in December 1998, and originated from geopolitical
factors. Neither was an ex-ante cost and benefit analysis carried
out, nor were there broad based stakeholder consultations in
the negotiation of this agreement. A Joint Committee was
established only at the ministerial level in order to review the
progress of the agreement every year. The Committee
nominated one apex chamber from each country as a nodal
chamber to represent the views of the industries. The success
of ISLFTA has paved the way for deepening the engagement
by including services and investments through a
Comprehensive Economic Partnership Agreement (CEPA).
CEPA negotiations are ongoing since 2005 after a Joint Study
Group (JSG) recommended it in 2003. Though negotiations
were concluded in 2008, but were again resumed in December
2010 owing to some reservations from Sri Lankan side.

Another important agreement is the Bay of Bengal Initiative
for Multi-sectoral Technical and Economic Cooperation
(BIMSTEC). It is an important element in India’s ‘Look East’
policy and was signed in February 2004. It marked the first
instance of involvement of academia, business and Government
in the Group of Experts (GoE) laying out the contours of the
negotiation and the Framework Agreement itself.
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The India-Thailand FTA was signed in October 2003. It
established a Joint Working Group (JWG) to draft the
Framework Agreement.?? This development marks an advance
from the BIMSTEC Agreement. For the first time, a feasibility
study comprising Computable General Equilibrium (CGE)
modelling and Revealed Comparative Advantage (RCA)
analysis was carried out to assess the possible impact of the
proposed agreement. This agreement also marked the
beginning of extensive stakeholder consultations prior to the
FTA, which have subsequently been integrated into the
preparedness strategies for all FT As.

The PTA between India and Mercado Comun del Sur
(MERCOSUR), was signed in January 2004. MERCOSUR
comprises of Argentina, Brazil, Paraguay and Uruguay. Besides
trade in goods, it also has considerable focus on RoO. Before
the signing of PTA, a comprehensive feasibility study was
carried out.

In 20085, India signed CECA with Singapore, known as
India-Singapore CECA. A JSG was set up in 2002 to study its
feasibility which submitted its report in 2003 and
recommended the launching of negotiations.

In 2009, the India-ASEAN FTA was signed.? It provides
an interesting insight into India’s negotiation process. There
were many stumbling blocks in the process mainly due to the
fact that this was the first time India was negotiating a trading
agreement with a regional trading bloc that was not a Customs
Union.?* This meant that negotiations on tariff lines proved
to be extremely complicated as every nation in the regional
bloc had to individually agree to Indian tariff proposals and
vice-versa.”

Most recently, that is, in February 2011, India entered into
CECA with Malaysia. The negotiations took time owing to
some critical issues which needed deeper negotiations. They
were the issues like movement of persons which happened to
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be a key concern to New Delhi, while palm oil was an issue
for Malaysia, which sought significant tariff reduction in this
commodity. It may be noted that India is one of Malaysia’s
biggest markets for palm oil. Stakeholder’s consultations were
held and Joint Study Group was also constituted to do a
feasibility study.

The history of India’s negotiation of PTAs reveals that apart
from the evolution of stakeholder involvement in the
formulation of PTAs, there have been developments along
other lines. However, India’s urge for a higher degree of
economic diplomacy in its neighbourhood does continue.
India’s market should be available to all its smaller neighbours
if we are to develop common stakes in regional prosperity.?

Evaluation and Analyses of Negotiating Process
and Preparedness

Though the negotiation process suggests that India has made
considerable advances, yet there are still room for
improvement in the preparedness for such negotiations. An
evaluating of India’s negotiation process highlights several
issues and also presents the scope of improving preparedness.
Such issues need to be given pragmatic impetus by the Trade
and Economic Relations Committee (TERC), Government of
India. This committee, constituted in May 2005 is directly
headed by the Prime Minister and has supervised the
negotiations on recent/proposed PTAs and also taken a stock
of the progress of existing PTAs like India-Chile PTA.

First and foremost, preparedness and consistency in
negotiations is desired. The rapid transfer of personnel also
deters the formation of an expert group on negotiation. Thus,
a better Human Resource Planning (HRP) in the Ministry is
required to enhance preparedness.

It is generally observed that enough time is not spent in
analysing sectoral complexities. The key stakeholders in the
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negotiation process which include the corporate houses are
also generally not equipped enough to provide inputs worth
considering to the government during the negotiation process.
A series of multi-stakeholder meetings need to be organised,
and their inputs be further analysed. It is important that
information available in the public domain on negotiations
should be updated regularly. Also, a standard template
containing a core set of questionnaire relating to each sector
should be developed for the purpose of stakeholder
consultations.

Moreover, there is a need to develop a roster of institutions
and individuals capable of conducting country and sector-
specific studies. Instead of assigning all such studies to a few
select institutions, competition should be encouraged among
service providers listed in the roster through an open bidding
process.”’

Importantly in PTAs/FTAs, the benefits are not limited to
gains from trade in goods. Spin offs from a PTA/FTA could
outweigh the apparent trade benefits and will have to be
adequately factored in. These spin-offs may be in the form of
better investment opportunities (as in the case of the Indo- Sri
Lanka FTA); ease of visa procedures (Indo-Singapore CECA)
and the like. It is important to gauge these spin-offs on an ex-
ante basis prior to starting negotiations.

Prior market analyses in prospective partner countries are
generally not conducted by India. This could bias evaluation
of the feasibility of the agreement, thereby resulting in sub-
optimal outcomes of negotiations. In one instance, South Korea
commissioned Indian research organisations to carry out India-
specific analyses. It is suggested that the Indian government
should do the same in prospective partner countries.

Planning and management of the negotiation of each PTA
should be improved. For instance, a greater role should be
played by the Indian Embassy in each country in gathering



14 India’s Experiences on Preferential Trade Agreements

information that may not be readily available to the research
organisation conducting the study. There should be greater
coordination between the former and the latter. Similarly, there
should be better coordination between the ministries of
External Affairs and Commerce throughout the negotiation
process.

Though, India’s negotiation strategies have come a long way
and improved greatly over the years with PTA negotiations
now following a systematised process, yet there is much scope
for improvement to match prospective partners. Some
examples of best practices in negotiations can be adopted from
negotiators like the European Union (EU) which follow a
comprehensive process encompassing detailed market studies,
sectoral complexities and keen attention to multi-stakeholders
consultations.



3

Negotiation Process and
the Country Experiences

Having discussed the evolution and the need for
preparedness in negotiating PTAs, it is vital to
understand the nitty-gritty of an ideal negotiation process. Also,
the lessons from country experiences in negotiating PTAs can
be beneficial for keeping a track of best practices in such
negotiation processes.

An Ideal Negotiation Process

Stephen Hoadley, Professor of Political Studies at the
University of Auckland uses his detailed study of the New
Zealand-Singapore FTA to sketch out an ideal negotiation
process. This FTA was also known as the Closed Economic
Partnership (CEP) Agreement. The various elements of the
larger process in which negotiations are couched are described
by Hoadley as follows:

1. Identification of a Trade Problem: According to Hoadley,
the persistence of a problem leads to the recognition that the
status quo is unsatisfactory.”® New Zealand had been faced
with the problem of an insecure market for its agricultural
products throughout the three decades preceding the
mentioned agreement.”
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New Zealand tried unsuccessfully through the GATT in
the 1980s and 1990s to get barriers facing the exports of its
agricultural products lowered. In 1999 after several
unsuccessful attempts, New Zealand’s trade access to
international markets (except Australia) was still largely
restricted. Thus, the existence of a trade problem leads to
negotiations. This also hints at one primary reason for the
proliferation of new style PTAs — the impasse at the Doha
rounds.>°

2. Diagnosis Phase: The diagnosis phase begins when the
awareness of a problem stimulates the country’s government
into action — identifying the possibility for and then defining a
negotiation with a specific country which can solve the
mentioned problem.

In the case of New Zealand, the frustration of not being
able to overcome barriers to agricultural trade was recognised
at a luncheon meeting in Wellington on July 01, 1999 attended
by New Zealand’s trade minister, Lockwood Smith; his
counterpart from Singapore, George Yeo; and New Zealand’s
former Minister of Finance, Sir William Birch. After listening
to the outpouring of frustrations on both sides Birch suggested
that New Zealand and Singapore should go in for a bilateral
FTA. Birch’s solution can be labelled as a ‘diagnosis’. Diagnosis
involves the identification of a country which is complementary
to the initiating country in both economic interests and other
characteristics.

3. Pre-negotiation Stage — Setting the Agenda: The pre-
negotiation stage is best described in Hoadley’s own words:
“In the pre-negotiation phase, the parties confirm that
negotiation is the best way to proceed, establish what they
hope to achieve and decide what they will negotiate about
and how. In this phase they clarify and prioritise options, set
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parameters, establish boundaries, choose participants and
assess each other’s likely demands”

In the case of the FTA between New Zealand and
Singapore, the pre-negotiation phase began on August 11, 1999
with both officials from New Zealand and Singapore
reaffirming their commitment in the multilateral trading system
and wish to remain consistent with the rules of the WTO and
Asia Pacific Economic Cooperation (APEC) - free trade and
investment by 2010-2020.

