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Mega regional trade agreements (such as the Trans-Pacific Partnership, the Transatlantic
Trade and Investment Partnership, the EU-ASEAN free trade agreement) are new

features on the international trading landscape with the potential to bring about enormous
changes in world trade dynamics, given their coverage and scope.

These agreements create a significant additional layer in the global trade architecture for
preferential trading among prominent members of the World Trade Organisation. With tariffs
already low in many of the participating countries, the focus is on rules harmonisation, achieving
coherence, and removal of non-tariff barriers.

When concluded they are expected to pose some challenges to India on account of erosion
of trade competitiveness as a result of reduction in tariffs among the participating countries
members as well as the increased cost of compliance with the higher standards that they are
expected to impose on not only trade among themselves but also with others outside those
groups.

However, as this study argues, such challenges should be considered as opportunities to
make the Indian economy, in general, and our trade, in particular, more competitive. India
needs to find a balanced strategy to respond to the potential effects of mega regionals to
advance its trade competitiveness and ensure critical development objectives.

Keeping this in mind, India is taking an active part in negotiating the other mega regional:
the Regional Comprehensive Economic Partnership (RCEP) being negotiated between the ten
member states of the Association of Southeast Asian Nations (ASEAN) and the six states with
which ASEAN has existing FTAs (Australia, China, India, Japan, South Korea and New
Zealand).

The RCEP provides an opportunity for India to identify and tap into some of the regional
value chains. We also see it an important avenue for facilitating investment flows for stimulating
trade in the region.

India realises that its gains from RCEP will be crucially dependent on complementarity
between the RCEP tariff liberalisation agenda and our unilateral tariff liberalisation agenda as
well as improvements in regulations to address non-tariff measures. We are also looking for
better and more secured access for our service providers in those markets.

I agree with the broad recommendations of this study that India should adopt a multi-
pronged strategy to mitigate the challenges of other mega regionals and convert them into
opportunities by securing and exploring existing and new markets through free trade agreements
(FTAs) and otherwise, complemented by improvements in its domestic regulatory framework
for enhancing trade competitiveness; and fiscal and monetary policy measures to boost domestic
demand and market access opportunities.

The Foreign Trade Policy Statement 2015 reflects the Government�s thinking on FTAs and
mega regionals and factors in these new developments in the Foreign Trade Policy. This should
be reflected in India�s current and future negotiations of free trade agreements. There is no
doubt that this trend of FTAs will increase over time along with the progress of the multilateral

Foreword
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trading system. Therefore, we need to create institutional structures and mechanisms to get a
grip on the world of FTAs on a continuing and holistic basis.

I would like to extend my best wishes to CUTS International for its future endeavours on
this and related subjects.

Rajeev Kher
Commerce Secretary
Government of India
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The steady drive of mega regional trade agreements (RTAs) in recent years, partly due to
the anaemic pace of multilateral trade negotiations, has produced a level of concern for

those countries excluded from these trade talks. Contemporary free trade agreements,
especially mega RTAs, have moved beyond the aged tariff-only trade accords and are
encompassing a wide range of trade-related issues, including services, standards, competition,
intellectual property rights, and dispute settlement, amongst others.

Mega RTAs, such as the Trans-Pacific Partnership, the Transatlantic Trade and Investment
Partnership, the EU-ASEAN free trade agreement, have the potential to alter the 21st century
trade paradigm in significant ways and with it emerging economies like India, through trade
diversion and setting greater standards requirements. An additional concern is that the new
rules may find their way into the multilateral trading system.

In the face of these looming challenges, India, as a rising leader globally and in the Asia-
Pacific region specifically on trade and economic matters, has a critical opportunity to transform
the potential impacts into policy measures that will allow it to move from a rules-taker into a
rules-maker. Indeed, India�s Foreign Trade Policy of 2015-20 acknowledges trade as a tool to
meet strategic objectives and development needs in the long-term.

Diplomatic and policy options at the domestic, bilateral, regional, and multilateral level
will be the keys to addressing a comprehensive set of challenges. Particularly, India�s active
role in the Regional Comprehensive Economic Partnership (RCEP) of Asia and the Pacific is
an immediate opportunity to set trade rules to its advantage and begin to upgrade its standards
that will enable India to prepare for eventualities stemming from mega RTAs at the regional
and multilateral levels.

Therefore and given India�s aspiration to transform its growth and development story
from �export-import neutral� to �trade and investment focused�, CUTS International undertook
this study on mega RTAs and their impacts on the Indian Economy in order to comprehend
the expected impacts and propose a balanced approach towards addressing the challenges
facing the country and opportunities for its structural transformation. In this effort, it was
necessary to analyse the anticipated effects of trade diversion on commodity imports and
exports, including but not limited to textiles, processed food, and other manufacturing sectors.

Also, given that much of global tariff levels are already generally low, the probability of
higher trade standards and rules may have a more impactful effect on India�s trade. Thus, it
was essential to identify, using the available information at hand, the gaps between potential
standards in mega RTAs and India�s current regulatory status.

In this study, we have articulated various options that India can and should consider,
including using RCEP as a stepping stone to set balanced trade rules and upgrade India�s
standards, forming new and alternative trade relations, and playing an active role in the regional
and multilateral trading systems. The findings and recommendations are based on extensive
literature review, stakeholder consultations, and quantitative modelling analysis.

As mega RTAs progress and may come to their eventual conclusions, with the potential
for their standards to be placed at the World Trade Organization, CUTS International will
continue the vital work on this subject through research, advocacy and networking.

Preface
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Executive Summary

An Overview
Due to a multitude of factors, none the least the stagnation in multilateral trade negotiations

under the aegis of the World Trade Organisation (WTO), mega regional trade agreements (mega
RTAs) are gaining momentum. The three main mega RTAs concerning India are the Trans-Pacific
Partnership (TPP), Transatlantic Trade and Investment Partnership (TTIP), and the free trade
agreement (FTA) between the European Union (EU) and the Association of Southeast Asian
Nations (ASEAN).

The TTIP accounts for about 60 per cent of global trade where about 30 per cent is global
trade in goods and 40 per cent is global trade in services. TPP will encompass 40 per cent of
global gross domestic product (GDP) with a population of 800 million. Both agreements intend
to emphasise greater trade openness, high �21st century standards�, and regulatory harmonisation
that provides a competitive trade and investment environment for deeper economic and trade
linkages.

These mega RTAs create opportunities and challenges for excluded countries like India. As
noted in both the Economic Survey1 and new Foreign Trade Policy,2 India must recognise the
emerging challenges from mega RTAs. Potential effects that India may sustain stem from loss in
market access due to exclusion from preferential treatment and unattainable higher trade standards.
India can take these challenges and transform them into opportunities for serious economic
growth and development. India will have the opportunity to update and upgrade its domestic
regulations on tariffs and non-tariff issues, reach out to new markets and perhaps benefit from
an increase in global economic growth. For India to gain the greatest benefit from these
opportunities, it will require a balanced approach between market liberalisation and support for
domestic industries.

There is abundant space for new and alternative markets in Latin America, Central Asia and
Eastern Europe, and Africa. Domestic reforms can address gaps in specific trade regulations
where there is potential for streamlining and stimulating trade competitiveness. Its encouraged
role as a rule-setter in the Regional Comprehensive Economic Partnership (RCEP) of Asia and
the Pacific would provide India a stepping stone to strategically craft trade rules in preparation
for possible pressure from mega RTA members and even higher standards placed at the multilateral
level.

Indian industry can be encouraged to integrate deeper into value chains both in mega RTA
regions, particularly in ASEAN, and elsewhere by producing high-value products that, with the
assistance of domestic reforms and more comprehensive trade agreements, will satisfy the
increasingly high standards based on mega RTAs. Importantly, India needs to assess the advantages
that accrue from participation at the technology-intensive, highly profiting top end of the value
chain as well as the labour-intensive, small and medium enterprise (SME) mobilising, job-generating
bottom end of the value chain.

Accordingly, it needs to optimise its tariffs and arrive at a balanced policy while engaging in
future bilateral/regional trade agreements. Similarly, domestic policy tools, such as the �Make in
India� programme,3 can assist India in broadening its portfolio at both ends of the value chain.
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This study assesses the potential impact of the three mega RTAs on the Indian economy, with
particular focus on the TPP and TTIP. In detailing the forecasted implications, it provides a series
of recommendations as to how India should adapt its trade policy and strategy, efficiently embrace
the opportunities arising from this new international trade regime and minimise the potential
negative impacts. These recommendations include unilateral measures that India could carry out
by changing its own domestic regulations and other bilateral, regional and multilateral measures
that will include RTA members but also non-traditional markets which are also excluded from
these mega RTAs.

Trade Diversion and Macroeconomic Variables
Based on scenarios created using the Global Trade Analysis Project (GTAP) model combined

with the poverty analysis tool (POVCAL),4 the net-effect of trade diversion expected from mega
RTAs on India�s exports and imports were found to vary across commodities and scenarios both
in terms of the magnitude and direction of change.

In general, the impact on exports was largest when all three mega RTAs were in force. Table
1 below summarises the expected export losses and gains in certain commodities from all three
mega RTAs as a change from the current status quo scenario.

Table 1: India�s Expected Export Losses and Gains (% change from BASE)

Source: Authors

The extent of the impact for both export and import is significantly larger and more favourable
under the scenario where there is full global free trade as per multilateral trade liberalisation under
the WTO compared to all other scenarios. In particular, under this scenario, aggregate welfare
improves by 1.7 per cent of total GDP, inequality falls by over half a percentage point and poverty
head count decreases by 12.3 per cent.

Furthermore, the welfare gains arising from multilateral liberalisation appear to be more favourable
than the scenario where India takes unilateral tariff liberalisation. According to the model analysis,
India stands to make welfare gains of about US$ 7.5bn, compared with US$ 21bn under the multilateral
scenario. Much of these gains would come from extraction (US$ 3bn) and processed food sector
(US$ 2.2bn). India is also expected to see welfare losses in meat and livestock, textiles and wearing
apparel, and light and heavy manufacturing.
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Table 2: Welfare impacts for India (% change from BASE)

Source: Authors
Note: Aggregate welfare is reported in US$ million and as a % of GDP in the scenario. The inequality and poverty
measures are percentage change from BASE levels.

The changes in India�s exports under different scenarios may affect demand for domestically
made products with associated consequences on outputs, product prices, factor prices, factor returns,
and income generation, which in turn can trigger second round impacts on domestic demand, outputs,
and prices.

Similarly, changes in imports affect domestic availability, domestic prices and hence demand for
various goods. The model took these effects into account.5 However and importantly, the dynamic
effects of any trade policy change, whether in India or external to the country, and the impact of
standards and non-tariff measures were beyond the scope of this GTAP analysis.

Policy Recommendations [Refer to Chapter 3.2 & 7 for details]

� The results of the modelling simulations suggest that India should continue advocating
for global trade rules to be negotiated and agreed in a multilateral platform, i.e. the
WTO.

� In parallel to the multilateral level, especially considering the slow rate of progress in
the Doha Round of multilateral trade negotiations, India should aggressively pursue
new and comprehensive trade agreements, in addition to current arrangements, with
members of the three mega RTAs, such as the on-going RCEP negotiations.

� These agreements should go beyond tariffs and trade in goods, and should cover
trade in services, investment, competition, intellectual property rights (IPR), among
other areas.

Stakeholder Views
In conversations and interviews with about 60 stakeholders6 in Mumbai, Chennai, and Kolkata,

where about 70 per cent of India�s trade takes place, the study gained valuable insight from those
with high exposure to the TPP and TTIP regions. The sectors included textiles, automobile, and
agricultural products.

Although small traders demonstrated minimal knowledge about the mega RTAs; policy-makers,
government officials, researchers, and trade bodies proved to have a good understanding of the
agreements. Large traders even have dedicated research divisions for global trade developments.
However, utilisation of trade agreements was still found to be low, where traders used traditional
markets and well-established contacts instead. Many stakeholders pointed out that due to India�s
bilateral trade relations with many TPP member countries, India may not be as drastically impacted.

Both policy-makers and government officials raised the concern of outflow of capital and relocation
of production from India into TPP members. Given the size of the market, both the TPP and TTIP
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will have influence on the sentiments of the global investing community. Foreign direct investment
(FDI) flow could be redirected to these regions that may have a more conducive trade and investment
environment stemming from mega RTAs.

Government officials, trade bodies, and policymakers also stated that there are a large number of
non-tariff barriers which Indian products are facing from TPP and TTIP countries. Higher regulatory
standards negotiated under these mega RTAs will act as further barrier to India�s exports. Moreover,
the influence of mega RTAs may result in the creation of a dual regulatory regime in developing
countries, one for mega RTA members and another for the rest of the world.

Under these circumstances, large exporters will likely have the resources to adopt the complex
regulatory standards in these markets while small exporters will face much more difficulties in
adhering to these standards. This may be detrimental to a large number of small and medium
enterprises (SMEs) in India that play a pivotal role in the Indian economy.

Policy Recommendations [Refer to Chapter 3.6 & 7 for details]

� There is the need to ensure greater participation of various stakeholders and
improvement of their knowledge base about bilateral/regional preferential trade
agreements through outreach, capacity building activities, and participatory initiatives
with the government.

� The imperative is to build inclusive coalitions at the multilateral and even regional
level, with members and non-members of mega RTAs that share similar concerns as
India, to promote a more balanced international trade regime that works towards
opening markets and supporting domestic industries that require time to prepare for
greater foreign competition.

� By creating an enabling environment in the domestic market, India can improve the
competitiveness of the Indian industry and hence, greater participation in regional
and global value chains (GVCs) by moving beyond commodities and intermediate
goods and producing high-value products.

� Much work is needed at the multilateral level through the recently concluded Trade
Facilitation Agreement and at the national and local level to improve trade-related
infrastructure, including ports, roads and railway networks. In doing so, India can
reduce transaction costs incurred by Indian traders while responding efficiently to
international market demands.

� India�s approach to open new and expanded trade ties with countries needs to realign
with the objectives of India�s trade policy and other macroeconomic policies.