New Zealand officials then set the ball rolling by proposing
the major elements of the potential FTA which include a)
elimination of all tariffs, b) under RoO minimum local content
of 50 percent to qualify as duty free in the other country, c)
nil export restrictions except those allowed by WTO under
Article XX, d) removal of all subsidies on both sides, e) replace
anti-dumping laws by competition laws, f) no national
procurement requirement, g) a mutual recognition agreement,
and, h) free trade in all services.

The responses from Singapore to each of these proposals
respectively, were as follows: a) agreed; except that it would
continue to retain levies on alcoholic beverages for social
reasons, b) minimum local content of 20 percent, ¢) agreed,
d) wanted to retain subsidies for domestic support
programmes, €) had problem with adopting competition laws
as Singapore had no experience with these, f) wanted to retain
the right of government procurement, g) agreed, and, h) was
keen to protect some of its services.

In a way, therefore, the pre-negotiation phase serves to
not only flag the main issues of interest for both countries
going in for an agreement but also helps to identify the issues
within these over which there is agreement and therefore those
on which there is no agreement.
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4. Negotiation: According to Hoadley, the following are the
elements associated with formal full scale negotiation:

Strategies — These are general plans adopted by negotiators
to achieve certain objectives. For example, it includes:

¢ avoidance of thorny issues

¢ yielding or a show of meeting the other party half way

on some issues by initially adopting a stand which is
more extreme than what one really believes in — this
allows the striking of bargains on other issues

¢ contending to intentionally oppose certain proposals so

that any moderation of stand seems like a major
concession

e problem solving, that is, cooperation with the other side

to arrive at an agreement on an issue on which there is
initially a major disagreement

Tactics — These are actions used which are components of
a strategy. For example, requests, proposals, offers,
concessions etc.; and others such as rhetoric, warnings, threats,
bluffs and displays of good faith.

There were compromises and adjustments made on both
sides. New Zealand did manage to get certain concessions
from Singapore and ended up also granting some. The
concessions that New Zealand exacted included an improved
access to Singapore’s service market, a single New Zealand/
Singapore procurement market, more stringent rules of origin
(RoO) than originally agreed to by Singapore, less threatening
anti-dumping provisions etc.

Among the concessions obtained by Singapore from New
Zealand were: access to electrical and electronic equipment
without further testing; elimination of tariffs on
petrochemicals, electrical and machinery products; investment
facilitation etc. On the other hand, there were deferrals —
wishes made by each side which were not granted by the
other.?! This illustrates that negotiations involve give and take
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to arrive at an agreement. Underlying any agreement are
compromises, adjustments and deferrals made during the
process of negotiation.

5. Legitimation: The negotiation phase ends when the
negotiators have agreed on a text. But for the formal adoption
of an agreement it has to be accepted politically.

However, legitimation can be explained through a two-
stage game.’” Democratic governments striving to reach
international agreements have to negotiate with leaders of
domestic political parties and interest groups as well as with
their foreign counterparts. Therefore, the acceptance of an
agreement can only be achieved if there is broad consensus in
the stands taken by foreign counterparts and domestic leaders.
It is in this way that citizens in a democracy get to influence
the content of the agreement.

In the case of the New Zealand-Singapore agreement the
legitimation phase began when the New Zealand government
endorsed the text of the CEP Agreement on August 23, 2000.
The Cabinet then released a briefing paper, National Interest
Analysis and a cost-benefit assessment to the Parliament and
public.

As the second step in the legitimation process the CEP
Agreement was submitted to the Parliament where it was
debated. It was then referred to the Select Committee on
Foreign Affairs, Defence and Trade, which, in turn, invited
written submissions from the public. The Committee also
conducted oral hearings of its members and conveyed to the
Parliament that a majority of its members had endorsed the
agreement. On the basis of the endorsement, the Parliament
conducted a debate and then voted 89 to 30 to take notice of
the recommendations of the Select Committee’s report on the
agreement.>’
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With the completion of this step in the legitimation phase,
the New Zealand Cabinet approved the draft agreement. Then,
a week later, on November 14, 2004, New Zealand and
Singapore signed the CEP agreement.

6. Ratification: The facilitation of the agreement required
certain legislative changes which were introduced to the
Parliament in the form of the CEP Bill. Since only the required
legislative changes constituted the bill and not the surrounding
clauses of the agreement it seemed quite harmless. There were
three statutes and a regulation as follows:
e amendment of Tariff Act to eliminate all tariffs on
imports from Singapore
¢ raising of the threshold for legitimacy of anti-dumping
claims from two to five percent
e waiving of the residency requirement for Singapore
engineers
¢ legal change to lower the content requirement for an
import to be classified as belonging to Singapore
Given the harmless nature of the bill, it was easily passed.
Though the above discussion provides the stage-wise
description of the ideal negotiation process, yet there are
aspects to negotiations like human capital formation,
preparedness etc. that cannot be captured through such
description of stages.**
Below are the lessons which can be taken from the
experiences of different countries/regions:

Lessons from Country/Regional Experiences

The ASEAN Experience
e The most important lesson from the Association of
Southeast Asian Nations (ASEAN) experience is for
leaderships to give primacy to economic issues and not
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allow political differences to stand in the way of regional
cooperation.

e [t is necessary that negotiators have a positive attitude
towards greater openness especially in situations where
trading relations among neighbours are not well
developed. In the case of ASEAN countries, large
negative lists, limited number of concessional tariff lines,
restrictive RoO, exclusion of services, non-tariff barriers
(NTBs) etc., changed in favour of greater openness
because of the cooperative attitude of negotiators on all
sides. This happened despite great differences in
governance structures and outlooks.

Lessons from Singapore’s Experience

Singapore is at present involved in signing or negotiating a
number of FTAs/PTAs with a large number of countries, both
developing and developed. It has been successful in negotiating
agreements and thus its experience is of immense value to
India.

The International Affairs Division of Singapore came up
with a strategy for the negotiation process in 2007 which has
the following components:

¢ The delegation will be led by a Chief Negotiator with

teams in charge of specific areas of the FTA

¢ During the negotiations, two or three or even more of

these teams may be meeting their counterparts
concurrently in parallel sessions

e The Attorney-General’s Chambers will assign one or

two legal officers to the Singapore delegation negotiating
each FTA

e The legal officers assigned will not only be providing

advice and assistance to a particular negotiating team
but will also head the team in charge of negotiating the
general, institutional and dispute settlement chapters of
the FTAs*
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These lessons are valid for any FTA negotiation process.
Five pointers which legal officers should bear in mind include:
e Get into the details: Since a typical FTA covers such a
wide range of issues, mastering technical details is a
daunting task for any legal officer which one must
nevertheless endeavour to do.

® Build relationships: The building of good working
relationships with your negotiating counterparts is very
important because most FTA negotiations span many
rounds and many months and one often has to deal with
counterparts repeatedly. Good working relationships
lead to a higher degree of trust among the individuals
involved which in turn, facilitates the negotiation
process.

® Be flexible: Sometimes clauses which are standard in
other FTAs might not work for a particular FTA under
negotiation in terms of catering to the interests of the
domestic stakeholder groups of a country as well as its
negotiating partner country.

o Watch out for precedents set: While there is a need to
be flexible about the texts of FTA provisions, one must
also realise that what one agreed to give to one FTA
partner would be difficult to refuse to another trading
partner in a subsequent FTA negotiation.

® Manage the documentation: The better the maintenance
of records of the previous rounds, the easier it will be
for the new legal officers to handle subsequent
negotiations.

Thus, the above directives lay a lot of stress on specialisation
and mastery of details and at the same time flexibility and
positive thinking.
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The South African Experience with the Trade
Development and Cooperation Agreement (TDCA)
Negotiated with the EU

This agreement has been in force since 2000 and offers
valuable lessons for other developing countries. From a study
of the South African experience, it is apparent that the success
of negotiations depends upon sufficient and informed political
support.>®

The political momentum led to defining of objectives for
negotiations as a part of the national development strategy
which was based on sound political backing, and the
establishment of comprehensive coordination mechanisms for
the conduct of negotiations. This ensured that negotiations
were not only given an important place in the development
strategy of South Africa but were supported by information
and human capital through a variety of mechanisms which
ensured that the objectives of the development strategy were
indeed met.?’



4
Cost and Benefit
Analysis of PTAs

hough India has recently been engaging in various PTAs

at bilateral and regional level, yet compared to other
countries, India’s involvement in PTAs has been rather modest.
A large share of its trade occurs through the multilateral
channels indicating that trade through multilateral channels
may be the best option for India despite the surge in PTAs in
recent years.>

Nevertheless, PTAs may offer various benefits beyond
economic ones, such as, deep political, diplomatic ties as well
as peace dividends. In any case economic gains still hold centre
place among many PTAs as indicated by the inclusion of
various schemes to protect certain sectors.

Among the few PTAs that India has been engaged in, this
section looks at some selected ones, namely, South Asia Free
Trade Agreement (SAFTA), ISLFTA, India-Singapore CECA,
India-ASEAN FTA, India-Malaysia CECA, and India-
MERCOSUR PTA, to analyse the costs and benefits of such
engagement for India. A large share of India’s trade is with
countries with which it does not have a preferential trading
agreement.
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In 2009-10, the combined share of MERCOSUR, SAFTA
and Singapore in India’s exports stood at 10.5 percent, up
from 6.33 percent in 1999-00, while the corresponding share
in India’s imports was only 4.2 percent declined from 4.5
percent over the decade. On the contrary, the export and
import shares of its major partners, EU (27), US, ASEAN and
China were 47.72 and 38.8 percent respectively in 2009-10
(Tables 2 and 4).%

While accurate measurements of cost and benefit from
PTAs are difficult due to a range of factors and criss-crossing
overlaps of bilateral, regional and plurilateral PTAs, a fair
diagnosis can be made through examination of some key
indicators as well as the gravity trade model. Key indicators
like Intra-Industry Trade (IIT) index, Trade Complementarity
Index (TCI) and Revealed Comparative Advantage (RCA)
index have also been calculated for the same.

Further, two key export sectors of India — textiles &
clothing (T&C) and the spice sector — are studied to understand
how PTAs have affected them. Moreover, the treatment of
some important issues like intellectual property rights, trade
and environment, trade and social standards, competition
policy, trade facilitation, and government procurement in a
country’s PTAs have also been discussed.

India’s Engagement with PTAs

South Asian Free Trade Agreement

SAARC Preferential Trading Agreement (SAPTA) was
initiated by the SAARC member countries in 1993 (and
operationalised in 1995) to promote trade liberalisation on a
preferential basis. During the 12® SAARC Summit in
Islamabad in 2004, SAFTA was signed with the aim of
enhancing mutual trade and cooperation. SAFTA came into
effect from January 01, 2006 and Afghanistan joined in as the
eighth member in 2008.
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Exports from India to SAFTA were recorded at
US$8391mn during 2009-10 while imports were US$1657.4mn
(Tables 1 and 3). Average annual growth rates for Indian
exports and imports to SAFTA during 1999-00 and 2009-10
were 21 and 17 percent respectively.*

SAFTA accounts for only about 4.69 percent of India’s
exports and a meagre 0.6 percent of its total imports.*! Within
SAFTA in the year 2009-10, Bangladesh, Sri Lanka, Pakistan
and Nepal account for 29, 26, 19 and 18 percent respectively
of India’s exports while their shares in Indian imports from
SAFTA are 15, 24, 17 and 27 percent respectively. India has
separate bilateral trading agreements with all these countries
except Pakistan.

Bangladesh: Considering that Bangladesh has not offered
any substantial tariff and non-tariff concessions to Indian
exports, there remains a large potential for Indian exports to
penetrate the Bangladeshi market.

India’s top three exports to Bangladesh include cotton,
edible vegetables and certain roots and tubers and vehicles
other than railway or tramway rolling stock, and parts and
accessories thereof. Bangladesh has global comparative
advantage in the following sectors: Vegetable textile fibres
nes, paper yarn, woven fabric (114.01); Articles of apparel,
accessories, knit or crochet (39.04); Articles of apparel,
accessories, not knit or crochet (32.80) (Table 11). There is
moderate trade complementarity between India and Bangladesh
as reflected from the TCI calculations which stands at 48
percent (Table 16).

Nepal: The exports basket to Nepal is changing over the
years from Mineral fuels, oils and distillation products make
up which constituted 35 percent of India’s exports to Nepal
in the year 2007 excluding petroleum products, rice is the
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country’s top export product to Nepal followed by cements
and medicines. Under the Indo-Nepal treaty of trade, Nepalese
manufactured goods receive duty free non-reciprocal access
to India’s markets subject to RoO.*

Considering that carpets, particularly woollen carpets are
Nepal’s top most exports, and India also has a comparative
advantage in this sector, Nepal has imposed an ad valorem
tariff equivalent of 24.7 percent. However, Nepal is losing its
competitive edge in this sector due to its own internal supply
constraints, while India has managed to increase carpet and
textile floor covering exports to the rest of the world at an
annual growth rate of 11 percent over 2001-2010. Moreover,
Indian carpet and textile floor covering exports to Nepal have
experienced a robust annual average growth rate of 349
percent during 2001-2009.

India’s top three exports to Nepal include mineral fuels,
mineral oils and products of their distillation; bituminous
substances; mineral waxes, iron and steel, salt; sulphur; earths
and stone; plastering materials, lime and cement while animal/
vegetable fats are India’s major import from Nepal. Nepal has
global comparative advantage in the following sectors Vegetable
plaiting materials, vegetable products nes (362.21); Carpets
and other textile floor coverings (79.13); Vegetable textile
fibres nes, paper yarn, woven fabric (46.98) in 2010 (Table
13). There is high trade complementarity between India and
Nepal as reflected from the TCI calculations which stands at
65 percent (Table 16) in 2010.

Pakistan: Trade between India and Pakistan remains modest
despite large potential for trade and investment cooperation.*
Export structures of the two countries are quite similar as the
top ten sectors in each of these countries in terms of
comparative advantages. Another indicator of further trade
and integration potential is the relatively high intra-industry
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trades between India and Pakistan vis-a-vis other South Asian
countries. This implies that although the two countries have
comparative advantages in similar industries, they have
managed to diversify and specialise in differentiated products
within those industries. India’s exports to Pakistan have
increased from US$93mn in 1999-00 to US$1573mn in 2009-
10 at an average annual rate of 40 percent. On the other hand,
India’s imports from Pakistan have risen from US$68.2mn to
US$370.17mn in 2008-09 and which declined to US$275.94mn
during the same period at a growth rate of 22 percent.

India’s top three exports to Pakistan include organic
chemicals; cotton; and man-made filaments, however,
Pakistan’s top three exports to India are salt; sulphur; earths
and stone; plastering materials, lime and cement; edible fruits,
nuts, peel of citrus fruit, and melons; and cotton. Pakistan has
global comparative advantage in the following sectors such as
Cotton (51.21); other made textile articles, sets, worn clothing
etc. (45.90); Cereals (19.61) in 2010 (Table 13). There is
moderate trade complementarity between India and Pakistan
as reflected from the TCI calculations which stands at 65
percent (Table 16) in 2010.

Maldives: India’s top three exports to Maldives include
Cereals, salt; sulphur; earths and stone; plastering materials,
lime and cement and pharmaceutical products while, Maldives’
top three exports to India are Iron and steel, Copper and
articles thereof, and Aluminium & articles thereof. Maldives
has global comparative advantage in the following sectors such
as Fish, crustaceans, molluscs, aquatic invertebrates nes
(128.42); Meat, fish and seafood food preparations nes (26.31);
Residues, wastes of food industry, animal fodder (1.79) in
2010 (Table 13). There is perfect trade complementarity
between India and Maldives as reflected from the TCI
calculations which stands at 100 percent (Table 16) in 2010.
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Due to India’s dominant position in the region, trade with
almost all of its partners has been lop-sided with India being
the major trading partner for most of them. The high growth
and shares of Indian exports in the imports of partners indicates
that India has benefited from the export expansion of its
neighbours. Some of this Indian export expansion can be
attributed to falling tariffs in partner countries — the result
was trade diversion i.e. Indian goods replacing lower cost
products from non-SAFTA members.

India-Sri Lanka Free Trade Agreement (ISLFTA)

The ISLFTA was signed in 1998 and operationalised in
March 2000. This FTA is based on ‘less than full reciprocity’
as Sri Lanka has been given a larger share of concessions in
terms of the negative list and RoO along with a longer time
frame for tariff reduction. Owing to Sri Lanka’s already low
existing tariffs and the generous concessions offered by India,
Sri Lankan exporters appear to have benefited considerably
more than Indian exporters from this FTA. Although India
has managed to choose its negative list quite strategically, one
sector which has experienced detrimental effects from ISLFTA
is spices, which Sri Lanka pushed for removal from India’s
sensitive list.

Following the FTA, Sri Lanka’s exports to India have
increased substantially from pre-existing negligible levels.
India’s exports to Sri Lanka have gone up from US$499mn to
US$2188mn during 1999-00 to 2009-10 registering an average
annual growth rate of 18 percent. Likewise, imports to India
have increased from US$44.2mn to US$392.2mn during the
same period, recording an annual average growth rate of 33
percent. At present, India enjoys a trade surplus with Sri Lanka.
However, in 2001, India’s average applied MFN tariff on
manufactured goods equalled 31.7 percent compared to 8
percent for Sri Lanka.**
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India’s top three exports to Sri Lanka include Mineral fuels,
mineral oils and products of their distillation; bituminous
substances; mineral waxes; Vehicles other than railway or
tramway rolling stock, and parts and accessories thereof;
Cotton while, Sri Lanka’s top three exports to India are Coffee,
tea, mate and spices; Residues and waste from the food
industries; prepared animal fodder; Rubber and articles
thereof. Sri Lanka has global comparative advantage in the
following sectors such as Coffee, tea, mate and spices (74.82);
Vegetable textile fibres nes, paper yarn, woven fabric (51.64);
Vegetable plaiting materials, vegetable products nes (21.86)
in 2010 (Table 14).