New Trade Rules and India�s Domestic Reform Opportunities
The mega RTAs portend an overhaul of the language of market access by redefining the extant

rules of trade. They propose to be comprehensive in their coverage by disciplining areas which are
not presently dealt by the WTO. It is now becoming abundantly clear that, for the excluded countries,
the shocks caused by further tariff liberalisation will be far less palpable than those transmitted by
these �WTO-plus� and �WTO-extra� rules. The pressure of adhering to these new rules can be used
by India as an opportunity to upgrade and harmonise certain domestic rules and standards which
will facilitate and increase trade.

Mega RTA rules on sanitary and phyto-sanitary (SPS) measures and technical barriers to trade
(TBT) will assimilate the burgeoning class of voluntary standards which have already started guiding
procurement decisions in value chains and consumer preferences in advanced countries. Emphasis
will be placed on regulatory coherence which would entail systemic changes to the bureaucratic
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structure. There are proposals to completely prohibit export subsidies and trim subsidies that have
negative externalities on the environment. There might be stricter rules to determine countervailability
and/or anti-dumping action.

The Rules of Origin (RoO) at the TPP will be determined in a manner that will ensure fuller
integration of the United States (US) in regional production networks of Asia and the Pacific. The
value addition threshold, pre-empting the possibility of trans-shipment through China or India, will
be restrictively defined. With regard to market access in farm products, it is unlikely that the US or
EU would change their farm policies considering that they see mega RTAs as a sort of backdoor
rule-making with minimum compromises in areas where they have defensive interests.

Mega RTA rules pertaining to export restrictions seek to undercut the General Agreement on
Tariffs and Trade (GATT) exceptions to the ban on quantitative export restrictions. This could
severely limit the policy space to impose checks for price stabilisation or domestic supply shortages.
The rules will also try to break new ground in the area of social standards. Other than delineating
the ambiguous relationship between trade sanctions contained in Multilateral Environment Agreements
(MEAs) and WTO laws and ensuring enforcement of core labour standards contained in International
Labour Organisation (ILO) conventions, social standards could well be the key determinants of
accessing the markets of mega RTA countries.

The TPP chapter on trade facilitation would seek to improve the efficiency of border procedures
with the use of cutting-edge technology and by dismantling unnecessary bottlenecks. Broadly, the
mega RTA rules will bring an increased emphasis on risk management techniques, advance rulings,
and uniformity in appeal procedures.

Intellectual Property (IP) provisions in TPP will most likely upset the balance that was achieved
by the WTO TRIPS Agreement and the Doha Declaration on TRIPS and Public Health. It is expected
that the TPP will go beyond the extant multilateral legal framework in areas like data exclusivity,
patent linkage, trademarks, and trade secrets. The proposal made by the US and Japan with regard
to the �subject matter of patentability� specifically targets India�s domestic law (Section 3(d) of Patents
Act, 1970) that prevents the practice of patent ever-greening and reduces the patentability threshold
of an invention. Similarly, IP-related border measures envisage seizure of �confusingly similar goods�
that are in transit. Such measures could impede the legitimate trade in generic drugs. On the other
hand, the TTIP is unlikely to have a comprehensive chapter on IP provisions. Instead of attempting
to harmonise their IP regimes, the EU and US may focus on enforcing their IP rights in third countries.

The TPP and TTIP negotiations are aiming to administer regulatory disciplines in service sectors
that were hitherto left untouched such as air traffic rights, maritime transport, and some professional
services. It will delve into cross-cutting issues which have ramifications across sectors and treat the
different modes of delivery separately. The investment chapter will direct capital flows to countries
which are party to mega RTAs with strict investment regimes, which can afford better protection to
investors and have liberalised capital account regimes.

While dealing with the impact of mega RTAs, there are several critical issues that India has to
consider. India should remain cautious of the direct effect on trade diversion caused by these new
rules but also of the efforts by advanced countries to capitalise on these early agreements by making
them a template for future discussions and negotiations at the multilateral level. The extent to which
TPP and TTIP rules would influence negotiations at RCEP, to which several members of TPP are
also party, is yet another important matter to ponder over.

India has to look at the potential challenges emanating from mega RTAs as a window of
opportunity to undertake sweeping institutional and organisational reforms at the domestic level to
ensure unobstructed and improved market access. It has to leverage the mega RTAs to initiate these
reforms to attract investment, promote the transfer of technology, upgrade its standards regime,
integrate into value chains, and set the stage for an export- and FDI-oriented growth. In short, there
is an opportunity to transform India�s trade and trade-related FDI regime from being export-import
neutral.
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Policy Recommendations [Refer to Chapter 3.4, 4 & 7 for details]

� A strategic roadmap for standards that is harmonised with �Make in India�.
� The government should prioritise sector-specific regulations to ensure mandatory

compliance with SPS and TBT requirements.
� The aspirations of industries, exporters and other relevant stakeholders should be

assimilated while setting standards. India should also focus on gathering economic
intelligence on standards that the industries or governments of advanced countries
are developing.

� A uniform approach while formulating RoO in India�s trade negotiations could
considerably improve the utilisation rate of FTAs and strengthen India�s pursuit to
become integrated into global production networks.

� By gradually phasing out export subsidies and rationalising export promotion schemes,
India could transform its irregular subsidies into environmentally-sound subsidies
and better targeting of the beneficiaries.

� A stable agricultural trade policy that is predictable and not reacting to the vagaries
of global markets can give further impetus to India�s food processing sector. Being a
crucial player in certain farm products, India will have to exercise caution in its use
of export prohibition and quotas.

� New dimensions in anti-dumping jurisprudence could find reflection in India�s trade
policy and trade agreements. A distinction could be drawn between discriminatory
price policies that are driven by predatory, monopolistic tendencies and those that
could be beneficial to consumers in the long run by enhancing productivity and
efficiency.

� Electronic filing of bills of entry (BOE) and declarations should be made the norm
and the customs gateway (ICEGATE) could work toward seamless and undisturbed
connectivity to traders for uploading their documents.

� Reforms to road and rail infrastructure targeting bottlenecks that impede freight
transportation through the route of public-private partnership can be actively pursued
to step up infrastructure development.

� Keeping in mind India�s development objectives and its role as the �pharmacy of the
developing world�, India should refrain from aligning its IP provisions with the mega
RTA standards.

� India�s FDI policy and the Reserve Bank�s monetary policy should be accordingly
attuned to address the capital requirements in infrastructure.

External Trade Engagements
A multi-pronged approach at the bilateral, regional and multilateral level to update its trade

standards on its own terms, rather than pressured from mega RTAs, could give India the diplomatic
flexibility to negotiate standards that are proportional to what can realistically be achieved based on
pertinent economic and development needs. These markets can also be tapped as suppliers of
intermediate goods and inputs that could complement India�s manufacturing and trade policy.7

Strategic external trade engagements can also give the Indian economy and affected stakeholders
adequate timeframes to implement necessary reforms.

Bilateral and regional engagements with mega RTA partners
India has 15 active trade agreements; another 14 are being negotiated. In the context of the

looming challenges from mega RTAs, India has the opportunity to remain engaged through its existing
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FTAs as well as deepen relations with mega RTA members, including integration into ASEAN
production networks that address market access on trade in goods and advance its partnerships in
trade in services and investment. India�s future RTAs with TPP countries like Australia, Canada,
and New Zealand provide an opportunity to align its trade standards and modalities as well as
propose mitigating measures while maintaining realistic expectations for India�s industry. Importantly,
though, will be the effective implementation and follow-through for all agreements and their individual
modalities.

India�s active participation in the G20 provides an opportunity to engage with many members of
mega RTAs. This and other plurilateral forums, such as the Asia Pacific Economic Cooperation
(APEC) and Pacific Alliance, can provide the space for dialogues on India�s stance concerning the
impact of mega RTAs on non-member countries. Opportunities exist to integrate further with the
Pacific Alliance group through a Comprehensive Economic Cooperation Agreement (CECA) once
preconditions are met.8

Alternative market opportunities
There is significant opportunity for new and expanded markets and for entering regional and

global value chains in many regions, including Latin America, Central Asia, Eastern Europe, and
Africa. This can be done while remaining engaged in India�s established trade relations with partners
involved in mega RTAs.

Currently, India�s trade agreements in Latin America are with Chile and the Southern Common
Market (MERCOSUR). Preferential trade agreements have been proposed or under consultation
with Colombia, Peru, Uruguay and Venezuela. Countries such as Colombia, Mexico, and Trinidad
and Tobago are key energy exporters, with India being Colombia�s second largest oil export destination.

The Eurasian Economic Union (EAEU) and Central Asian countries offer India another opportunity
for greater economic integration in new markets. India is about to enter into negotiations with the
EAEU for a Comprehensive Economic Cooperation Agreement. India should fully exploit its access
to the International North-South Trade Corridor to enhance its trade and investment relations with
the EAEU and Central Asian countries including through long-term, product-specific agreements to
access strategic commodities such as oil and natural gas, uranium and potash.

Finally, there is a wealth of opportunity in trade with many African nations and regional economic
communities in Africa, including the East African Community (EAC), the Economic Community of
West African States (ECOWAS), the Common Market for Eastern and Southern Africa (COMESA),
and the Southern African Development Community (SADC). Specific products and services originating
in India can gain better access to numerous markets in Africa and potentially contribute to
development agendas in African countries and regions. Thus deepening political and cultural relations
for a sustainable future partnership. The recently negotiated Tripartite FTA among the EAC,
COMESA and SADC is an opportunity that India should explore.

Opportunities at the multilateral level
The WTO is the most optimal forum for India to put forward its concerns, preferably collectively

in issue-specific coalitions, and work with trade partners to find balanced, multilaterally agreed
deals on various trade and development-related issues. The WTO platform provides India with an
equal voice to raise its concerns and propose solutions to trade and development-related issues.
With the comprehensive structure of the Doha Development Round, India has a stage at the
multilateral level to ensure its economic interest and development needs are heard.

Mega RTA rules might eventually be imported into the multilateral platform of the WTO. This
will reduce the space for negotiations by countries excluded from mega RTAs as they have to negotiate
a text already agreed by many influential WTO members at another level.
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Policy Recommendations [Refer to Chapter 5 & 7 for details]

� Comprehensive feasibility studies of potential FTAs will be required to assess the
likely benefits for India�s economy and development needs in deepening trade relations
with mega RTA members.

� Potential markets and opportunities in Latin America include accessing energy
products (e.g. Costa Rica, Mexico, Nicaragua, and Panama),9 agro-industry machinery
as well as tapping into certain countries� knowledge of conditional cash transfer
programmes for low-income families (e.g. Brazil�s �Bolsa Familia� programme).

� Trade in services, especially information technology (IT), is also an area where India
can deepen its trade relations with Latin America.

� India should actively pursue its CECA negotiations with the Eurasian Economic Union
and should fully exploit its access to the International North-South Trade Corridor.

� India should aggressively pursue linking its services industries, where it has strong
comparative advantages, with manufacturing and commodity processing in the Central
and Eastern European regions.

� Many African countries are rich in natural resources, which can help India in sourcing
strategic commodities on a sustainable basis, including oil, natural gas, coal, coking
coal and uranium, as well as provide its high-skilled services to facilitate trade in
those commodities.

� India�s trade policy should focus on balancing its participation in GVCs between
high-value, high-skilled sectors and low-value, low-cost sectors of the value chain,
thus broadening its trade portfolio at both ends of the value chain.

� Through active engagement and even leadership in the G-20 and G-33 group of
developing countries at the WTO and building coalitions toward finalising negotiations
based on the Bali Ministerial decisions and other issues of the Doha Development
Round, India should pursue a balanced, multilaterally-agreed trade regime in the
context of the potentially threatening new standards and rules being developed in
mega RTAs.

� India�s diplomatic strategy at the WTO should take into account the possibilities of
upgraded, and even exclusionary, mega RTA-influenced standards becoming engrained
in the multilateral system.

Regional Comprehensive Economic Partnership of Asia and the Pacific
Currently, India is playing a major role in the crafting of the Regional Comprehensive Economic

Partnership (RCEP) agreement among 16 countries of Asia and the Pacific.10 In the context of the
looming impact of mega RTAs, and considering that not all issues of trade-related development
interests are being addressed in those negotiations, the RCEP is another crucial opportunity for
India to incrementally meet the higher standards promoted in mega RTAs while ensuring support
for its domestic constituencies and development dimensions of trade. India is encouraged to play an
active role in setting the trade rules to place itself in a strategic position for upgrading its own
standards as well as start to prepare for the eventuality of higher mega RTA-influenced standards
brought to the WTO.

India has indicated its interest in increasing trade in services, removing non-tariff barriers as well
as specific interest in trade in goods, such as pharmaceuticals and textiles, and attracting investment
inflow and outflows.11

As negotiations currently stand, India is prepared to reduce tariff rates to 70 per cent of tariff
lines for ASEAN members, while the rest of the RCEP members would receive 40 per cent tariff
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lines cut.12 To assist domestic industry in adapting to new tariff cuts, categories of tariff lines could
be reduced in an agreed timeframe over multiple intervals, similar to that of the India-Korea FTA.
Furthermore, India�s comparative and competitive advantage in many service sectors has not been
met with adequate coverage in its existing FTAs and that is to be ensured in RCEP.

Preparing for the eventual stringent regulations on IPRs, India can begin to upgrade its own
domestic IP policy, for example by beginning to relax copyright rules on certain products such as
music or film while ensuring continued support for its generic medicines through reasonable patent
lifetimes. India can act as a rule-setter on this specific area.

Moreover, agreeing to more open RoO criteria than its previous FTAs13 and including product-
specific rules for targeted items could give India the balanced approach to liberalise its markets
while continuing to support certain domestic industries.

Policy Recommendations [Refer to Chapter 6 & 7 for details]

� India can include extended phase-in periods in the agreement of tariff reduction as a
way to encourage competition and domestically address various types of anti-
competitive market distortions while supporting domestic industries by giving them
time to adapt.

� India can negotiate for greater openness in trade in services in all four Modes,
particularly finding expanded avenues of trade (in addition to traditional IT and IT-
enabled services) in tourism and hospitality services as well as business and cultural
relations, including free movement of professionals and educational exchanges.

� In working with its RCEP partners on rule of origin, India can agree on criteria used
by the majority of the RCEP membership, specifically allowing an option of either
value-added content or change in tariff classification rather than the dual criteria
requirement.

� India can offer product-specific Rules of Origin on a case-by-case basis that will
prudently leverage support to India�s manufacturing policy, such as �Make in India�.
Such specific rules may also aim to funnel other quality material from its RCEP partners
that support its domestic producers and eventually tie with India�s export of
intermediate and finished products.

� India can begin to upgrade its own domestic IP policy through relaxation of targeted
copyright rules and ensure continued support for its generic medicines by addressing
patent lifetimes and other measures.

Conclusions
Due to the comprehensive and expansive mandate undertaken by the TPP, TTIP, and EU-ASEAN

FTA, mega RTAs have the potential to impact India through trade diversion and erosion as well as
placing pressure on India to liberalise markets for trade in goods and services, and raise standards
where it may not be prepared to do so.

Considering that TPP and TTIP members account for more than 40 per cent of both India�s
imports and exports, tariff preferences created by these mega RTA are likely to divert trade from
non-members to trade among mega RTA countries resulting in loss of market share for India. This
scenario is supported by the economic modelling in the study. It reveals that the impact is generally
less severe than expected, although particular products in which India relies on mega RTA countries
substantially for trade have the potential to experience greater market loss, such as grains and other
crops, processed food, textiles and wearing apparel, and light and heavy manufacturing. Furthermore,
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given India�s links to GVCs through service exports, even in the case of mega RTA-led value chains,
there is a high level of potential implications particularly related to market access of services.

Since many of the mega RTA countries already enjoy low tariff rates with their trade partners,
significant impact is expected to come from the new and upgraded trade standards and regulations
promoted in these agreements. Mega RTAs may re-orient standards of trade that advantage their
members by paving the way to easing of compliance, streamlined customs administration, and
improvements in infrastructure as well as higher labour and environmental standards that would
likely to divert Indian exports that cannot comply with such standards of mega RTA members.

Finally, given that almost 60 per cent of India�s GDP is tied to the services industry, a large
portion being in IT and IT-enabled services, the regulatory harmonisation expected to be enacted in
mega RTAs could greatly harm India�s competitive edge in these sectors. Competitors in Southeast
Asia such as Indonesia, Malaysia, and the Philippines will have the opportunity to develop stronger
IT sectors under such favourable conditions that trade in services from India could be diverted.

In this context of impending challenges from mega RTAs, including the potential for higher
standards incorporated at the multilateral level, there is enormous opportunity for India to go beyond
general economic growth and move towards deeper integration into regional and global value chains
to produce high-value products, create new trade relations, craft structural reforms, and enhance
domestic standards while maintaining support for India�s industry, its workers, and other vital
development objectives such as poverty reduction.

Indeed, for the first time, the Foreign Trade Policy 2015-20 views trade as a significant part of
achieving security and strategic objectives in the long-term, and integrates trade into India�s national
development policies.14

As India embarks on diplomatic and policy recourse towards the potential impact of mega RTAs,
other developing countries could find lessons from India�s case and create their own opportunities
for economic and development growth. Similar to India, other low-income, resource-poor developing
countries (including least developed countries) will need to strategise liberalising their markets
while continuing to support domestic industries. Further study will be needed to identify which
sectors of each economy are prepared for greater competition and which require time for
development. In sub-Saharan Africa, Latin America and Central Asia, economic communities and
customs unions can be advantages for greater integration to help mitigate potential trade diversion.
Through domestic policy reforms and with the assistance of programmes such as Aid for Trade and
direct aid initiatives from mega RTA members, developing countries can identify where they need
to upgrade their trade standards and improve infrastructure to cut cost. In this respect, India can
offer �knowledge� and, therefore, other than trade and investment, �knowledge-sharing� should become
an important component in India�s future comprehensive economic cooperation agreements with
many of those other developing countries.

To conclude, a balance will be required in both domestic reforms and India�s engagements at the
bilateral, plurilateral, and multilateral levels to ensure that India is well-placed to partake, and
indeed prosper, in the international trading system while maintaining strong support for its domestic
industries and development objectives. India can achieve this through its active participation as a
rule-setter in the RCEP through targeted domestic policy reforms, improved trade infrastructure,
continued with alternative bilateral and regional trade engagements, and building an inclusive coalition
of developing and least-developed member countries at the WTO to address the evolving international
trading system that encompasses mega RTAs, including RCEP.
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Contemporary discussion on trade in both developed and developing countries has pivoted to a
particular focus on so-called mega RTAs. Two of the most prominent mega RTAs are TTIP,

being negotiated between the US and EU, and TPP, which encompasses 12 Asia-Pacific countries.1

Another mega RTA of interest for a country like India is the FTA between the EU and ASEAN.2

These mega RTAs are heading towards deeper integration amongst some of the largest economies
or groups of economies, and cover a wide spectrum of issues, including trade in services, investment,
competition, government procurement, IPR, and TBT, amongst others.

Due to the wide coverage of issues and trade volume of these
mega RTAs, India is justifiably concerned over the potential impact
on trade, economic growth and development. India has economic
interests and trades significantly with TPP and TTIP members,
accounting for more than 40 per cent of both the country�s imports
and exports. If concluded, their impacts, in respect to India�s access
to the markets in those countries, will be mostly felt by specific sectors such as textiles, agriculture
and processed food items, and automobile components. Other challenges will lie in how India�s
trade regime will adapt itself to high-level trade-related regulatory standards that these agreements
are expected to set. As well as trade in goods and services, FDI and technology transfer are becoming
more and more inter-linked and these mega RTAs are expected to pose some challenges to India�s
inward as well as outward FDI.

Apart from efficiently adapting its trade policies to these new international trade rules, India
should take this opportunity to explore non-traditional markets that are also excluded from the
mega RTAs and perhaps engage in trade negotiations with these countries, including emerging
economies such as Brazil, Russia or China, and other regions like Central Asia, Africa, and Latin
America.3 In addition, India�s negative trade deficit, which has grown at an alarming rate in the last
few years, raises concerns over the effectiveness of India�s overall
strategies towards external trade engagements and calls for a review
on its trade strategy and policies.4

This report carries out an analysis of the implications on the
Indian economy from these mega RTAs and challenges therein,
and corresponding domestic measures that need to be formulated
by India�s trade establishment to assuage their impacts. Before
getting into the core analysis of this report, the following issues
will be introduced in Chapter 1: the political and economic reasons for the rise of mega RTAs,
background of India�s engagement in RTAs, the relevance in terms of scope and coverage of mega
RTAs, the economic theories of the exclusion of third parties to RTAs and the need to study the
impact of these mega RTAs on the Indian economy.

1
Introduction
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India should take this
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1.1 The Rise of Mega RTAs
The proliferation of mega RTAs is due in part to the current impasse in negotiations at the

multilateral level. There is no one answer for the continuing stagnation of negotiations at the WTO.
It is a result of several political and economic factors, some of which are covered in this section.

One factor affecting this phenomenon is the high degree of tariff liberalisation achieved during
the time of the GATT and the change in international trade patterns towards GVCs. This new
scenario makes trade negotiations no longer just about tariffs but about technical regulations and

standards which have replaced tariffs as the most potent barrier to
global trade today5 and not just about goods but about services
and investment. As opposed to tariffs, standards cannot be removed.
Consequently, the aim is not to remove standards but to set a fair
and level playing field on standards. In addition, there has been a
change of actors: tariffs are removed by states whereas standards
are set by private agents. Traditional rules, hence, no longer respond
to the needs under the new international trade scene.

Since tariffs can no longer be used as protectionist measures,
many of these non-tariff barriers to trade are being used in a

discriminatory manner, SPS and TBT measures being amongst these. The WTO rules6 provide for
the �necessity principle� as a yardstick to measure the efficacy of a standard or regulation, i.e.,
whether they are necessary to fulfil a legitimate objective.7 There is considerable leeway for member
countries to use discretion while setting standards and the distinction between standards that address
legitimate concerns and those guided by protectionist motives has been rather elusive. By leaving
this clause open- ended, the WTO rules have kept the door ajar for vagaries in domestic policymaking.
Today, exporters have to navigate a plethora of standards, testing procedures, certification
requirements and safety standards for gaining access to markets. Compared with this current system
at the WTO, contemporary FTAs seek to refine the process by which countries develop standards,
ensure speedy communication of changes, provide ample time for implementation, generate best
practises and harmonise standards.

From a political view point, traditional players that have
dominated WTO negotiations for many decades such as the EU,
US and Japan no longer enjoy this position of power. Developing
countries have acquired a more firm position at the WTO by
allocating strategically in different negotiating blocks as well as
emerging countries such as Brazil and India and in particular the
accessions of China and Russia that have altered the positions of
power at the WTO. In an attempt to recover influence and to be
able to write and redefine trade rules, WTO members such as the
EU and US have moved to regional negotiating platforms where
they have more space for manoeuvre.

1.2 India�s Engagement in RTAs
India�s early regional cooperation agreements include India-Bhutan Treaty in 1949, India-Nepal

Friendship Treaty in 1950, the Asia-Pacific Trade Agreement (initially known as the Bangkok
Agreement) in 1975, and South Asia Preferential Trade Agreement in 1995 which eventually led in
2006 to the South Asian Free Trade Area (SAFTA).

The first bilateral agreement, however, was signed in 1998 with Sri Lanka. This FTA was intended
to address the geopolitical issues of South Asia. In this process, India did not conduct an ex-ante
cost-benefit analysis, nor consult with stakeholders. Only a ministerial committee was constituted
in order to yearly review the progress of the agreement. The success of the India-Sri Lanka FTA has
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trade today

In an attempt to recover
influence and to be able to
write and redefine trade
rules, WTO members such as
the EU and US have moved
to regional negotiating
platforms where they have
more space for manoeuvre.
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propelled both countries to engage in deeper trade discussions on services and investment through
a comprehensive economic partnership agreement ongoing since 2005.

The 2003 India-Thailand FTA was the first time that a feasibility study was carried out to assess
the possible impact of the proposed agreement. This study included a Computable General
Equilibrium (CGE) model and the Revealed Comparative Advantage analysis. This agreement also
marked the beginning of the practice of extensive stakeholder consultations prior to the signing of
the FTA, which has subsequently been integrated into the preparedness strategies for FTAs.

In 2004, a Trade Negotiating Committee was set up to start
negotiations towards a Bay of Bengal Initiative for Multi-Sectoral
Technical and Economic Cooperation - FTA. Negotiations are,
however, still ongoing. In the following years, India signed an FTA
with MERCOSUR (2004) and a CECA with Singapore (2005).

The India-ASEAN FTA (2010) was an important trial for India
as it was the first time that the country negotiated a trade agreement
with a regional bloc that was not a customs union. One of the
challenges, for instance, was negotiating different tariff lines for
each ASEAN member state. In an attempt to increase integration with ASEAN, the FTA was extended
in 2014 to include services and investment. In addition to this, India signed a CECA with Malaysia
in 2011.

The history of India�s preferential trading arrangements highlights the evolution of its foreign
and trade policy from solely providing tariff preferences in goods to more deep and comprehensive
arrangements which include trade in services, investments, and non-tariff barriers to trade. Over
the years, India has opened the negotiation process to stakeholder participation and feasibility studies
for input. More recently, India has reinvigorated its engagement with trade partners and used soft
diplomacy to advance its economic and development objectives.

1.3 Scope and Coverage of Mega RTAs: TTIP, TPP and EU-ASEAN FTA
The mega RTAs are so called not just because of the participation of global heavyweights but

also because they aim at redefining existing international trade rules (�WTO-plus�) as well as going
beyond the existing WTO rules (�WTO-extra�),8 codifying a new textual template in ground-breaking
areas which are, amongst others, regulatory coherence, investment, competition, and environment
and labour standards.

The mega RTAs aim at
redefining existing
international trade rules
(�WTO-plus�) as well as
going beyond the existing
WTO rules (�WTO-extra�)

Figure 1: India�s Engagement in RTAs

Source: Based on information from Ministry of Commerce & Industry as on July 2014
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The US administration has received Trade Promotion Authority (TPA), also known as fast-track,
that allows negotiators to speedily conclude, amongst other tasks, the mega RTAs it is engaged in,
i.e. TPP and TTIP. The authority provided by Congress sets certain negotiation objectives that
promote �WTO-plus� and �WTO-extra� areas, including stricter IPR rules, labour and environmental
standards, transparency, and advancing international recognised human rights.9

This section presents the scope and coverage of mega RTAs focusing mainly on those issues that
are more likely to affect the Indian economy and which are the sticking points in the negotiations.

Transatlantic Trade and Investment Partnership (TTIP)
Conversations towards transatlantic cooperation and integration started already in the 1990s

with the Transatlantic Declaration of 1990, the New Transatlantic Agenda of 1995 and the
Transatlantic Economic Partnership of 1998; together with the proposal of a Transatlantic Free
Trade Area and several parallel summits and dialogues. However, it was only in July 2013 that
negotiations started under the TTIP with a clear mandate to harmonise rules and to achieve full
transatlantic cooperation. This decision was based on recommendations by the US-EU High Level
Working Group (HLWG) on jobs and growth, which was established in November 2011 under the
Transatlantic Economic Council.10

The TTIP is a trade and investment agreement between the EU
and US. The TTIP accounts for about 60 per cent of global trade,
of which 30 per cent is in global trade in goods and 40 per cent is
global trade in services. The US is the EU�s main export destination
accounting for about 17 per cent of total EU exports and third
largest source of EU imports accounting for about 12 per cent of

total EU imports.11 The EU is the US� second largest export destination and source of imports,
accounting for about 17 per cent of US total exports and imports.12  Total US investment in the EU
is three times higher than US investment in all of Asia and EU investment in the US is about eight
times the amount of EU investment in India and China together.13

Since the start of TTIP negotiations, there have been eight negotiation rounds. As with many
contemporary trade agreements, these negotiations cover a wide range of issues. Provisions on
market access in goods, services, and agriculture, RoO, public procurement, investment, energy
and raw materials, regulatory non-tariff barriers including standards, testing and certification
procedures, IPR, sustainable development, labour and environment, SMEs, dispute settlement, trade
facilitation and state owned enterprises (SOEs), amongst others.