There is high trade complementarity between India and Sri
Lanka as reflected from the TCI calculations which stands at
63 percent (Table 16) in 2009. The IIT index between India
and Singapore reveals that the intra-industry trade is the highest
in Products of residues, wastes of food industry, animal fodder;
Ships, boats and other floating structures; and Special woven
or tufted fabric, lace, tapestry etc. (Table 21) in 2009.

India-Singapore Comprebensive Economic Cooperation
Agreement (CECA) and India-ASEAN FTA

India’s first ever CECA agreement was signed with
Singapore on June 29, 2005 and became operational from
August 01, 2005. In addition to a FTA in goods, the CECA
have three more components: trade in services, arrangement
for investment flows and an agreement for avoiding double
taxation. A RoO clause with 40 percent local content
requirement and change of classification at the 4-digit HS level
is also included. Moreover, there are detailed product specific
rules for a long list of items.

Due to pre-existing zero MFN tariffs applied by Singapore,
Indian exports to the Singapore market have not recorded a
surge while imports from Singapore have increased three folds
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since CECA enforcement. Exports from India to Singapore
have increased from US$4,001mn to US$7,592.17mn while
imports have gone up from US$2,651mn to US$6454.57mn
over 2004-05 to 2009-10. In 2009-10, Indian exports to
Singapore as a share of total Indian exports stand at 4.25
percent while the corresponding import share is 2.2 percent,
which is larger than its import shares vis-a-vis SAFTA and
MERCOSUR.#

Singapore has increased its exports of high end electronic
products to India, while India’s exports to Singapore are
concentrated in petroleum oils (HS 2710) which account for
37.4 percent of total Indian exports to the country. Petroleum
oil exports by Singapore also account for about 23.1 percent
of its exports to India, while nuclear reactors, boilers,
machinery, etc.; and electronic products make up 17.18 and
17.86 percent respectively.

Singapore is currently the second largest foreign direct
investor in India with cumulative investment flows reaching
US$7934mn during April 2000 to April 2009.% This was the
first time India had entered into a bilateral agreement in
services. As a result, Singapore now has increased presence in
the construction, communication, business services, insurance
and banking sectors of India.

India’s top three exports to Singapore include Mineral fuels,
mineral oils and products of their distillation, bituminous
substances, mineral waxes; ships, boats and floating structures;
and miscellaneous goods, while, Singapore top three exports
to India are Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes; electrical
machinery and equipment and parts thereof; sound recorders
and reproducers, television image and sound recorders and
reproducers, and parts, nuclear reactors, boilers, machinery
and mechanical appliances, parts thereof.
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Singapore has global comparative advantage in the following
sectors such Commodities not elsewhere specified (4.51), Tin
and articles thereof (4.37), Electrical, electronic equipment
(2.66) in 2010 (Table 14). There is moderate trade
complementarity between India and Singapore as reflected from
the TCI calculations which stands at 50 percent (Table 9.1) in
2010. The IIT index between India and Singapore reveals that
the intra-industry trade is the highest in Products of Umbrellas,
walking-sticks, seat-sticks, whips, etc., Articles of iron or steel
and Salt, sulphur, earth, stone, plaster, lime and cement (Table
21) in 2009.

India-ASEAN FTA was signed in 2009. It is supposedly
one of the most comprehensive FTAs negotiated by India in
recent times. India’s top three exports to ASEAN include
cotton, mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes, ships, boats
and floating structures, and miscellaneous goods.

India top three imports from ASEAN are mineral fuels,
mineral oils and products of their distillation; bituminous
substances; mineral waxes; animal or vegetable fats and oils
and their cleavage products, pre edible fats, animal or vegetable
waxes; and electrical machinery and equipment and parts
thereof, sound recorders and reproducers, television image
and sound recorders and reproducers, and parts. There is
moderate trade complementarity between India and ASEAN
as reflected from the TCI calculations of ASEAN countries.

The IIT index between India and ASEAN reveals that the
intra-industry trade is the highest in Products of animal origin,
nes, Headgear and parts thereof and Articles of iron or steel

(Table 21) in 2009.

India-MERCOSUR PTA
India signed PTA with MERCOSUR on January 25, 2004.
This was to be ratified in July 2007. Argentina, Brazil, Paraguay
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and Uruguay are the founder members while Venezuela joined
later. Unlike other PTAs, this was based on an offer list with
reciprocal fixed tariff preferences. MERCOSUR will provide
preferential access to 452 items while getting Indian market
access to 450 products in return.*’” RoO, safeguard measures
and dispute settlement clauses are included in the agreement.

At the outset, a PTA with MERCOSUR potentially offers
India market access to a region with a combined estimated
GDP of US$1tn and a population of about 200 million. Despite
the large markets of the two regions and dynamic growth rates,
India’s export to MERCOSUR as a share of total Indian
exports is only 0.63 and 1.55 percent respectively while the
corresponding import share is 1.4 percent during 1999-00 and
2009-10.%8

Over the last ten years (1999-00 to 2009-10), Indian exports
to MERCOSUR have increased from US$231mn to
US$2770mn while imports from MERCOSUR have gone from
US$680.6mn to US$4131.4mn. Thus, at present India has a
trade surplus with MERCOSUR. Not surprisingly, among the
MERCOSUR countries, Brazil and Argentina account for 87
and 10 percent of India’s exports to MERCOSUR respectively.

Likewise, 83 and 16 percent of India’s imports from
MERCOSUR originated from Brazil and Argentina
respectively in the above mentioned period. Since India’s MFN
applied tariffs are higher than those of MERCOSUR countries,
exports from the region to India may possibly increase in some
sectors.

India’s top three exports to MERCOSUR include mineral
fuels, oils, distillation products, etc; organic chemicals;
miscellaneous chemical products, While India top three
imports from MERCOSUR are mineral fuels, oils, distillation
products, etc; sugars and sugar confectionery; animal, vegetable
fats and oils, cleavage products, etc.
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There is moderate to high trade complementarity between
India and MERCOSUR as reflected from the TCI calculations
which stands at 61 percent (Tables 15 and 16) in 2010. The
IIT index between India and MERCOSUR reveals that the
intra-industry trade is the highest in products of cork and
articles of cork; explosives, pyrotechnics, matches, pyrophoric,
etc. optical, photo, technical, medical, etc. apparatus (Table
21) in 20009.

India and other BRICS countries

An analysis of India and other BRICS countries reveals that
there exists potential for cooperation and deeper engagement
among the BRICS countries also.

Brazil: India’s top three exports to Brazil include mineral
fuels, mineral oils and products of their distillation, bituminous;
organic chemicals; electrical machinery and equipment and
parts thereof, sound recorders and reproducers, television
image and sound recorders and reproducers, and parts, While
India top three imports from Brazil are mineral fuels, mineral
oils and products of their distillation; bituminous substances;
mineral waxes; sugars and sugar confectionery; and iron and
steel. The trade complementarity between India and Brazil as
reflected from the TCI calculations stands at 93 percent (Table
15) in 2010. The IIT index between India and Brazil reveals
that the intra-industry trade is the highest in products of
inorganic chemicals, precious metal compound, isotopes,
rubber and articles thereof and printed books, newspapers,
pictures etc. (Table 20) in 2009.

Russia: India’s top three exports to Russia include
pharmaceutical products; coffee, tea, mate and spices;
miscellaneous edible preparations, While India top three
imports from Russia are fertilisers; mineral fuels, mineral oils
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and products of their distillation, bituminous substances,
mineral waxes and iron and steel. There is moderate trade
complementarity between India and Russia as reflected from
the TCI calculations which stands at 50 percent (Table 15) in
2010. The IIT index between India and Russia reveals that
the intra-industry trade is the highest in products of soaps,
lubricants, waxes, candles, modelling pastes; Electrical,
electronic equipment and miscellaneous chemical products

(Table 20) in 2009.

China: India’s top three exports to China include ores, slag
and ash; cotton; copper and articles thereof, While India top
three imports from China are electrical machinery and
equipment and parts thereof; sound recorders and reproducers,
television image and sound recorders and reproducers, and
parts; nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof; organic chemicals. There is moderate
trade complementarity between India and China as reflected
from the TCI calculations which stands at 50 percent (Table
15) in 2010. The IIT index between India and China reveals
that the intra-industry trade is the highest in Products of
aircraft, spacecraft, and parts thereof; cocoa and cocoa
preparations; products of animal origin, nes (Table 20) in 2009.

South Africa: India’s top three exports to South Africa
include mineral fuels, mineral oils and products of their
distillation; bituminous substances, mineral waxes; vehicles
other than railway or tramway rolling stock, and parts and
accessories thereof and pharmaceutical products. India top
three imports from South Africa are natural or cultured pearls,
precious or semiprecious stones, preview metals, clad with
precious metal and articles thereof, imitation jewellery, coin;
mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineral waxes; ores, slag and ash.
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There is moderate trade complementarity between India and
South Africa as reflected from the TCI calculations which
stands at 50 percent (Table 15) in 2010. The IIT index between
India and South Africa reveals that the intra-industry trade is
the highest in salt, sulphur, earth, stone, plaster, lime and

cement; copper and articles thereof and cocoa and cocoa
preparations (Table 20) in 2009.