Tariffs between the EU and US are already low. Around 37 per cent of US tariff lines and 25 per
cent of EU tariff lines are duty free and average tariffs for the US and EU are 4.7 per cent and 6.4
per cent respectively.14 The controversy regarding market access negotiations will lie on sensitive
products such as dairy products, sugar and confectionery, beverages and tobacco, fish and fish
products, meat, peanuts, textiles and apparel, automobiles, machinery, and chemicals.15 In non-
agricultural sensitive products, tariffs can be as high as 15 per cent in the US and in the case of the
EU they may exceed 15 per cent.16 In agricultural products, the EU and US impose in certain
products duties that exceed 100 per cent.

The TTIP chapter on services, investment and e-commerce was leaked in July 2013. This chapter
includes a section on investment, cross-border supply of services (Mode 1), presence of natural
persons (Mode 4) and an extensive section on general provisions on domestic regulation and specific
provisions for computer services, postal and courier services, electronic communications networks
and services, financial services, international maritime transport services, air transport services,
and e-commerce.

In the section on investment, there are provisions of non-discrimination on national treatment,
most favoured nation treatment and economic needs test. The former two only apply to those
sectors that have been listed in the schedule of commitments, following a positive list approach.17

The controversy regarding
market access negotiations
will lie on sensitive products
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There are also provisions dealing with expropriation issues. Both parties to the agreement are keen
to include chapters regulating capital transfers and investor-state dispute settlement (ISDS). The
EU has maintained that under ISDS all hearings will be open and that law aiming at legitimate public
choices will not be undermined.18

In the leaked chapter regulating supply of services under Mode 1, the approach followed is a
positive list approach. However, for other modes of services supply, a hybrid approach might be
used.19 The chapter on e-commerce includes provisions regulating digital data flows and data privacy.

Other reports20 suggest that in the services sector negotiations
of financial services, especially after the financial crisis of 2008-
09; audio-visuals due to the benefits given by both countries to this
sector; the treatment of service providers (mainly licensing and
certification of professional service providers) and the temporary
movement of business people will be the most contested issues.

Regulatory issues and non-tariff barriers are at the heart of TTIP negotiations. There are
considerable differences in industrial regulations and standards between the EU and US which have
the effect of increasing production costs and impact negatively on consumer welfare. These include
technical regulations, standards and procedures that relate to health, sanitary, welfare, and
environmental regulations. Sectors where differences in industrial regulation between the EU and
US are more acute are the automobile sector, chemicals, cosmetics, biotechnology, pharmaceuticals,
and aerospace.21 The overall aim of both the EU and US under the TTIP is to work towards
harmonising regulations to assure consumer safety and welfare by, amongst others, eliminating
duplicative regulations and procedures, developing joint standards and mutual recognition
mechanisms.

When it comes to health and safety, the EU follows a precautionary approach whilst the US
relies on a scientific and risk analysis. The US is the leading country in producing genetically modified
organism (GMO) products; however, the EU member states are in general sceptical in opening up
its market to GMO products though some member states have a more relaxed approach.22

Differences on GMO regulation between the EU and US have kept both parties in long-lasting
disputes under the WTO.23 Recently, in an attempt to reconcile
the differences between EU member states on the EU�s GMO legal
framework, the European Commission has proposed new rules
that would allow individual member states � without conflicting
with the EU�s scientific risk assessment on GMOs � decisional
power to ban the sale of genetically modified crops in their
territories based on non-scientific reasons.24 The US has come out
in opposition to this proposal which could potentially stifle TTIP
negotiations.25

Within IPR, the most controversial issue is geographical
indicators (GIs). The EU protects GIs with specific GI protections
while the US disagrees with the EU list on GIs and provides
protection through trademark law.

Under trade facilitation, the US� main concern is that despite
the fact that the EU has common rules on customs, each EU member country is responsible for its
own customs administration and procedures. Hence, customs rules can be interpreted differently
amongst member states. An area of concern by the EU is that the US might pass a law that requires
100 per cent scanning of maritime cargo containers. According to the EU, this will increase the time
of customs procedures.26

Both labour and environmental standards will be included in the TTIP. The US� approach regarding
these standards in previous FTAs is to include them as binding provisions subject to dispute settlement
whereas the EU has taken a consultative approach.27

Regulatory issues and non-
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In this section, we have presented the scope and coverage of the TTIP and highlighted some of
the obstacles on the negotiations. The TTIP is � economically, politically and legally � a huge challenge
for both the EU and US. It will impact both parties positively and negatively in many areas domestically
but also externally in its relationships with third parties. The EU and US are aware of the fact that
they will be creating precedent and drafting the future generation of international trade rules. With
the approval of TPA by the US Congress, the conclusion of these agreements is contingent upon the
consent of the EU Parliament.

Trans-Pacific Partnership (TPP)
What is now known as the TPP was first proposed in 2003 by Chile, New Zealand and Singapore

with the goal to achieve higher levels of trade liberalisation in the Asia Pacific region. Brunei later
joined in 2005. In 2008, the US, along with Australia, Peru and Viet Nam, indicated they were
interested in negotiating with the original Asia Pacific countries. Canada, Japan, Malaysia and Mexico
joined in consecutive years after consultation with existing members. The TPP is open to other

accessions: for instance, South Korea is currently undergoing
consultation dialogues.

The 12-member TPP will encompass 40 per cent of global GDP
with a population of 800 million. It intends to emphasise greater
trade openness, high �21st century standards�, and regulatory
harmonisation that provides a competitive trade and investment
environment for deeper economic and trade linkages.

In particular, TPP aims to have comprehensive market access in
goods, covering most or all tariffs and quotas. There will likely be
a phase-out schedule for tariff reductions, although most tariff lines
will be immediately cut upon signing the agreement. Sensitive
products have played a major role in the negotiations. These items
include agricultural products (rice, beef, sugar, and dairy products),

automobiles, textiles, and apparel and leather products. Difficulties arose with countries like Viet
Nam on labour-intensive textile products and Japan on rice and automobiles, although talks seem to
be progressing towards agreement.28

In the area of services, the TPP will use a negative list approach, where all services will be open
to liberalisation except selected sectors. A separate chapter pertaining to telecommunications is
expected and will promote access to foreign service providers and regulatory transparency. Key
provisions for trade in services include non-discriminatory treatment, no limitations on number of
service providers, mutual recognition and transparency.29

All TPP negotiating members except Malaysia and Viet Nam
have opened their procurement market through trade agreements.
Furthermore, the US, Japan, New Zealand and Singapore are parties
to the WTO Government Procurement Agreement. The US has
proposed a similar chapter on government procurement in the TPP
talks based on its existing FTAs with TPP members. Thus, the main
sticking point will be to get Malaysia and Viet Nam to open and
align their procurement with other TPP members, especially with
regard to domestic preference policies that restrict foreign bids
for contracts.

The US has always advocated for strict IPR rules in its FTAs.
This is one of the important objectives of its trade promotion

strategy. The proposed TPP agreement entails similar clauses, including the application of existing
IPR protection to digital media and the agreement must �reflect a standard of protection similar to
that found in US law�.30 This provision indicates that trade talks on IPR will move beyond the level

The TTIP is � economically,
politically and legally � a
huge challenge for both the
EU and US. It will impact
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of protection provided in the WTO TRIPS agreement. Most recently, the US has sought to have its
trade partners sign the WIPO Performances and Phonograms Treaty, an agreement to which Brunei,
Malaysia, New Zealand, and Viet Nam are not parties. Additionally, recently leaked documents
showed the proposed IP agreement could create longer patent periods that would shut out more
affordable generic medicine from reaching the market.31

According to the US Trade Representative, TPP countries have committed to establishing a
common set of RoO for determining product origin in the TPP region.32 These rules could potentially
have a cumulative basis where a product with input from multiple countries within the region can
still claim origin and receive preferential treatment. In previous FTAs, such as the US-Korea FTA
and the North American FTA (NAFTA), the US succeeded in importing the �yarn forward rule�
(YFR) to determine the origin of products. The rule dictates that for a product to be considered to
have originated in the FTA area, the entire manufacture of the product should have occurred within
the FTA region.33 Some TPP countries, including Viet Nam, seek a
less restrictive �cut and sew�, or single transformation rule, which
means that a manufacturer in a TPP country could use fabric from
anywhere in the world and still have the resulting apparel qualify
for TPP benefits.34 The US has also proposed to include a �sunset
clause� in the application of the �YFR� given the poor capacity of
many TPP member countries. Furthermore, the US will give
technical and financial assistance to TPP member countries so that the potential negative effects
can be mitigated.

Another important focus of the TPP will be addressing TBT issues. The agreement will try to
build on the US-Korea FTA template and create a window for holding consultations with member
countries while evolving or modifying standards. Both mutual recognition provisions as well as
sector-specific TBT commitments are being mooted. The chapter will seek to reduce double testing
by promoting confidence in conformity assessment testing institutions.35

In fact, the leaked TPP chapter on Regulatory Coherence,36 a cross-cutting issue which has
ramifications on SPS and TBT disciplines, provides for the establishment of a central coordinating
mechanism akin to the US Office of Information and Regulatory Affairs which will ensure that
there is convergence among the diverse domestic regulatory bodies so that there is consistency in
regulation.37 It will also be tasked with the responsibility of carrying out risk impact assessments,
i.e., whether a particular regulation or standard is overstepping an economic threshold and hence,
is cumbersome for industries to follow. The proposed disciplines may also require prior notification
to a regulatory coherence committee of the TPP about new domestic regulations.

The TPP aims to have standards of protection for foreign investors and their investments. The
US has proposed the same approach as it has negotiated in its existing FTA and bilateral investment
treaties (BIT), where free flow of capital has been allowed in order to facilitate trade and investment.
Expected issues for discussion include non-discriminatory treatment for investors; rules on
expropriation; allowing transfer of payments from the host country; and exceptions for identified
nonconforming measures. The US intends to include rules on ISDS under the TPP. However, it
remains to be seen how this will play out at the TPP, with countries like Australia, New Zealand,
Peru and Viet Nam which are battling protracted wrangles with corporations before foreign tribunals.

TPP members are discussing language for a fair and transparent competition policy �to promote
a competitive business environment, protect consumers and ensure a level playing field for TPP
companies.�38 The focus will be on the establishment and maintenance of competition laws and
authorities, procedural fairness in consumer protection, competition law enforcement, private rights
of action and technical cooperation. However, the competition policy will be critical in dealing
with state-owned enterprises while addressing issues of financing, transparency, and regulation,
especially to protect against giving an unfair competitive advantage.

The TPP aims to have
standards of protection for
foreign investors and their
investments
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TPP countries are currently discussing disciplines for a labour chapter that include reciprocal
commitments on labour rights protection and institutional mechanisms to ensure co-operation and
dialogue on labour issues. There is a broad consensus on the need to enhance workers� well-being
and employability, and to promote human capital development and high-performance workplaces.39

Additionally, there will be reciprocal obligations on each signatory to effectively enforce domestic
labour laws and acceptable conditions of work and will be enforceable under FTA dispute settlement
procedures. Violations are subject to potential trade sanctions and fines.40

The TPP chapter on environment will require members to adhere to several major multilateral
agreements dealing with trade in endangered species41 as well as specific disciplines on illegal logging
and marine fisheries. They will be subject to the dispute settlement mechanism and penalised for
non-compliance. Furthermore, the chapter will seek commitments on domestic environmental laws.
US negotiators were rather vociferous in their assertions early on that they will not acquiesce to any
weak proposals at TPP.42

Another related issue included in the proposed TPP talks is SOEs. This indicates that SOEs in
TPP countries will not get any competitive advantages in the form of subsidies, tax relaxation, or
other assistance. If such benefits are given by the respective governments, they shall be equally
applicable to other private companies.

EU-ASEAN Free Trade Agreement (EU-ASEAN FTA)
In the late 1990s, EU-ASEAN relations were disrupted by disputes over human rights in Myanmar.

Consequently, the ASEAN-EU Ministerial Meeting (AEMM) was suspended for several years.
However, the AEMM resumed in December 2000 and in 2003. In 2003, the EU embarked on a
new partnership with South Asian countries in an attempt to reshape its economic and trade
relationship. This led to the Trans-Regional EU-ASEAN Trade Initiative (TREATI). The initial

draft of TREATI activities focused on the facilitation of trade and
investment, protection of IPRs, TBT, and industrial product
standards. However, the TREATI draft was modified by
considering the priorities of ASEAN countries in the process of
the regional integration project. Priority areas included agriculture,
fisheries, electronics, wood-based industries and cross-sector
cooperation on trade facilitation and investment.

The EU and ASEAN started negotiations on an FTA in 2007. The proposed FTA between the
EU and ASEAN will be based on three pillars:  co-operation, trade facilitation and liberalisation.
Since both regions have low level of tariff protection, the priority of the proposed FTA is negotiating
issues beyond tariff elimination with a particular focus on sensitive products and non-tariff barriers
to trade. Complex and lengthy customs procedures are one of the major obstacles faced by EU
exporters to ASEAN. On the ASEAN front, exporters are deeply concerned about the strict technical
requirement imposed by EU members on SPS and TBT measures.

The overall framework of the agreement indicates that differentiated treatment will be given to
the least advanced members and priority will be given to their development considerations. In order
to address these issues, technical assistance and capacity-building measures will be an integral part
of the agreement which may require the creation of financial assistance mechanisms.