Trade Creation and Diversion of India’s PTAs

Using an augmented gravity trade model with bilateral trade
flows between India and 166 trading partners over the 2000-
2010 time periods, the trade creation and diversion effects of
India’s PTAs has been seen.* However, it should be noted
that such trade creation and diversion effects of PTAs cannot
be related to welfare effects directly and many studies that
have looked at these effects have been inconclusive or have
produced conflicting predictions depending on country and
time period coverage and model use. Nevertheless, the gravity
model has become popular in studying the impact of RTAs/
PTAs on trade flows, especially after the establishment of
theoretical foundations for using it.*

In the equations used in the study, X, is exports from
country i to country . M, is imports from country i to country
J. GDPi is GDP of country j at constant US$2000. POPj is
population of country j. As India is the common trading partner
for each country in the sample, we do not include GDP and
population figures for India. Dist. is the geographical distance
between the trading partners i and j. The equation has been
augmented using dummy variables. Comlang means common
language; if the two countries share a common language, assign
1 otherwise 0. Contig. means contiguity; if the two countries
share a common border, assign 1 otherwise 0. Comcol means
common colonys; if the two countries have been colony of the
same coloniser, assign 1 otherwise 0. Smctry means same
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country; if the two countries were the same country in the
past, assign 1 otherwise 0. e, is the error term.

For analysis, only the PTAs where India has membership,
namely SAFTA, BIMSTEC, MERCOSUR, Indo-Sri Lanka and
ASEAN FTA and Indo-Singapore CECA, have been included
as PTA dummies. In equation 1, PTA dummies take the value
1 if country j is also a member of the PTA along with India. A
positive coefficient of the PTAs indicates trade creation. It
measures the impact on India’s exports to country j of country
j being a member of the PTA. Therefore, the as above
mentioned, six PTA dummies have been included in the
equation.

In the bilateral imports equation 2, all these six PTA
dummies have been taken and have been assigned 1 only if
India is a member of that PTA and 0 if both India and country
j are members of that PTA. This variable looks at the impact
on Indian imports from country j of the partner country j
(exporter) not being a PTA member. A negative coefficient of
the PTA dummies implies that exports from country j to India
get reduced because of its non-member status, that is, trade
diversion.

According to this model, bilateral trade flows between two
countries are enhanced by their economic sizes (GDP) and
populations (Pop.) but reduced by geographical distance (Dist.).
Additional variables like sharing of a common language
(comlang.), contiguity (contig.), common colony (comcol.), and
historically been one country (smctry) membership in PTAs
are also included in the model to control for trade impediments.
An augmented gravity model somewhat similar to that of
Soloaga and Winters (2001) and Srinivasan and Archana (2008)
has been used to investigate the impact of PTAs on India’s
bilateral trade flows (details in Tables 17-19 of Appendix).

The results from empirical exercise imply that larger GDP
and population of India’s trading partner have a significant
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positive impact on bilateral trade flows while greater
geographical distance reduces trade. It shows good amount of
trade creation in terms of India-Singapore CECA and also low
trade creation for SAFTA, BIMSTEC and very less in case of
MERCOSUR. Sharing a common border with a trading
partner, however, does not appear to impact India’s trade
flows. This is unusual as the border effect on trade flows is
positive and significant in most gravity model estimations. The
deviant result for India further confirms that it has not been
able to convert geographical proximity into an advantage for
trading with SAFTA members relative to its other trading
partners. Even the smctry variable has negatively impacted
which is obvious considering the low intra-regional trade in
South Asia.

However, ISLFTA and India-ASEAN largely reflects lack
of trade creation, though some previous studies have shown
that ISLFTA creates trade. There is some difference in results
pertaining to trade creation from PTAs depending upon the
type of estimation procedure, and the differences owing to
the country and time period coverage of the data used for
analysis.

OLS estimations for the imports flow in equation 2 shows
significant negative coefficients on the PTA variables for Indo-
Singapore CECA implying trade diversion. In other words,
for countries which are not a part of the above two PTAs,
there has been a reduction in their exports to India.

These results are in line with the analysis using other key
trade related indicators, which implies that almost all of India’s
PTA partner countries (except Singapore) have similar export
structures, and exhibit low intra-industry trade and relatively
low degree of trade complementarity with India, all pointing
towards low potential for growth of trade in goods.
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Impact on Key Sectors

In this section two key sensitive sectors of India have been
examined to infer the sector specific impacts of PTAs. India
has undertaken substantial tariff liberalisation for its
manufactured goods: average MFN applied tariffs have fallen
from 31.6 percent in 2001 to close to 9.3 percent in 2008
implying that its domestic manufactured goods market is quite
competitive. However, such tariff reduction schemes have
bypassed agriculture, livestock, processed food, T&C sectors.
India’s SAFTA partners also have comparative advantage in
some of these sectors. Most of them have maintained a
sensitive items list much longer than the one put forward by
India.

Although the sensitive list maintained towards non-LDCs
is required to be different from those facing LDCs, not all
members have enforced it. For example, India’s sensitive list
contains 865 and 744 products for non-LDCs and LDCs
respectively while Sri Lanka has maintained 1079 products
for both groups. However, a closer look at the specific items
indicates that India has been quite strategic in choosing
products for this list. The sensitive list is dominated by two
product groups that hold major importance for its SAFTA
partners, namely vegetable products, accounting for 20.2
percent of the sensitive list items, and textiles and clothing
products, making up 34.2 percent.’!

The products in the sensitive list maintained by India make
up a relatively bigger portion of a typical partner’s top ten
RCA sectors compared to its sensitive list’s share in India’s
top ten RCA sectors. In the case of Sri Lanka, the sensitive
list maintained by India is longer in SAFTA compared to the
one maintained in the India-Sri Lanka FTA.5? Such a strategic
approach in the selection of sensitive items has certainly helped
India protect some of its industries from export competition.
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India-Singapore CECA has the shortest time line for tariff
reduction, but since India is undertaking this unilaterally, there
may not be much scope for gains for India purely in terms of
trade in goods. Recently, India has decided to provide additional
concessions on 539 products (8 digit HS code), mostly base
metal, machinery and mechanical appliances, chemicals, plastic
and rubber articles and textiles. Tariff elimination will be
undertaken for 307 items in five phases from January 15,2008
to December 01, 2011 with 97 products slated for duty free
status by 2015.

SAFTA, with the longest time frame for tariff reduction,
offers no substantial benefits for India in the near future. The
India-MERCOSUR PTA has a fixed offer list of very limited
products with no arrangements for future tariff reduction or
elimination.

Moreover, India-MERCOSUR PTA has the most restrictive
rules of origin with a 60 percent domestic value added
requirement while ISLFTA requires only 35 percent domestic
value added with a change in tariff heading. However, due to
lax product specific rules within RoO under ISLFTA, European
and Chinese products have made their way into India after
undergoing minor modifications or re-packaging.>

Both SAFTA and Indo-Singapore FTA have provisions for
40 percent value added with change in classification; however,
the safeguard measures and product specific rules under the
Indo-Singapore CECA are much more detailed in scope, with
the objective of ensuring that only goods actually produced in
the two countries benefit from the agreement.

Textiles & Clothing Sector
One of the common features of South Asian economies is
their comparative advantage in the labour intensive readymade

garment (RMG) sector. India’s exports in the T&C sectors
(HS lines 50-63) for 2009-10 were US$23.49bn accounting
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for 13.14 percent of its total exports. According to Indian
Textile Journal report, India’s share in world clothing exports
fell from 2.63 percent to 2.55 percent over the MFA phase
out period of 1996-2004, while the country’s share in world
textile imports increased from 2.91 to 3.58 percent during
the same period.**

Over the recent years, countries like Bangladesh have
successfully specialised in this sector thereby penetrating
larger overseas markets, while Nepal has lost its competitive
edge due to its inefficient production systems. India still has a
competitive domestic RMG sector; however, the country’s
strength lies in relatively more capital intensive textile
manufacturing. At present, only India and Pakistan from South
Asia have a competitive export-oriented textile industry.

The RMG sector also comes under the top ten RCA sectors
for Sri Lanka. As mentioned above, the T&C sector is not
covered by India’s tariff liberalisation scheme. A long list of
products from this sector have made their way into India’s
sensitive list and high specific tariffs have been also introduced
in addition to ad valorem tariffs to protect producers in this
sector. About 41 percent of the T&C tariff lines (HS chapters
50-63) face specific duties and the system is designed to restrict
RMG imports from developing countries.

In 2009, about 19 percent internal tariffs were imposed by
India on duty-free RMG from Bangladesh.’> Due to these
hidden barriers, out of 3.65 million duty-free quota certificates
applied for by Bangladeshi exporters in 2008, only 50 percent
was successfully processed as high internal duties discouraged
Indian importers. Although these internal tariffs are not
discriminatory as these are applied to domestic goods as well,
they do lead to increased transaction costs and unnecessary
delay in movement of consignments.