1.4 The Economic Exclusion from Mega RTAs: Preferential Trade
Liberalisation and Beyond

Mega RTAs will inevitably alter international trade flows and create new trade routes. One of
the effects of these RTAs on the Indian economy could be in the form of trade diversion which
consists of the diversion of exports from RTA members to India to other RTA members which
enjoy lower tariff preferences. Another effect is the erosion of India�s traditional tariff preferences

Mega RTAs will inevitably
alter international trade
flows and create new trade
routes
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vis-à-vis RTA members. The magnitude of these effects will depend on India�s dependency on these
markets, on India�s trade shares and trade composition, and on the current barriers amongst the
group of countries that will be part of the mega RTAs. For instance,
if India is import dependent on certain products from one or more
RTA members, diversion of trade in such products to intra-RTA
members would result in the rise in import prices, which consumers
will ultimately bear. Although trade shares give an idea of the
potential effects, looking at the type of product that India exports
will give more precise results. If, for instance, the export basket of
India is similar to that of countries included in the preferential
agreement, trade diversion effects will be higher and vice versa.43

A potential impact of mega RTAs on excluded countries that is
difficult to quantify has to do with the diversion of trade and
economic opportunities in a much broader sense than mere
diversion of exports. RTAs not only create tariff preferences between member countries but also
pave the way, amongst others, to easing of compliance with product standards, betterment of customs
administration and allied trade in services and improvements in trade infrastructure, thereby creating
new commercial channels and better connectivity among members. When barriers, both tariff and
non-tariff, applied to members of the RTA are high, the trade diversion effect of relaxing these
barriers on excluded countries will be higher.44

Several studies45 have aimed at quantifying the impact of mega RTAs on excluded countries. A
study46 that examines the effect on Commonwealth developing countries excluded from mega RTAs
concludes that based on the exports baskets of these countries vis-à-vis RTA member countries, the
overall trade diversion effect will be small. However, Viet Nam, Mexico and Peru�s trade composition
is similar to some of the Commonwealth developing countries. Viet Nam has similar export baskets
with Bangladesh and Pakistan, and the US, New Zealand and Japan with India. This study also
concludes that Commonwealth excluded countries� trade with Viet
Nam will be most affected since Viet Nam not only has similar
export structure with Commonwealth excluded countries but also
high MFN tariffs with mega RTAs members. Another study47 which
looks at the effect of mega RTAs on sub-Saharan countries finds
that despite the fact that some of these countries� trade shares to
mega RTA countries are more than 90 per cent of its total exports,
the main exports are commodities and these are not easily
substituted. The study concludes, however, that overall mega RTAs
will have the effect of decreasing exports of Sub-Saharan countries
mainly through the erosion of tariff preferences.

1.5 The Need for Studying Impacts on the Indian Economy and Structure of
the Report

As discussed in detail above, the conclusion of the TPP and TTIP may have economic and regulatory
implications on India�s economy, including its domestic regulation and external relations. Forecasting
the implications of these mega RTAs will provide a series of recommendations as to how India
should adapt its trade policy and strategy, efficiently embrace the opportunities arising from this
new international trade scene and minimise the potential negative impacts. These recommendations
include unilateral measures that India could carry out by changing its own domestic regulation and
bilateral and regional measures with RTA members but also with non-traditional markets excluded
from the mega RTAs.
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Chapter two of this report focuses on India�s relationship with mega RTAs members both with
regard to trade flows and trade agreements. Chapter three carries out several quantitative and
qualitative analyses that aim at foreseeing the impact on India�s economy. In particular, whether
India will be able to comply with the new rules being negotiated; how India could adapt to these
new rules; the implications on trade in services and investment flows as well as a CGE model that
measures the impact of mega RTAs on trade diversion, and a series of macro-economic variables;
and the perspectives of various stakeholders regarding mega RTAs and its potential implications.
Chapter four, five and six present India�s policy implications arising from mega RTAs and recommend
a series of unilateral, bilateral, regional and multilateral trade strategies. Chapter seven lays out a
list of policy recommendations and concluding remarks.
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2
Mega RTAs and the Indian Economy

Beginning with its economic reforms in the 1990s, India has increased its engagement in international
trade. This growth can be shown by both India�s conclusion of trade agreements and the

movement of trade flows.

2.1 India�s Trade Engagement with Mega RTAs Member Countries: Trade
Agreements

India currently has a total of 15 active trade agreements notified to the WTO and another 14 are
in the negotiation process. As shown in Table 3, India is exhibiting promise with active or negotiating
trade agreements with many countries involved in mega RTAs.

2.1.1 Trans-Pacific Partnership (TPP)
The US has not agreed or entered into negotiation with India on

an FTA. Optimism is high, however, with recent visits and meetings
between the two countries� leaders. While there is renewed
economic diplomacy between India and the US, including through
the India-US Trade Policy Forum, clear movement toward any
formal agreement is still absent.

India has concluded CECAs with Japan, Malaysia, and Singapore
and an RTA with Chile. As is typical with CECAs, India agreed to open trade in goods, services, and
investment. These are also key negotiating areas of the mega RTAs.

At the moment, India is negotiating trade agreements with Australia, Canada, and New Zealand.
India and Australia have strongly indicated their intention to complete their FTA in 2015. The FTA
would deal with additional issues outside of goods and services, including non-tariff barriers and
investment. Both Canada and New Zealand talks are on schedule, both of which also target goods,
services, and investment. Also, a trade agreement has been proposed between India and Peru.

No agreements exist or have started between India and Brunei, Mexico or Viet Nam. Nevertheless,
with four trade agreements active with TPP member countries and at least three currently being
negotiated, India can strategise greater trade flow from within the TPP region, despite potential
trade erosion.

2.1.2 Transatlantic Trade and Investment Partnership (TTIP)
The EU-India FTA, which has been stalled since 2007, has

recently received stronger encouragement from the Europeans and
talks are expected to pick back up in 2015. Although, bilateral
discussions will have to address higher standards required from
the EU side. Such sticking points include India�s offer on insurance,
government procurement, and market access for automobiles and

India is exhibiting promise
with active or negotiating
trade agreements with
many countries involved in
mega RTAs there is renewed
economic diplomacy
between India and the US

The EU-India FTA, which has
been stalled since 2007, has
recently received stronger
encouragement from the
Europeans and talks are
expected to pick back up in
2015
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certain alcohol as well as the EU�s stance on data security and ease of movement of Indian
professionals.1 Regardless, both sides have communicated their willingness to compromise and taking
a �positive� stance.

2.1.3 EU-ASEAN Free Trade Agreement
The EU and ASEAN have been working on an FTA since 2007. Within the group of Southeast

Asian countries, India has CECAs in effect with, as mentioned, Malaysia and Singapore and an FTA
signed with Thailand. While India launched negotiations for a CECA with Indonesia in 2011, it has
no other trade agreements with ASEAN members.

India has a FTA with ASEAN in goods as well as an agreement on services and investment, the
later coming into force in 2015. This recent example demonstrates India�s ability to agree not only
to tariff cuts, but also more substantive areas that, amongst others, allow professionals and capital
freer movement across borders.

Table 3: India�s Trade Agreements with Mega RTA Member Countries

Source: Asia Regional Integration Centre, Asia Development Bank2

2.2 India�s Trade Engagement with Mega RTA Member Countries: Trade
Flows3

For the last several years India has been a net importer with a marked trade deficit. In 2013,
India�s total exports to the world were US$ 336 billion (bn) while imports were US$ 466bn. Although,

the growth of India�s export growth since 2009 has shown a slightly
faster rate of 17.47 per cent compared to 15 per cent import growth.

2.2.1 Trans-Pacific Partnership (TPP)
Taking the TPP membership in aggregate for 2013, India�s

exports to the group totalled US$ 83.5bn while it imported US$
75.7bn. Encouragingly, India�s exports to TPP members since 2009
have grown at an annual rate of 21.5 per cent compared with 10.7

per cent import growth (See Table 9 and 10 of Annex 1).
Notably, India�s partners with which it has active CECAs recorded higher trade compared to

most other TPP members. Singapore imported US$ 14bn from India in 2013 and Japan US$ 7 bn.

Taking the TPP membership
in aggregate for 2013,
India�s exports to the group
totalled US$ 83.5bn while it
imported US$ 75.7bn
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Malaysia�s imports from India were lukewarm at US$ 5.5bn. In terms of goods entering India, its
three CECA partners are top exporters, followed by the US and Australia. Singapore exported US$
7bn to India, Japan US$ 10.5bn, and Malaysia US$ 9.3bn in 2013. All three countries have a positive
growth rate of exports and imports with India since 2009 (See Table 9 and 10 of Annex 1).

As for the lead negotiating member in the TPP, India only accounts for about 1 per cent of US
total exports, despite its large and growing middle-class consumer
population. In 2013, total imports from the US were US$ 22.6bn
while India�s exports to the US, which totalled about US$ 42bn in
2013, stood at 1.8 per cent of total goods that enter the US (See
Table 9 and 10 of Annex 1).4 While these amounts are far larger
than any other TPP member�s trade flow, and despite India not
having an FTA with the US, there is potential for improvement
considering the minuscule total percentage of goods coming to and from the US.

The specific products traded between India and TPP member countries provide another layer of
trade flow comprehension. The top three products (2-digit level) India exported to TPP countries in
2013 were: mineral fuels, oils and distillation products accounting for about US$ 16.4bn; pearls,
precious stones, metals and coins with a value of US$ 10.2bn; and pharmaceutical products accounting
for US$ 4.4bn. India�s top imports from TPP countries in 2013 were also mineral fuels, oils and
distillation products with a value of US$ 15bn; followed by machinery, nuclear reactors and boilers
accounting for US$ 8bn; and electrical and electronic equipment with a value of US$ 6.6bn (See
Tables 5 and 6 of Annex 1).

2.2.2 Transatlantic Trade and Investment Partnership (TTIP)
The TTIP includes two of the world�s largest economies, the EU being one of India�s top trading

partners. In 2013, India exported a total of US$ 56.3bn to the EU while importing almost US$ 50bn.
Within the EU membership, India�s top export destinations in 2013 were the United Kingdom (UK),
the Netherlands and Germany with exports of US$ 10, 9, and 8bn respectively. India also took in the
most goods in 2013 from the UK with US$ 6.4bn, Germany exporting a value of US$ 13bn and
Belgium with a value of US$10bn (See Tables 11 and 12 of Annex 1). India�s trade flow with the US
has been described in sub-section 2.2.1. The EU and US together imported in 2013 US$ 98bn from
India and exported to India about US$ 72bn. The annual growth rate of India�s total exports and
imports to and from TTIP member countries since 2009 is 15.3 per cent and 7.3 per cent, respectively
(See Tables 11 and 12 of Annex 1).

The top three products (2-digit level) India exported to TTIP
countries in 2013 were mineral fuels, oils and distillation products
accounting for US$ 12.6bn; pearls, precious stones, metals and coins
for a value of US$ 12.1bn and US$ 5.5bn of articles of apparel,
accessories, not knit or crochet. India�s top imports from the US
and EU in 2013 were: pearls, precious stones, metals and coins for
a value of US$ 13.8bn; machinery, nuclear reactors and boilers at
about US$ 11.8bn; and electrical and electronic equipment at US$ 5.3bn (See Tables 7 and 8 in
Annex 1).

Noticeably, there are many similarities between India�s main exports to both the TPP and TTIP
regions. The top two products exported from India to the TPP and TTIP regions are mineral fuels,
oils and distillation products and pearls, precious stones, metals and coins. The second and third
greatest imports from TPP and TTIP regions are machinery, nuclear reactors and boilers and electrical
and electronic equipment.

India only accounts for
about 1 per cent of US total
exports

The EU and US together
imported in 2013 US$ 98bn
from India and exported to
India about US$ 72bn
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2.2.3 EU-ASEAN Free Trade Agreement
Considering India�s close relationship with Southeast Asia and the two recently completed trade

agreements with ASEAN, India�s total exports in 2013 to ASEAN, which accounted for US$ 37.8bn,
were outpaced by its imports which totalled an amount of US$ 42.3bn. However, the rate of India�s
exports since 2009 is growing at 20 per cent compared to 15 per cent in imports (See Tables 13 and
14 of Annex 1).

Import and export trade flows with the EU as well as ASEAN members such as Singapore and
Malaysia are described above in subsections 2.2.1 and 2.2.2.

Data on EU-India trade by top products mirrors very similarly that of its trade flows with the
TTIP region with expected differences in value and share of world trade (See Tables 3 and 4 of
Annex 1). A noticeable difference, however, is found in the pharmaceutical sector. In 2013,
pharmaceutical products were India�s fourth top exported product to the TTIP (See Table 8 of
Annex 1). However, it was the twelfth top exported product to the EU, inferring that a larger
portion of pharmaceuticals were sent from India to the United States (See Table 4 of Annex 1).

2.3 Engagement with Mega RTA Member Countries at the Multilateral Level
India plays an active role at the multilateral trade level and can be characterised as a strong

proponent of multilateralism while maintaining a commitment to domestic needs and support. It has
staunchly defended itself and other developing country positions on agricultural and non-agriculture

market access issues. Alternatively, as a major actor in services
trade, India has pushed for greater flow of cross-border supply
and movement of professionals.

Engagement with developed countries at the multilateral level
in the WTO often brings India to demand less than full reciprocity
in reduction commitments for itself and other developing countries.
Pressure from developed countries to greater open markets is met
with request of differential treatment for India. The two main
developed trade partners involved in mega RTAs are the US and
EU, both of which India engage frequently at the multilateral level
on important trade-related development issues, such as agriculture

and subsidies, as well as non-tariff issues including services, standards and IPRs.
India is also an active member of developing country groups at the WTO, such as the G-33,

championing development driven negotiations and fair treatment. For example, India provides a
high percentage rate of 85 per cent, with plans to increase it, for duty-free and quota-free tariff to
least-developed countries, including Cambodia, Laos, and Myanmar � all members of the EU-ASEAN
trade negotiations. It has also led in bringing issues of concern to developing countries to the forefront
of the WTO membership�s attention, as it did on food security at the recent Bali Ministerial
negotiations.

India plays an active role at
the multilateral trade level
and can be characterised as
a strong proponent of
multilateralism while
maintaining a commitment
to domestic needs and
support

Endnotes
1 �EU keen to restart stalled BTIA negotiations with India�, The Economic Times, December 17, 2014. Arun S.

�European Union free trade agreement talks likely to resume on PM Narendra Modi push�, Financial Express,
May 4, 2015.

2 The Asia Development Bank, Asia Regional Integration Center, Free Trade Agreements by Country.

3 For detailed data on trade flows refer to Annex 1.

4 Office of the United States Trade Representative, country trade profile: India.
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Chapter 3 carries out several quantitative and qualitative analyses regarding the impact of the
mega RTAs on the Indian economy.

3.1 Export Trade Concentration
Although India has traditionally been a domestic demand-driven economy, its trade dependence

(trade expressed as a share of GDP) has increased significantly over the last two decades.1 This
reflects the pivotal role that trade has started to play in India�s growth story. The increasing economic
openness has also made it vulnerable to external shocks such as those transmitted by the mega
RTAs. Indeed, India�s heightened trade dependence can potentially expose it to several challenges
such as diversion of strategic imports,2 displacement from value chains, fall in export earnings, and
a general decline in economic growth. However, the actual
magnitude of mega RTA shocks will depend on India�s trade
concentration (trade expressed as a share of total exports) with
the mega RTA members, and will also be determined by the final
shape of non-tariff measures such as technical regulations, SPS
measures, RoO and IPR rules.

This chapter focuses on export concentration from a trade
dependence perspective, given that the impact of external shocks
such as mega RTAs would be more severe in the case of export
loss. The degree of exposure to such shocks not only depends on
the export reliance of an economy but also on its export
concentration. Export earnings finance imports and contribute to
investment and economic growth in a trade-dependent economy.3 As has been identified in Chapter
2.2, India has substantial trade linkages with mega RTA members. In fact, for the year 2013-14, at
the country level, the US, Germany, Indonesia and Singapore figured amongst India�s top 10 trade
partners. This goes to prove a relatively high share of trade with the mega RTA bloc in India�s total
trade to the world. In exports, six mega RTA markets- USA, Singapore, Netherlands, UK, Germany
and Japan, have appropriated a major share amongst India�s top 10 export markets for the year
2013-14. However in the case of imports, India has limited exposure to mega RTA countries with
just three (US, Indonesia and Germany) making it to the top ten list in 2013-14.4

Although there is palpable trade concentration in the coalition of mega RTA countries, these
figures do not fully reveal the ongoing export market diversification that India has recently embarked
upon. India�s export shares to Europe and America have declined in the last decade ¯ from 23.6 per

3
Potential Mega RTA Impact and

Concerned Sectors

The actual magnitude of
mega RTA shocks will
depend on India�s trade
concentration with the
mega RTA members, and
will also be determined by
the final shape of non-tariff
measures
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cent and 20.1 per cent respectively in 2004-05 to 18.6 per cent and 17.2 per cent respectively in
2013-14. India�s exports to ASEAN witnessed a contraction of 7.2 per cent. At the same time,
India�s exports to South Asia have grown by 23.8 per cent, Africa by 12.9 per cent and West Asia-
GCC region by 8.8 per cent.5 Although, the regional aggregations do not per se match with the mega
RTA aggregation, it clearly shows that India is diversifying its export geography into non-traditional
regions. This market diversification will help India hedge against the potential risks that are
concomitant with trade dependence such as exclusion from mega regional agreements.

At the product level, India has a well-diversified export basket which speaks highly of its position
in the international division of labour and it�s well-diversified production structure, which has no
highly dependent on a single product. However, what is disturbing to note is that some of these
products are over-dependent on the mega RTA markets as their export destination.

The export concentration in TPP markets is particularly striking. The exports shares of five
product categories (at the HS 2-digit level) amongst the top 20 exports targeted to the TPP region
are higher than 50 per cent of the total world exports of each of these products. The categories are
lac, gums, resins, vegetable saps and extracts nes (74.7 per cent); fish, crustaceans, molluscs and
aquatic invertebrates nes (59 per cent); textile articles, sets and worn clothing (56 per cent), carpets
and other textile floor coverings (50.6 per cent), and meat and edible meat offal (50 per cent) (See
Table 6 of Annex 1). None of these products, however, figure amongst India�s top five exports to
the TPP region (See Figure 2). This suggests, inter alia, that along with an increase in export volume
there has also been a commensurate diversification of exports. In a similar manner, products that
are over exposed to the TPP region presently need to be diversified to potential markets. The
government could devise product-specific measures to boost market-oriented production and better
integration into value chains.

Figure 2: Top Exports and Export concentration to TPP

Most of these TPP-dependant products have a similar level of concentration in other mega RTA
regions.  In the case of textile articles, sets and worn clothing the aggregate share of TPP and TTIP
in world exports is 82.6 per cent. In lac, gums, resins, vegetable saps and extracts nes the TPP and
TTIP aggregation accounts for over 81 per cent of world exports. In meat and edible meat offal 60
per cent of total exports are destined for the ASEAN region. Carpet and other textile floor coverings
send 72 per cent to TTIP of which EU�s share is 30 per cent. One-fourth of total exports in fish,
crustaceans, molluscs and aquatic invertebrates nes go to ASEAN and 45 per cent to the TTIP
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region. Although this could be due to the fact that mega RTAs have overlapping membership, the
data nevertheless shines a powerful light on the indispensable need to diversify the exports of these
five products.

An analysis of export concentration in other mega RTAs (TTIP and EU-ASEAN) also illustrate
certain product categories which are unique to these regions and are not mirrored in the TPP.
Prominent among these are articles of leather, animal gut, harness, travel goods (81 per cent of
India�s total exports to TTIP); articles of apparel and accessories including both knit or crochet and
not knit or crochet (at 67 and 63 per cent respectively of India�s total exports to TTIP); ships, boats
and other floating structures (51 per cent of India�s total exports to ASEAN), nickel and articles
thereof (75 per cent of India�s total exports to ASEAN). (See table 2, 4, 6, 8 and 15 of Annex 1).

3.2 Shocks to Macroeconomic Variables
This chapter examines the impacts on the Indian economy of the TTIP, TPP, and EU-ASEAN

FTA using the GTAP model combined with POVCAL developed at the World Bank. The simulation
results show that each of the mega RTAs cause considerable global trade diversion. However, the
impacts on India�s trade flows, domestic output, returns to factors, aggregate welfare, inequality
and poverty levels are rather small. In contrast, multilateral trade liberalisation has significantly
large and favourable impacts on all these variables. In particular,
under this scenario, aggregate welfare improves by 1.7 per cent of
total GDP, inequality falls by over half a percentage point and
poverty head count decreases by 12.3 per cent. These results suggest
that the country should continue advocating for trade rules to be
discussed in a multilateral platform. However, considering the
current multilateral impasse, one way to protect the country�s
interests is to aggressively pursue preferential trading arrangements
in parallel with key members of these three mega RTAs, as
suggested by the results that will be discussed below.

3.2.1 Description of the Model and Data
The analytical framework used for this analysis is the GTAP6 model which is a CGE model that

encompasses exports, imports and trade in goods and services7, captures the linkages between
trade flows, domestic production, income and household consumption and welfare; and the
macroeconomic impacts. While the GTAP is capable of assessing the aggregate welfare impacts on
all countries due to changes in trade (or any other) policy in any part of the world, the model is not
directly amenable for analysing the impacts on income distribution and poverty. Hence, the outcomes
of the GTAP model are combined with the POVCAL8 poverty analysis tool developed by the World
Bank.

For the present analysis and with the use of GTAP database9, we have aggregated 13 regions:10

India, South Asia, Southeast Asia not in TPP, Southeast Asia in TPP, East Asia, Australia and New
Zealand, Rest of Oceania, the US, North America, Latin America, Latin America countries in TPP,
the EU and rest of the world. In addition, the following 10 commodities11 have been included in the
study: grains and crops, livestock and meat products, mining and extraction, processed food, textiles
and clothing, light manufacturing, heavy manufacturing, utilities and construction, transport and
communication and other services. There are six scenarios12 that are taken into account for this
analysis. Scenario referred to as �BASE� is a business-as-usual scenario wherein none of the three
mega RTAs are in place. The outcomes of all other scenarios are compared with the BASE scenario.

Other scenarios are the TPP, the TTIP and the EU-ASEAN FTA. In these scenarios, bilateral
tariffs and export subsidies are set to zero amongst the RTA members. The last two scenarios are

The impacts on India�s trade
flows, domestic output,
returns to factors,
aggregate welfare,
inequality and poverty
levels are rather small
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where all three RTAs are in place and where there is complete global free trade. In the latter
scenario, bilateral tariffs and export subsidies between all the 13 regions are eliminated. This scenario
is included to capture the trade diversion / trade creation effects, if any, of the above RTAs.

To use POVCAL in the Indian context this analysis uses data on the distribution of consumption
across households as provided by the National Sample Survey Office.13

It must be noted that the results are based on a static CGE model
where the dynamic effects of any trade policy change, whether in
India or external to the country, are not taken into account.
Furthermore, the simulations capture only the effect of tariff and
export subsidy elimination and not the effect of non-tariff measures,
which may have a far larger impact on trade flows and the economy
in general. Finally, not all aspects of the RTAs are simulated, for
instance, a major focus of the TTIP relates to investment flows

between the US and the EU. This is beyond the scope of the analytical tools used in this study.

3.2.2 Impact on Key Variables, Welfare, and Poverty

Trade Diversion and Reorientation
The results of this analysis are all shown on Tables 6 to 16 of Annex 2. Looking first at the

bilateral trade flows of the RTA member countries, the scenarios confirm the theoretical prediction
that RTAs lead to trade diversion for all the three RTAs.14 In all cases, trade with non-member
countries is displaced by trade amongst member countries resulting in loss of market share for the
former. In the case of the TPP scenario, for instance, the Southeast Asian countries in TPP import
significantly more from other TPP members than from non-member countries, except from Southeast
Asian countries not in TPP, resulting in a loss of market share for non-members. However, at the
level of individual commodities, it is not always the case that when imports from TPP members rise
there will be a coinciding fall of imports from non-member countries. For example, in the case of
textiles and wearing apparels imports from Southeast Asian countries in TPP from all countries are
higher than under the BASE scenario. Although it is true that imports from member countries tend
to rise at a greater rate than imports from non-member countries. The percentage rise / fall in
imports vary across commodities and across member / non-member countries. Similarly, Australia,
New Zealand, the US, Chile and Peru also increase their imports from TPP member countries resulting
in a loss of market share for non-member countries.

One possible impact of the RTAs on a non-member country is the loss in market shares due to
preferences being eroded by RTA member countries and their agreed preferences. The results,

however, show that Southeast Asian countries which are not in
the TPP do not suffer any such preference erosion, intra-ASEAN
trade preferences allow for this. However, such preferences are
not available for Southeast Asian countries vis-à-vis other TPP
members, and consequently exports to Australia, New Zealand,
US, Chile and Peru fall. Similar patterns are seen in the case of
bilateral exports of TPP members wherein exports to member states
rise at the cost of exports to non-member states, which is likely to
put some stress on domestic availability of various commodities in
non-member states.

The results also show the possible re-routing of exports from a non-member country to a RTA
member country via another RTA member country. In Table 6 of Annex 2 it is seen that exports of
textiles and wearing apparel to Southeast Asian countries in TPP from India and other non-member
countries rise in the TPP scenario while non-member exports to the US fall simultaneously. For
India, the rise in textiles and wearing apparel exports to Southeast Asian countries in TPP is about
13.5 per cent, albeit from a low base15 whereas exports to the US fall by about 3.3 per cent. Alongside,

the simulations capture
only the effect of tariff and
export subsidy elimination
and not the effect of non-
tariff measures
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exports of textiles and wearing apparel by Southeast Asian countries in TPP to the US rise by a
significant 77 per cent. Thus, there is clear evidence that along with trade diversion, there is also a
re-routing of exports to the US from various countries mostly via Southeast Asian countries in TPP. A
similar re-routing of exports of meat and livestock products to the EU via Southeast Asian countries
which are not part of TPP and Southeast Asian countries in TPP is also seen in the EU-ASEAN scenario.

It is possible that much of this re-routing actually reflects a change in the commodity composition,
wherein more unfinished / semi-finished products within these broad commodity categories move
from non-members such as India to Southeast Asian countries in TPP while more of finished products
move from Southeast Asian countries in TPP to the US. This, however, cannot be verified given the
high level of commodity aggregation used in the present analysis. Nevertheless, there is a case for
India to become more integrated in ASEAN+5 (Australia, China, Japan, New Zealand and South
Korea) production networks so as to mitigate the potential negative impacts of TPP on its market
access. At the same time, this integration to ASEAN+5 production networks should balance India�s
need for new employment generation with that of going upwards in value/supply chains. Lastly, it is
important to keep in mind that the results of this study are based solely on tariff liberalisation and,
as explained in detail below, other factors, such as RoO, could impede the possibility of this re-
routing scenario.

Impacts on India
The net-effect of such trade diversion on India�s exports and imports of various commodities

across the scenarios are shown in Tables 12 and 13 of Annex 2, respectively. These impacts vary
across commodities and scenarios both in terms of the magnitude and direction of change.

Looking first at India�s exports, in the case of TPP, the country witnesses a fall in exports of
agricultural commodities, processed food, textiles and wearing apparel, and heavy manufacturing
ranging between -0.1 and -0.9 per cent over BASE levels. In contrast, exports of other commodities
rise in this scenario from 0.02 per cent in the case of light manufacturing to about 0.3 per cent in the
case of transport and communication and other services. These
aggregate results, however, mask substantially the differences in
the impacts across the bilateral trading partners for each commodity
as was pointed out above in the case of textiles and wearing apparel.
In general, the impact on exports is largest when all the three
external mega RTAs are in force. In this case, exports decline in
the case of grains and crops by -0.2 per cent, processed food by -
1.6 per cent, textiles and wearing apparel by -1.7 per cent, light
manufacturing by -0.2 per cent and heavy manufacturing by -0.2
per cent over their BASE levels. At the same time, the exports of
extraction are higher compared to BASE by 0.3 per cent, utility
and construction by 0.4 per cent, transport and communication by 0.7 per cent and other services by
0.9 per cent.

The impact of mega RTAs on India�s imports, however, is different from that of exports. Unlike
in the case of exports, imports of all commodities are lower under all the three mega RTAs, with the
effect being the largest for each commodity in the combined scenario where all three mega RTAs
are in force. In this scenario, the reduction in imports ranges between -0.1 per cent in extraction
sector and -1 per cent in the case of grains and crops sector.

The contrasting impacts on India�s trade flows of the mega RTAs and multilateral trade liberalisation
scenarios are quite stark. The magnitude of the impact for both exports and imports is significantly
large under the scenario where there is full global free trade than under any of the mega RTA
scenarios. India�s exports of grains and crops, extraction sector, processed food, light manufacturing
and heavy manufacturing rise under the fully multilateral scenario, ranging between 5.6 per cent and
100.4 per cent, while the exports of meat and livestock sector, textiles and wearing apparel, utilities

The magnitude of the
impact for both exports and
imports is significantly
large under the scenario
where there is full global
free trade than under any of
the mega RTA scenarios
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and construction, transport and communication and other services decline. On the import side,
under the fully multilateral scenario, the country witnesses a sharp rise in all commodities ranging
between 7.1 per cent in the case of utilities and construction and 88.2 per cent in processed food.