Bangladesh’s RMG sector has recorded unprecedented
growth in other markets while with regard to India; its RMG
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export performance has been nominal. Although preferential
rates on both ad valorem and specific duties have been extended
to Bangladesh in addition to an annual export quota of 8 million
pieces, Bangladesh has not been able to increase its RMG
exports to India partially due to the fact it may be less
competitive vis-a-vis India’s RMG sector.’® Poor facilitation
at the Indo-Bangladesh Land Customs Station is also a crucial
factor impeding RMG exports to India.

Sri Lanka has a large garment export sector but its garment
exports to India are negligible. Garments have been given
preferential market access of 50 percent for 8 million pieces
per year while textiles have been granted a preferential margin
of 25 percent with no quantitative restrictions. It should be
noted that in the granted quota of 8 million pieces, at least 2
million pieces are required to have Indian fabric content.

India also faces various impediments from its SAFTA
partners in this sector. For example, Bangladesh had imposed
a ban on textile fabric imports for domestic use, thereby
adversely affecting India’s textile exports into the country.
Although this ban has been eliminated since 20035, the sector
is still protected by high tariffs. Moreover, textile yarn imports
from India can only enter Bangladesh through its sea ports.

Such measures have been taken to curb trade through
informal channels, but there is no saying that such NTBs do
not impact regular trade flows. Moreover, such port
restrictions not only increase informal trade but could also be
a breeding ground for bribes to customs officials at the borders.

To sum up, despite India’s provision of concessions and
preferential market access to South Asian RMG producers,
they have not been able to increase RMG exports to India.
There are two reasons for this. One, the Indian RMG sector
is quite competitive relative to this sector in its neighbouring
countries. Not only does it have easy access to domestic fabric
and textiles but the sector is far more diversified than RMG



India’s Experiences on Preferential Trade Agreements 43

sectors in its neighbouring countries. Second, various hidden
duties, port restrictions and many NTBs have made RMG
exports from neighbours uncompetitive.

Spices

India is one of the largest consumers and producers of
spices in the world. According to the Spice Board of India,
total exports in spices (pepper, cardamoms, chilli, ginger,
turmeric, coriander, cumin, celery, fennel, fenugreek, other
seeds, garlic, nutmeg & mace, vanilla, curry powder, mint
products, oils & oleoresins and other spices) stood at
US$1502.85mn in 2010-11, up from US$1173.75mn in 2009-
10. In terms of volume, India’s share in world spice trade is
48 percent while in terms of value this figure is 44 percent.

Sri Lanka is another major global player in the spice industry
and has received duty free treatment for the same from India
under the Indo-Sri Lanka FTA. Following the exemption of
spices from the sensitive list in the ISLFTA, India’s existing
trade deficit in pepper took a significant jump. In 1999, a year
prior to the enforcement of the ISLFTA, India exported
US$69,025 worth of pepper (HS 090411) to Sri Lanka. By
20085, pepper exports declined to US$9,203 while imports kept
rising. In addition to pepper originating from Sri Lanka, third
country pepper also made its way into the Indian market via
Sri Lanka.

During the same time period, Vietnamese pepper displaced
Indian pepper from a large portion of the US market, while
unfavourable weather conditions at home adversely affected
domestic production. All these factors depressed pepper prices
and generated a lot of hue and cry among pepper producers in
Kerala. Kerala contributes to 92 percent of pepper exports,
74 percent of cardamom and 63 percent of ginger exports
among others, making up 67.5 percent of total national spice
export.®’
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Although not entirely responsible for bringing distress in
the pepper industry, the ISLFTA did have an impact. Hence,
in 2006, the India Pepper Spice Trade Association put forth a
demand for a quota restriction on Sri Lankan pepper imports.*
The Government of India responded favourably by placing an
annual import cap of 2,500 tonnes on Sri Lankan pepper as
well as designating only one port, i.e. Kochi, for such imports
in order to monitor quantity and quality of pepper imports.*

India also has substantial trade deficits with Sri Lanka in
cinnamon and cinnamon-tree flowers (HS 0906) nutmeg, mace
and cardamoms (HS 0908) and cloves (HS 0907).

Some other spices that have experienced a decrease in
production are pepper, cardamom, fenugreek, saffron and
celery; however, the rates of decrease have been fairly modest
when compared to that in cloves and cinnamon. India has zero
exports in cloves while recently cinnamon exports to Sri Lanka
stood at a mere US$1,000. On the other hand, India imported
US$1.1mn and US$7.3mn worth of cinnamon and cloves from
Sri Lanka. Change in weather conditions with extended dry
spells is also cited as a major reason for the decline in
production of some spices like cardamom and pepper.

Other spices, namely, chilli, ginger, turmeric, coriander,
fennel, cumin, vanilla, garlic, dill seed and ajwan have seen an
increase in production. Also certain spices have lost their
competitive edge adversely affecting livelihoods of Indian spice
farmers. But the fact that others enjoy a trade surplus despite
duty-free access to Sri Lankan spices is an indicator that India
is still competitive in those products.

Services and Investment in PTAs

India has focused on deregulation of services sectors. The
telecommunication sector has been opened up to competition.
Several other services including the knowledge-based sectors
like IT and ITES sectors have been able to make up a mark
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and contribute favourably to the success story of the Indian
services sector. The increase in such knowledge knowledge-
based sectors including BPO, LPO, business process re-
engineering and others have provided robust growth to the
economy. This has been possible owing to the series of
technological advances and availability of low-cost and skilled
manpower with competence in English language.

India has made services commitments in the WTO Uruguay
Round, and has made partial commitments in 42 subsectors,
across six of the 12 major services groupings (business,
communications, construction, financial, health and tourism)
in the Service Sectoral Classification List. India opened up its
services sectors and this is reflected in its Offer at the WTO
wherein it has offered 11 out of 12 services sectors as per the
Services Sectoral classification of the WTO.®

A majority of PTAs have only included provisions for trade
in goods while trade in services, investment flows and
cooperation in other spheres have been left out of most trade
agreements. Given India’s success in knowledge intensive
sectors like information technology and the growing share of
the service sector in its GDP, including service trade is likely
to greatly enhance economic gains from PTAs. SAFTA, India-
ASEAN and India-MERCOSUR are largely goods-based PTAs
while the above mentioned issues are included in ISLFTA and
Indo-Singapore CECA to certain degrees.

In terms of investments, before 1991, the amount of FDI
flow in and out of India was not very significant. While the
amount of FDI in India has been US$252mn in 1992, the figure
stood at US$40,418mn in 2008.

In order to attract FDI, India has gradually reduced various
caps on FDI inflow. It has recently formulated a consolidated
FDI policy in 2011 which is expected to facilitate greater FDI
inflow. Mauritius, Singapore, US, Japan, Netherlands and UK
are the major sources of FDI for India. The Outward FDI
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(OFDI) from India is also expanding gradually over the time.
While the OFDI figure for India was US$0.35mn in 1993, it
increased to US$14,896.72mn in 2009.¢'

In 1999, that is, pre-ISLFTA, there were only 18 projects
with Indian investment flows in Sri Lanka with 67.8 percent
of such investment taking place in the food, beverage and
tobacco sector. By 2006, the number of projects went up to
83, with 30 in the service sector soaking up 71.1 percent of
Indian investment flows.?

An increase in goods exports to Sri Lanka under the FTA
contributed towards creating a positive business climate and
business confidence of Indian suppliers, thereby motivating
them to undertake foreign direct investment (FDI) in the
region. Sri Lanka attracts the largest share of outward Indian
FDI in the South Asia region with more than 50 percent of
Indian joint ventures and wholly owned subsidiaries.

Indian FDI in manufacturing is mostly concentrated in
fabricated metal products, machinery and transport equipment
while significant resources are also flowing into Vanaspati
and copper sectors. In the service sector, India’s presence is
seen in tourism, information technology, advertising, financial
services, hotels, health services and in retailing and distribution.

India has been able to attract a large number of Sri Lankan
students in the higher education sector, who view the country
as an inexpensive alternative to western countries. India is
keen on penetrating the Sri Lankan market in a variety of
professional services like engineering, architecture, IT,
accounting, health etc. Involvement in such service trade will
definitely be complemented with increased investments. With
growing service sectors in both countries, there is much more
scope for bilateral investments and service trade under ISLFTA.

With investors and service providers receiving national
treatment in each other’s countries, the Indo-Singapore CECA
has been widely successful in attracting inward FDI into India.
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Singapore was India’s seventh largest investor during the pre-
CECA period, but at present it occupies the second position.®’

Being a regional economic hub and holding the top most
rank in Asia with regards to ease of doing businesses, Singapore
is high on competitiveness. sService trade and investments have
extended to sectors like telecommunications, transportation,
construction, distribution, health and tourism along with
business services and IT. The potential for further cooperation
in investment in sectors like infrastructure, food processing,
bio-technology, entertainment and tourism has not been
exploited fully.

Another area where Singapore could bring in substantial
investments and expertise is in developing Special Economic
Zones (SEZs) in India, having successfully done the same in
China and Vietnam.**

Treatment of Other Related Areas in PTAs

This part discusses the treatment of some related issues
like intellectual property rights (IPR), trade and environment,
trade and social standards, competition policy, trade
facilitation, and government procurement in India’s PTAs.

India has paid due attention to the IPRs and is continuously
striving to modernise its administrative mechanism to meet
domestic and international standards. The number of patents
being filed in India has also shown an increase. For instance,
analysis of patenting activity in IT sector in India gives a good
account of the intellectual property generation and the amount
of innovation and technological innovation taking place.®

Also, latest report reveals that in the 2010-11 financial year
the total number of applications for patent in India, was 37,000
as compared to 34,000 in the preceding year; and, considering
the success rate of approval that is 75 percent in India, it is a
sizeable number. It may be noted that in the year 1999-2000,
the total patent application were numbered at merely 4,824.
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Also the total number of applications for trademarks during
2010-11is 170,000 which have seen an increase from 140,000
in the preceding year.®

With one of the most vibrant IP regimes in the world,
supported by an integrated legislative and judicial framework,
India’s IPR strategy is committed to meet obligations and
safeguard public interest.®’

The Annex-II of the SAFTA Agreement identifies areas for
Technical Assistance to Least Developed Contracting States
under Article 11 (d) in which it outlines Legislative and policy
related measures, assistance for improvement of national
capacity on IPRs but with little impetus. Also, the India-
Singapore CECA mentions IPR in the context of necessity of
both parties for mutual capacity building in this field.

In the PTAs signed by India, the issues related to
environment has not been given due impetus and in the matter
of social standards, the pragmatic considerations are missing
in PTAs already concluded. However, SAFTA does mention
competition issues as one of its objective. It seeks to promote
conditions of fair competition in the free trade area, and
ensuring equitable benefits to all Contracting States, taking
into account their respective levels and pattern of economic
development. Yet, there is no pragmatic consideration to the
procedure to be adopted for such initiatives.

The competition regime in India has evolved substantially
since the independence days. Article 39 (clauses b and ¢) of
the Constitution of India also significantly points out the vitality
of competition policies.®® The first law related to competition
in India was the Monopolies and Restrictive Trade Practices
(MRTP) Act, 1969. The Act aimed for prevention of
concentration of economic power to the common detriment;
control of monopolies; prohibition of Monopolistic Trade
Practices (MTPs); prohibition of Restrictive Trade Practices
(RTPs); and, the prohibition of Unfair Trade Practices (UTPs).
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Based on the provisions of this the MRTP Commission was
also constituted in 1984.

In the wake of economic reforms, the MRTP Act was
amended in 1991. Further, in October 1999, considering the
global developments and the need for a more systemic
competition regime, the Government of India appointed a High
Level Committee (HLC) on Competition Policy and Law to
suggest a legislative framework which could either propose a
new law or make appropriate amendments to the MRTP Act.
The recommendations of the HLC which came in the year
2000, paved the way for the Competition Act which was passed
by the Parliament in 2002.

The Competition Act, 2002 was subsequently amended by
the Competition (Amendment) Act, 2007; and in accordance
to the provisions of this Amendment Act, the Competition
Commission of India (CCI) and Competition Appellate
Tribunal (CAT) has been established. CCI has a Chairperson
and six members. Moreover, the Ministry of Corporate Affairs
vide its Notification dated August 28, 2009, repealed the
MRTP Act, 1969 and replaced it by the Competition Act,
2002 with effect from September 01, 2009.

In terms of trade facilitation, PTAs have largely given due
impetus to it. For instance, Annex-II of the SAFTA agreement
identifies areas for Technical Assistance to Least Developed
Contracting States under Article 11(d) under which it mentions
about Customs procedures related measures as: Assistance to
improve institutional, managerial, regulatory and procedural
matters relating to customs, Assistance for creation of
database, training, post clearance audit for the customs
valuation; and automation of customs administrations, HS
Nomenclature and issues pertaining to RoO.

In terms of government procurement, the PTAs have not
failed to give it a due consideration. Though, SAFTA in its
Article 11 mentions the issue of government procurement but
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with no practical considerations. It is noteworthy that, in 2010,
India attained the status of an observer to the WTO Plurilateral
Agreement on Government Procurement.®’

As a result, although India can observe negotiations and
other proceedings it cannot take part in them with official
submissions. However, there can be informal bilateral/
plurilateral meetings with other members of that agreement.
India has also become an active player in the government
procurement market by agreeing to negotiate this subject as
part of the India-Japan FTA and the EU-India FTA.
Interestingly, India’s market for government procurement at
central government level is estimated to be 250bn, and more
and more Indian firms are also bidding for foreign contracts.



5
Conclusion and the
Way Forward

Negotiations must be couched in a larger process
consisting of: a) identification of economic/trade
problems; b) identification of a potential partner and
possible subject for negotiation which solves the identified
economic problem; ¢) firming up of the agenda for
negotiation through the pooling of demands from both
sides and identification of issues on which there is
agreement (implying that no negotiation on such issues is
necessary) and otherwise; d) use of strategies and
facilitating tactics to gain the maximum benefit from
negotiations i.e. use of these tools to arrive at preferred
outcomes; and e) the garnering of political backing and
necessary legislative approval. BRICS Trade and
Economics Research Network (BRICS TERN) can
undertake studies on best practices adopted by their
respective governments and share these practices to
identify gaps for further training and capacity of the
negotiators.

There are still room for improvement in the preparedness
for such negotiations. Thus, the BRICS TERN needs to
advocate for a better Human Resource Planning (HRP)
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in public administration, governance and at ministerial
levels for trade negotiations. The network can establish
inter-linkages with key stakeholders, and help their
respective governments in enhancing preparedness for
such negotiations.

The BRICS TERN should seek to enhance public
participation in economic policy-making and on matters
of economic governance through network-based policy
research and advocacy on trade and regulatory issues
including competition and investment policies, and
economic diplomacy.

Generally, in the event of PTA negotiations, prior market
analyses in prospective partner countries are not
conducted. This could bias evaluation of the feasibility of
the agreement, thereby resulting in sub-optimal outcomes
of negotiations. BRICS TERN also needs to strongly
advocate, and may be, undertake such practices.

Some of these critical issues like competition policies need
to be harmonised among the BRICS countries, which shall
be a task of this network.

In such negotiations, the impact assessment of domestic
regulations is crucial. Effective regulations are vital for
ensuring healthy development of market economies,
protecting producer and consumer interests and
promoting fair competition. BRICS TERN needs to assist
the on-going efforts of promoting effective regulations
related to domestic regulations, trade costs (including
NTBs), competition policy and investment.
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7.

10.

The network should also advocate for due impetus to IPRs,
trade and environment, trade and social standards,
competition policy, trade facilitation, and government
procurement for inclusion in their respective government’s
approach to PTA/FTA/CECA negotiations.

BRICS TERN needs to engage in policy research and
advocacy on institutional reforms and support the cause
of South-South cooperation.

BRICS countries represent a progressive model of
development. Yet upon deeper reflection the spectacular
growth of these countries is accompanied by socio-
economic realities of low human development which are
becoming a cause of concern for social stability. BRICS
TERN needs to work towards policy solutions for
sustainable human development in the medium to long
term, and also support all such programs and projects
which can help their respective government attain
Millennium Development Goals (MDGs) by 2015.

BRICS countries support the development and use of
renewable energy resources as a means to address
sustainability concerns. BRICS TERN through its
networking activities need to play a role in emphasising
the importance of cooperation and information exchange
on knowledge and technologies to address climate change
concerns and other relevant issues of sustainable
development.
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Endnotes

Madison, 2001
Krueger, 2008

Trading Economics, Available: www.tradingeconomics.com/india/gdp-
growth

CIA World Factbook, 2010 est.
Trade Map, ITC Geneva, 2009 data

Consolidated FDI Policy, DIPP, Ministry of Commerce and Industries,
Government of India, March 2011

It also mentions that in case any company is dealing with transgenic/
genetically modified seeds, relevant clearance from the Genetic
Engineering Approval Committee (GEAC) and Review Committee on
Genetic Manipulation (RCGM) has been made mandatory. Further
the policy also mandates compliance to the Environment Protection
Act.

It excludes titanium bearing minerals and its ores and is subject to the
Mines and Minerals (Development & Regulation) Act, 1957

It also includes other eligible activities permitted under and subject to
the provisions of Coal Mines (Nationalisation) Act, 1973

This is subject to the condition that the company shall not do coal
mining and shall not sell washed coal or sized coal from its coal
processing plants in the open market and shall supply the washed or
sized coal to those parties who are supplying raw coal to coal processing
plants for washing or sizing

This is subject to sectoral regulations and the Mines and Minerals
(Development and Regulation Act, 1957)

FDI in the Atomic Energy sector is prohibited and is reserved for the
public sector

This is subject to the existing sectoral policy and regulatory framework

in the oil marketing sector and the policy of the government on private
participation in exploration of oil and the discovered fields of national
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oil companies. However, an FDI cap of 49 percent has been put on
activities pertaining to Petroleum refining by the Public Sector
Undertakings (PSU), without any disinvestment or dilution of domestic
equity in the existing PSUs

This is also subject to some restrictions. Also, more importantly, FDI
is not allowed in Real Estate

Similar FDI route and FDI cap also applies to ISP with gateways, ISP’s
not providing gateways, i.e. without gate-ways (both for satellite and
marine cables), radio paging, and end-to-end bandwidth.