The above changes in the country�s exports under different scenarios affect demand for domestic
producers with attendant consequences for output, product prices, factor prices, factor returns and
income generation, which in turn trigger second round impacts on domestic demand, output and
prices. Similarly, changes in imports affect domestic availability, domestic prices and hence demand
for various goods. The model captures all these general equilibrium effects and quantifies the final

impact on sectoral domestic output, domestic commodity and factor
prices, and aggregate welfare impacts.16 The impacts on various
indicators of inequality and poverty as estimated using POVCAL
are also reported in Table 16 of Annex 2.

The simulation results show that the final impacts on sectoral
output under the RTAs are rather small whereas the multilateral
scenario has a much larger impact on the output of several sectors.
The largest output change under any of the RTA scenarios is about
-0.6 per cent in the case of textiles and wearing apparel. In contrast,
under the multilateral scenario the range of output loss compared

to BASE levels is -2.7 per cent in grains and crops and other services to -10 per cent in textiles and
wearing apparel, and the range of output gain is 1 per cent in light manufacturing to 10.9 per cent in
heavy manufacturing. Commensurate with these changes in sectoral output, aggregate output in the
country (GDP quantity index) hardly changes under the RTA scenarios, while under the multilateral
scenario aggregate output in the country expands by about 2.4 per cent over BASE levels. The
impacts on sectoral prices in domestic market show somewhat smaller change compared to output
changes under the different scenarios.17 However, the direction of change in sectoral output and
price is not always the same, as domestic prices depend upon the level and price of imports also.

Table 15 of Annex 2 also reports changes in factor prices. Here too, the contrast between the
RTA scenarios and the multilateral scenario is clear. Price of all factors except natural resources fall
under the RTA scenarios, while under the multilateral scenario price of land and natural resources
fall and that of labour (both skilled and unskilled) and capital rise compared to BASE levels. Moreover,
the magnitude of change is also significantly larger under the multilateral scenario than in the RTA
scenarios. Given the full employment specification in all these scenarios, changes in factor prices
also capture the changes in payments to various factors (i.e., value added by each factor).

The welfare impacts on India of all these changes are reported in Table 16 of Annex 2. Aggregate
welfare in the country is lower in all the RTA scenarios, with the loss being highest in the TTIP

scenario on an individual basis. When all the three RTAs are in
force, aggregate welfare is lower by US$ 757 million or just about
0.06 per cent of GDP. In contrast to the RTA scenarios, under the
multilateral scenario welfare in the country is higher than base by
over US$ 21bn or 1.7 per cent of the GDP.

Table 16 of Annex 2 also reports the impact on inequality and
poverty as assessed using the GTAP results in combination with
POVCAL tool as described earlier.18 The results show that the
impact on inequality and poverty is very much in line with the above

changes in aggregate welfare. The Gini index of inequality is slightly higher than BASE level in the
RTA scenarios but is more than half a percentage point lower in the multilateral scenario. Poverty
head count is also slightly higher in the RTA scenarios, while in the multilateral scenario it is
significantly lower by 12.3 per cent. Similar changes across scenarios are seen in the poverty gap and
poverty FGT index.

Aggregate welfare in the
country is lower in all the
RTA scenarios, with the loss
being highest in the TTIP
scenario on an individual
basis

Poverty head count is also
slightly higher in the RTA
scenarios, while in the
multilateral scenario it is
significantly lower by 12.3
per cent
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3.3 Trade in Value Added in Concerned Sectors
A dominant feature of international trade in the 21st century is GVCs. The sharp rise of trade in

GVCs has transformed the pattern of international trade in many ways. In today�s international
trade, exports are much more dependent on imports, and services have emerged as an integral part
of GVCs. The UNCTAD 2014 World Investment Report19 estimates that about 60 per cent of
global trade is in intermediate goods and services that are part of a larger GVC. As a result, the
integration of, in particular, developing countries in GVCs is an important driver for productivity,
employment, and competitiveness.20

In light of the above, this chapter aims at examining India�s participation in GVCs and delineating
India�s intermediate trade with mega RTA member countries and the potential implications of these
agreements on India�s trade in value added.

3.3.1 India�s Participation in Global Value Chains

Backward and forward participation in GVCs
Figure 3 shows India�s relative position in terms of backward and forward participation in GVCs.

Backward participation (upstream links) refers to foreign value added in gross exports of a country
and forward participation (downstream links) refers to domestic value-added exports of a country
which goes into exports of another country.21

Figure 3: GVC participation across countries, 2009 (percentage unit)

Source: OECD TiVa database, 2014

India�s backward participation in GVCs was 21.92 per cent while forward participation was
20.35 per cent in 2009. These results indicate that overall there is a greater use of foreign content in
India�s exports as compared to domestic content.

Figure 4 shows that India�s backward participation in manufacturing GVCs for chemicals, electrical
equipment, textiles, machinery, transport equipment and other manufacturing sectors is higher while
forward participation is higher in the case of agriculture, mining, wholesale and retail, transport and
telecom, finance and insurance, business services and other services. This implies that overall India�s
manufactured exports contain more foreign value-added content while the share of domestic value
added content is higher in services exports.22 These results corroborate the important role that
services play in terms of value added in the Indian economy.
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India�s trade policy could take into account how GVCs are transforming the pattern of global
trade. There should be an effort to induce regional production networks. A product-specific approach
could be taken to study the gains that arise from participation in the technology and services-driven,
high-value, top end of the value chain as well as labour intensive, employment generating, Micro
Small and Medium Enterprises (MSME)-led low end of the value chain. The data above suggests
that India, at present, has comparative advantage at both ends, including forward participating low-
skill and low-cost agriculture and mining sectors. This balance needs to be maintained while optimising
tariffs and formulating RoO in future bilateral, regional, and multilateral engagements. Furthermore,
India can assess the potential for expanding its domestic value-added portfolio through targeted
support in certain sectors that are currently forward participating; the �Make in India�23 initiative
focusing on manufacturing could be an option.

India�s exports share in gross and value added terms by trading partner
Figures 5 and 6 show that the US was India�s largest export market in 2009 in both gross and

value-added terms. It was also the largest source of India�s imports when measured in value-added
terms, replacing China, the largest source in gross terms.24

Figure 4: GVC participation by industry, 2009 (percentage unit)

Figure 5: Exports share by trading partner, in gross and value added terms, 2009
(percentage unit)

Source: OECD TiVa database, 2014

Source: OECD TiVa database, 2014
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Figure 7 shows the difference between export shares on gross and value-added terms at industry
level. The share of exports of the manufacturing sector is much higher when calculated in value-
added terms. In business services, chemicals, electrical equipment and textiles the difference between
gross exports and value added exports is less acute.

Source: OECD TiVa database, 2014

Figure 6: Imports share by trading partner, in gross and value-added terms (percentage unit)

Source: OECD TiVa database, 2014

Figure 7: Exports share by industry, gross and value added terms, 2009 (percentage unit)
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3.3.2 India�s Service Value Added in Global Value Chains
According to the World Bank�s World Development Indicators (2012), the share of value-added

services in world GDP was 70 per cent in 2010, rising fairly steadily from 53 per cent in 1970, 57
per cent in 1990 and 68 per cent in 2000.25 In the past decade, developing countries have experienced
phenomenal growth in service exports and their share in global service exports has increased
significantly. One estimate suggests that developing countries account for 30 per cent of global
service exports.26

In today�s globalised world, services have become an important component of manufacturing and
no activities in global manufacturing can be carried out without the use of services in both upstream
and downstream sectors.27 The entire value chain from the conception of a product to final
consumption includes a number of activities related to services. These include design, development,
marketing, warranties and after-sales service.28

Services contribute almost 40 per cent to India�s global exports, positioning India as an important
player in trade in services in the world economy.29 Figure 8 shows the contribution of service value-
added content in India�s gross exports. In value-added terms, the share of domestic content is higher
as compared to foreign content in the gross exports of the country, indicating the importance of
domestic services in gross exports. This shows that India is well placed in GVCs through service
exports.

Figure 8: Service value added content share of gross exports, 2009 (percentage unit)

Source: OECD TiVa database, 2014

Figure 9 depicts service value-added content at industry level and shows that domestic service
content contributes a significant amount of the share of gross exports. This trend is prevailing across
sectors, except in other manufacturing. However, the predominant share of services in manufactured
exports highlights the importance of India�s potential role in the �servicification� of manufactured
exports.30 In other words, the blend of services and manufacturing is an emerging concept in the
GVCs, which India can tap into.
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3.3.3 India�s Intermediate Trade with Mega RTA Countries
When it comes to trade in intermediate goods, regulatory and standard compliance is of much

more importance than trade in final goods. As explained above, one of the core focus of the mega
RTAs negotiations is regulatory issues, hence, these mega agreements are expected to impact India�s
trade in intermediate goods.

Table 4 shows the geographical distribution of India�s trade in intermediate goods as a percentage
of India�s total trade of intermediate goods. The percentage is calculated by dividing India�s exports
of intermediate goods for each country by the total export of intermediate goods from India to the
world. India�s exports of intermediate goods is most significant with the EU, ASEAN and US and to
a lesser extent with Singapore and Japan. In particular, exports of intermediate goods with ASEAN
have grown from around 9 per cent in 2002 to 14 per cent in 2012. In terms of imports, India�s trade
in intermediate goods is most relevant with ASEAN and the EU and to a lesser extent with Malaysia,
the US and Japan. Table 4 shows that from the mega RTA member countries, India has overall
strong linkages in trade in intermediate goods with the EU and ASEAN.

3.3.4 India�s Intermediate Trade with Mega RTA Countries by Sector
Tables 1 and 2 of Annex 3 show the share of India�s total trade in intermediate goods as a

percentage of its world trade in intermediate goods by industry. The percentage is calculated by
dividing India�s intermediate exports for each industry by India�s world total exports of intermediate
goods. The main intermediate goods exported to the US, EU, and ASEAN are textile, electrical
machinery, stone clay, transportation equipment, pulp and paper, household electric appliances,
iron and steel, chemicals, foods, general machinery and toys. Exports in intermediate goods in the
food industry to Viet Nam and Japan are important and Singapore is a relevant market for exports of
intermediate oil and coal products.

India imports significantly in intermediate goods from almost all industries from the EU, followed
by the US and ASEAN. Intermediate imports from Singapore are large in the textile sector and in the
case of Japan the most important sectors are transportation equipment and general machinery.

Source: OECD TiVa database, 2014

Figure 9: Service value-added content share of gross exports by industry, 2009
(percentage unit)
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3.3.5 Mega RTA-led Global Value Chains and Potential Implications for India
Despite the fact that India engages in GVCs both through backward and forward participation,

this practice is at a nascent stage. India has the potential of being a key player in GVCs and should
draft its trade and investment policies in a way that increases India�s participation in GVCs.

The sectors mentioned in 3.3.4 have a high export concentration in mega RTA markets. The
concentration is particularly high in the case of intermediate goods such as household electric
appliances and precision machinery to the EU; pulp, paper and wood to the US; and food intermediates
to ASEAN. These sectors are relatively more vulnerable to exclusionary shocks arising from crucial
export dependence. However the potential impact of mega regional agreements on India�s GVC
participation will hinge on the extent of tariff liberalisation and more importantly on non-tariff
measures and regulatory standards. Cutting edge advances in product standards will be assimilated
by these value chains and will guide procurement decisions in GVCs across the mega RTA region.
Excluded countries will be in a weaker position to participate in these mega RTA-led value chains.31

Furthermore, India has also emerged as a leading exporter of services in global trade and its
increasing share of services in international trade is equally important in the context of mega RTAs,
even in the so-called phenomenon of �manuservice� in the world economy.32 Given India�s links to
GVCs through service exports, even in the case of mega RTA-led value chains; there is a high level
of potential implications particularly related to market access of services.

By and large, it is clear that the new rules being negotiated under the mega RTAs will have an
adverse effect on India�s participation in GVCs. However, the magnitude of its effects is yet to be
quantified as negotiations are still underway.

Table 4: India�s Intermediate Trade with Mega RTA Countries
as Percentage Share of its World Intermediate Trade

     Source: RETI-TID, 2014 http://www.rieti.go.jp/en/index.html.
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3.4 Effects of the Potential New Rules on Concerned Sectors
It is becoming abundantly clear that the shocks caused by further tariff liberalisation between

mega RTA members will be far less palpable than those transmitted by the expected new rules and
standards. Countries that are excluded face the risk of falling into the ever widening fault lines
between WTO rules and 21st century mega regional rules. More importantly, these mega regionals
have the potential to redraw the geography of international trade and if countries are unable to
assimilate the new operational conditions, they face the grim reality of being disconnected from the
GVCs and international trade. However, not all rules in mega RTAs will have a discriminatory
nature vis-à-vis excluded countries. A structured analysis of emerging trends at the mega RTA
negotiations can assist India in determining the areas where domestic reforms are imminently required
to maintain its comparative advantage and prevent trade diversion.

It is important to bring out that an ex-ante analyss of new rules, especially considering the furtive
nature of mega RTA negotiations, will have to draw heavily on certain assumptions. The study
presupposes that at the TPP negotiations, the US will make every effort to evolve a new template
that will be in sync with its own domestic policies and optimal for
US business interests. As V S Shesadri points out, there are �benefits
[that] accrue from exporting one�s regulations, regulatory
framework and standards to a wider group of economies...�33 That
being the case, the FTAs which the US has recently concluded will
hold precedential value and unambiguously serve as models for the
new template. The TTIP negotiations will try to harmonise the
rules of trade and behind-the-border regulatory measures so as to
obviate transaction costs between the two territories on either sides
of the Atlantic.