Also, such companies would engage only in business to business (B2B)
e-Commerce and not in retail trading, inter alia, implying that existing
restrictions on FDI in domestic trading would be applicable to e- comm.
also

RCA has been calculated using the following formula: RCA; = (X,/
X JX/X,)

Where, X, = i, country’s export of commodity j X . = world exports
of commodity j X, = total exports of country i; and, X = total world
exports. An RCA index value of more than one reveals that the country
has a comparative advantage. The data for calculation of RCA has
been taken from Trade Map database of International Trade Centre,
Geneva

IIT is calculated as: IT, =1-[sum, | X~ M, I/ (X + M, )]. Where,
X, and M, represent exports and imports ot products from industry
iin country j to and from country k. Intra-industry trade attempts to
ascertain how much trade between two economies occurs within the
same industry. It is based upon the premise that economies of scale
provide an incentive to trade, even when factor endowments and
consumer preferences are identical between partner economies. The
1T index ranges between zero and one, with larger values indicating a
greater level of trade between firms in the same industry. Higher IIT
ratios suggest that net gains from specialisation in different products
are being exploited and that the participating country is increasing its
integration into the world economy

It is one of the overlapping indices that enable a comparison of export
and import profiles between two countries i.e., how the export set of
industries from the source country matches with the import set of
industries from a destination country. In one conception of the
determinants of trade, complementarity can be thought of as a proxy
for relative resource endowments and can show how much scope

My D Wi

there is for further trade TCI= |! :Zg_ M, SoX_|

|
2 (= 100
| |

Where: d - importing country of interest; s - exporting country of
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20

21

22
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interest; w - set of all countries in the world; i - set of industries; x -
commodity export flow; X - total export flow; m - commodity import
flow; M - the total import flow. The degree of TCI ranges between 0
and 100 percent. Higher complementarity value indicates a better
export/import match, while 0 (zero) indicates no complementarity at
all

In October 2009, India and Nepal entered into an Agreement of Co-
operation to Control Unauthorised Trade

The Bangkok Agreement was an initiative of Economic and Social
Commission for Asia and the Pacific (ESCAP). It is a preferential tariff
arrangement that aims at promoting intra-regional trade through
exchange of mutually agreed concessions by six member countries
which include Bangladesh, China, India, Korea, Lao PDR, and Sri
Lanka. Interestingly, other countries like Pakistan, Fiji, Iran and New
Zealand, among others have indicated their desire to join

The Framework Agreement covers FTA in Goods, Services and
Investment and other areas of Economic Cooperation. The Framework
Agreement also provided for an Early Harvest Scheme (EHS) for
elimination of tariff on a fast track basis on 82 items of export interest
to the sides. The tariff concessions on 82 items of EHS list began from
September 2004 and have become zero for both sides from September
2006

India and ASEAN will eliminate import duties on 71 percent of products
by December 31, 2012 and another nine percent by 20135. Tariffs on
sensitive tariff lines will be brought down to five percent by 2015 and
India will keep 489 tariff lines insulated from tariff cuts

India-Singapore CECA was signed in June 2005 and India-Malaysia
CECA was recently signed in February 2011

As envisaged, this was the main reason why it took almost six years
for the negotiations to come to a conclusion. When India and ASEAN
kicked off negotiations, a comprehensive agreement was meant to be
forged in goods, services and investment. However, ASEAN managed
to convince India to first negotiate an agreement on goods before
moving onto services and investment

Ponappa, 2011

An important point to consider here is that the budgetary allocation
for such studies will have to be demarcated. Lack of a consistent policy
on this front affects the vendor organisation’s ability to conduct the
studies effectively. The Market Access Initiative (MAI) under the
Ministry of Commerce provides almost uniform budgetary support
for all FTAs, even if they differ in importance. In certain cases, the
difference in magnitudes is counter intuitive. For instance, the budgetary
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allocations for studies on the India-Australia PTA were lower than
those for the India-Indonesia PTA, despite the former having more
trade potential

Hoadley, 2003

The insecurity began in 1973, when Britain’s joining the European
Economic Community reduced access for Kiwi cheese, butter and sheep
meat to UK markets

Here it must be remembered that the old style PTAs were motivated
more by geo-strategic considerations. These considerations still play a
major role in the negotiation of PTAs by the US and Europe. Thus, the
labelling of the ‘existence of a trade problem’ as an essential pre-
condition for a FTA by Hoadley can only apply to new style PTAs
which are motivated primarily by economic considerations

For example, New Zealand was not granted the following demands: a
definite target date for unrestricted access to the Singapore service
market, the elimination of all subsidies by Singapore, introduction of
a comprehensive competition policy by Singapore, elimination of
investment restrictions facing New Zealand investors in Singapore
Putnam, 1988

This was the roundabout route taken to complete the legitimation of
the report. Use of this route was facilitated by the fact that according
to New Zealand law the Parliament has no powers as far as treaty
ratification is concerned. The circuitous route ensured that no move
to create a precedent for giving a direct treaty ratification role to the
Parliament was initiated

The lessons for India for the negotiation of PTAs that can be culled
from international experience not only relate to the processes revealed
by these stages but also consist of those that relate to human capital,
staff deployment and the like

TIAD Report, Singapore, 2005-06
Bilal, 2003

Expressed in another way, any functioning democratically elected
government can view the suitability of negotiations in the context of
the national development strategy. In the case of a democracy the
national development strategy in most cases would be quite
representative of the interests of the entire population or at least a
substantial portion. Thus, negotiations with expected outcomes that
are consistent with the national development strategy should be taken
up while others should be discarded. Such consistency and consequent
political support will lead to the successful implementation of the
coordination mechanisms highlighted above
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Kumar, P. (2008), “Multilateral Trading System — Is it India’s Best
Option?” CUTS CITEE Working Paper, No. 4/2008

Nevertheless, India’s own domestic economic reforms and unilateral
liberalisation have played a major role in making the country
competitive in various sectors, thereby, enabling it to take advantage
of the opportunities offered by PTAs

See Appendix Tables 1 and 3
See Appendix Tables 2 and 4

However, four items, namely, vegetable fats (vanaspati), copper
products, acrylic yarn and zinc oxide face quota restrictions. In
addition, alcoholic liquors/ beverages, non-Nepalese/non-Indian
perfumes, cosmetics and cigarettes and tobacco are also not granted
preferential access into India. Likewise Nepal has also protected its
beverages and tobacco sector with an ad valorem tariff equivalent of
70 and 41.1 percent respectively

The recent visit by Pakistan’s Commerce Minister in September 2011
to India have raised hope about Pakistan granting MFN status to
India

WTO Trade Profiles 2011
See Appendix Tables 2 and 4

DIPP, Federal Ministry of Commerce and Industry, Government of
India

India-MERCOSUR PTA, Department of Commerce, Government of
India

Lack of information on policies and regulations, large geographical
distance with few direct shipping lines, poor air transportation links,
differences in language and cultural aspects along with inadequate
banking and insurance facilities have been identified as possible factors
for low volumes of trade between the two regions

The study uses the following equations:

LnX, = B,+ LnGDP, + ,LnPOP + | LnDist, + , cont+

5

comlang o6 comcol + ; Smctry + k PTAkij e, )
LnMii =+ LnGDPi + LnPOPi + o, LnDist.ii + ,cont+
comlang o6 comcol + ; Smctry + k PTAkij e, @)

See Anderson, 1979; Helpman and Krugman, 1985
Taneja and Sawhney, 2007

See Appendix Table 6

Kundu, 2004
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Joshi and Singh, 2008

Apparel Bulletin, 2009

World Bank, 2006

VUAT, 2007

Financial Express, 2004

Nair, 2006

The details are reflected in India’s Revised Offer of 2005 at the WTO
World Investment Report, 2010
Weerakoon, D. and J. Thennakoon, 2007
RBI, 2010

Singh, 2008

Suman et al., 2009

News-item ‘37,000 patents filed in India this fiscal’, The Economic
Times, March 13, 2011

There are substantial improvement in the way in which IPRs are
enforced, with strong civil and criminal regulations in place for dealing
with counterfeiting and piracy. Also there is an inter-ministerial
committee which coordinates on issues related IP enforcement

Article 39 states that ‘the State shall, in particular, direct its policy
towards securing — (clause b) that the ownership and control of
material resources of the community are so distributed as best to
subserve the common good; and, (clause c) that the operation of the
economic system does not result in the concentration of wealth and
means of production to the common detriment’

The Doha Agenda on government procurement was limited to
transparency in government procurement, but the WTO Plurilateral
Agreement on Government Procurement covers transparency as well
as market access
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