In chapter 1.3 we introduced the scope and coverage of the
mega RTAs, the negotiations� main sticking points and sensitive
issues, and the form that rules will potentially take in the final text of mega RTAs. Based on the
issues raised in chapter 1.3, this chapter analyses the impact of the rules being drafted at TPP and
TTIP platforms on the Indian economy. This exercise has proven to be particularly challenging due
to the secrecy surrounding mega RTA negotiations. The analysis is based on leaked negotiation text
and FTA templates of some of the main players in mega RTAs.

3.4.1 Trade Standards
The post-GATT period has witnessed a significant reduction in tariffs and the average applied

tariff on industrial products is well below 4 per cent today. It is safe to say that in many ways tariffs
no longer constitute a fundamental barrier to global trade. This also means that regulatory measures
such as SPS and TBT measures have a magnified effect on market access.

Contemporary RTAs have tried liberalising SPS and TBT measures through harmonisation of
norms and mutual recognition of each other�s standards or testing facilities.34 The factsheet on
TTIP that was published by the Office of the United States Trade Representative highlighted that
the US and EU will �seek to identify ways to reduce costs associated with regulatory differences by
promoting greater compatibility between [their] systems, while maintaining high levels of health,
safety, and environmental protection� (emphasis added).35 The TTIP deal will focus on regulatory
convergence and harmonisation or mutual recognition of standards.36 The efficiency gains that will
arise from liberalisation of standards could outweigh those arising from tariff reductions for member
countries. The emphasis on mutual recognition will be higher at TTIP as compared to the other
mega RTA arrangements because the EU and US have regulatory regimes that are fundamentally
different from each other. The EU will not move away from the �precautionary principle� approach

It is becoming abundantly
clear that the shocks caused
by further tariff
liberalisation between
mega RTA members will be
far less palpable than those
transmitted by the expected
new rules and standards
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in its regulatory regime37 and there is virulent opposition to this top-down approach by the agricultural
lobbies in the US.38 It remains to be seen to what extent convergence will be possible at the TTIP.

At the TPP negotiations it is imperative that the US will try to export its domestic standards and
regulatory framework to the wider group of Asia-Pacific economies. The TPP will likely try to build
on the KORUS FTA template and create a window for holding consultations with member countries
while evolving or modifying standards. This approach of �hegemonic harmonisation�39 could create
a North-South aggregation within which product norms are not only cosmopolitan but also highly
advanced (WTO-plus). Also it could severely impede the member states� policy discretion to respond

to domestic sensitivities.
The provisions in the leaked TPP chapter on Regulatory

Coherence40 are deeply intrusive and can directly intervene with a
state�s sovereign choices vis-à-vis regulatory structure and the
hierarchy of bureaucracy. They are also counter-intuitive, in as much
as, while ostensibly reducing the regulatory burden on industries
they impose a massive burden on the state to pursue the objective
of reducing the regulatory burden. The government has to maintain
and publish multiple documents, carry out assessment tests, conduct
reviews, amongst other requirements.

An important development in recent years has been the
increasing relevance of private standards. Private or voluntary

standards have started guiding procurement decisions across GVCs and consumer preferences in
advanced countries. They tend to reflect the recent advances in production processes and performance
requirements of products. They are also reflective of the heightened sensitisation, in advanced
countries, on environment and labour issues. The mega RTAs will unequivocally assimilate these
private standards into the negotiations. This could lead to these standards gaining de facto legitimacy
and later serving as a testing ground for international standards. India�s exports, which are not
aligned with private standards, can face exclusion from mega RTA markets and mega RTA-led
value chains.

With the importance of regulatory standards in determining market access substantially increasing
as the significance of tariffs declines,41 consumer preferences, production locations and procurement
decisions in value chains are being influenced by technical and safety standards of products more
than anything else. Therefore, even a small improvement or variation in product standards could
have a magnified effect on a firm�s access to markets. This is why the impact of mega RTA disciplines
is going to be most severely felt in this area.

The standards that may be approved at the mega RTA negotiating
table could achieve critical mass and very soon be multilateralised.
More importantly, standards that are primarily aimed at protecting
human health and safety or protecting the environment would most
obviously be applied on an MFN basis so as to protect the
consumers from all sub-standard goods. For all practical purposes,
mega RTA standards could become de facto mandatory for all
countries that wish to access mega RTA markets.

India�s export potential, especially in the manufacturing sector, has been severely limited because
of a domestic environment with negligible standards. Export prospects will be further eroded by
this �new architecture which focuses on the creation of rules, regulations and standards.�42 Given
the likelihood of standards, unlike tariffs, being applied on an MFN basis, this may mean that:

1. The standards that India�s exports will be subjected to can be no less favourable than that of
other countries. In effect, the mega RTAs will raise the bar of regulatory standards from the
extant WTO-set benchmark and thereafter uniformly apply it to all countries. If India adheres
to these WTO-plus standards, it will have guaranteed market access.

The mega RTAs will
unequivocally assimilate
private standards into the
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2. If the mega RTAs succeed in mutual recognition, even Indian exports will become automatically
eligible to access US market if they have met the criteria for EU market.43

However, it is equally important to bear in mind that the new standards are expected to reflect
the inclinations of special interest groups that have proximity to the standard setting nations. India
would be relegated to the role of a standard-taker and Indian firms left with the binary option of
either having to satisfy the golden standards or lose market access. The increased costs of compliance
and its discriminatory impact would hamper the growth in India�s exports. The impact of already
existing international and private standards on the growth in exports from the clothing and textile
sector has been surveyed.44 This could perhaps be exacerbated.

The participation of Indian industry in GVCs is still in a nascent stage with great scope for
expansion.45 Key export sectors such as textiles, chemicals, pharmaceuticals, basic metals and
electrical equipment are below the global average in terms of their participation in GVCs. The
prospects of India�s GVC participation in the coming future will pivot on whether firms are able to
meet the standards that are set by mega RTA members and private firms.

3.4.2 Subsidies
The endeavour to discipline subsidies undertaken by the GATT/WTO regime has been fraught

with irreconcilable disagreements at the negotiating tables. There is little doubt that the rules on
subsidies, as they exist today under the WTO laws, are skewed and protect the hegemony of developed
countries, especially in farm products.46 References to subsidies in TPP and TTIP discussions have
been limited to financial contributions made by governments to SOEs and to products with negative
externalities on the environment (fossil fuels, marine products). Reports suggest that TTIP negotiations
might hold something out for domestic subsidies to agriculture and allied activities, but it remains
shrouded in uncertainty.47

Article VI of the GATT provides that subsidies shall be used in such a way that they do not cause
material injury to trading interests of other WTO members. The US proposal under the �state
owned enterprises� chapter in the TPP posit that financial contributions made by the government to
SOEs should be held actionable to the extent that they cause harm to its private sector competitors.
The �harm test� is also the threshold for imposing countervailing duties under the WTO Agreement
on Subsidies and Countervailing Measures (ASCM). However, the TPP might formulate new methods
to measure the �harm� caused to competitors which would then trigger countervailing duties.48 It is
veritable that the disciplining of subsidies granted to SOEs will be limited to ensuring competitive
neutrality and a level playing field for foreign players (by extending national treatment).

Overreaching reforms in this area are unlikely considering the high SOE presence in countries
like Viet Nam, Malaysia and Singapore. The US has defensive interests here too. Federal National
Mortgage Association and the US Postal Service are SOEs and provide market-oriented products.
Rules pertaining to SOEs and limitations placed on the degree to which they could be subsidised
have high importance for countries like India and China, in particular, if these rules are multilateralised.

With respect to marine fisheries, the TPP countries include many of the top global producers of
marine fisheries products by volume as well as traders. Subsidies have been identified as one of most
significant problems that have undermined efforts to conserve marine resources and diminish
distortions in international trade. The US and other TPP countries will make efforts to discipline
subsidies that contribute to overcapacity and overfishing, which is one of the main problems that
this sector faces, as well as improve transparency regarding subsidy practices.49 Similarly, the TTIP
negotiations will be targeting fossil fuel subsidies by administering enforceable ceilings and ensuring
protections for renewable energy programs.50 In general, this signifies a push towards sustaining
and augmenting subsidies for environmental goods and services and streamlining financial contributions
that benefit goods and services that have negative spillovers on the environment. The jurisprudence
behind the ASCM has been guided by the objective to prohibit subsidies that unfairly benefit domestic
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producers and distort the marketplace to that extent. The current debate on subsidies indicates a
shift in focus from the trade distortion element of subsidies to subsidies that cause market failures
(i.e., the environmental costs of production are not reflected in the market prices). The concerns
and disputes that arise from this logic are as old as the history of WTO itself. The sovereign will to

regulate polluting subsidies is a function of several socio-economic
factors and also substantially depends on the local eco-system. It is
doubtful whether excluded countries such as India will be able to
phase out perverse subsidies with the same momentum as mega
RTA members can.

The HLWG of the TTIP makes no reference to domestic support
for farm products. However, in the TPP negotiations, Australia
and New Zealand are trying to secure disciplines on the use of
export subsidies and the use of domestic support for agricultural
products. At the informal New York round of negotiations, the US
indicated a willingness to completely phase out export subsidies if

the other members of the TPP were to drop their demands for new disciplines on export credit.51

The EU, however, has signalled that it does not intend to resume the use of export subsidies.52

The reduction of tariffs does not result in market access, unless accompanied by the rollback of
export subsidies and domestic support. Export subsidies have far-reaching distortionary effects.
Import of subsidised products into India adversely affects domestic sales and results in price
suppression and depression in the Indian market. The prices of farm products stand at almost half of
what they were two decades back;53 the net effect of this downward spiral being loss in export
earnings. This is one of the reasons behind the decreasing contribution of agricultural commodities
in India�s export share over the years.

A complete elimination of export subsidies in agriculture seems to be in the offing, with the US
indicating the willingness to phase them out unconditionally and the EU signalling that it does not
intend to resume the use of export subsidies.54 If the mega RTAs are successful in combating export
subsidies, that could provide a real impetus to the Doha round of negotiations. If such rules are
multilateralised, it could effectively end the oligopoly of rich countries in agricultural markets and
substantially improve the export earnings of the Indian farm sector which will have direct welfare
effects in the Indian economy.

3.4.3 Trade Remedies
The mega RTAs under negotiation will not affect the parties� existing rights and obligations

under the WTO/GATT regime on trade remedies but will merely affirm them. The mega regional
agreements will only seek to refine the rules pertinent to trade remedies in the areas of transparency

and procedural due process and propose transitional safeguard
mechanisms. It is doubtful that the final text will go beyond this.

The US-Korea FTA can perhaps serve as a pointer to the possible
trade remedy outcome in the areas of transparency and procedural
due process. The KORUS FTA goes beyond WTO rules in as much
as requiring the parties to afford each other a meeting or similar
opportunities to amicably settle the issue. It also imposes an
obligation on either parties to transmit to the other party�s embassy
or competent authorities written information regarding the party�s
procedures for requesting its authorities to consider an undertaking
on price or, as appropriate, on quantity, including the timeframes

for offering and concluding any such undertaking. It is unlikely that the TPP or the TTIP text will
contain zeroing provisions considering that EU, Japan and other countries are vehemently opposed
to this.
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India is today amongst the largest users of trade remedy instruments. The potential effects of
new rules regarding trade remedies will be felt in several ways. Firstly, India�s several subsidy
programmes are already being countervailed against by mega RTA members, especially the US,
Canada and EU. New rules pertaining to verification mechanisms, export promotion schemes, if
applied on an MFN basis, could expose India�s subsidy schemes to countervailability. Secondly,
India�s anti-dumping practises are at variance from extant WTO global practices. More often than
not, price undercutting is taken as a final determinant of existence of injury. More importantly, to
determine whether price undercutting exists or not, investigating authority uses the �Non-Injurious
Price� of the domestic industry, a practice that is again unique to India. If the mega RTA rules get
multilateralised, it is doubtful whether India can maintain its regulatory space to impose trade
remedies.

3.4.4 Rules of Origin
RoO fall under �core negotiating issues� at the TPP discussions.

These rules shall define what goods are said to have their origin in
the mega RTA region and are therefore to be accorded preferential
tariff treatment.

The US has proposed the �YFR� for the TPP agreement.55 Such
a rule would severely limit the ability of countries such as Viet
Nam to use Indian yarn and fabric in apparel, home furnishings or
technical textile products for the US market.56 Such potential fall
in the export earnings of India�s textile industry, which is labour
intensive and unorganised, will reverse India�s efforts towards
poverty reduction and inclusive growth. Textile and clothing
account for roughly 5 per cent of India�s GDP, 15 per cent of its
industrial output and export earnings and provides livelihood
support to 55-60 million people directly or indirectly. The �YFR�
would also affect US apparel consumers and apparel retailers to
choose their suppliers and disturb global supply chains. This is the
reason behind the strong opposition of retailer giants like JC Penny, Levi�s and Gap Inc. and their
associations like TPP Apparel Coalition to the YFR.57

Given the composition of the TPP, it is unlikely, however, that the �YFR� will find its place in
the final text. Developing countries like Viet Nam and Brunei are not expected to be badgered into
accepting such restrictive rules, especially when the US has refused to make commitments on
agricultural products like sugar and dairy products. Prior to the Auckland round of negotiations, US
negotiators stated that there is room for �potential flexibilities�.58

3.4.5 Intellectual Property Standards
Intellectual Property (IP) provisions in mega RTAs seek to introduce a high degree of protection

for IP rights holders. These standards will not only challenge the delicate balance that was achieved
by the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS) but also
require RTA parties to significantly modify their domestic IP regime, reducing the access to knowledge
and making it more difficult to provide public health59. The absence of FTA exception for MFN
under TRIPS means that the IP provisions in mega RTAs will be applied in a non-discriminatory
manner to excluded nations as well. This becomes crucial once it is discerned that several elements
in the IP chapter under mega RTAs specifically target the domestic laws of India, as will be shown
below. The analysis on the IP provisions has been strengthened by the draft IPR chapters that were
leaked and published online. Several updated versions60 have been published since the first leak four
years ago reflecting a progressive ascent in standards and the weakening of dissent to most
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controversial provisions. The texts also bring out that the US is the prime mover of high IP standards
at the TPP negotiation table. As a net-exporter of IP it stands to benefit from provisions that afford
a layer of protection which goes beyond what is extended by existing international treaties.

The TTIP, on the other hand, is unlikely to contain a comprehensive IP chapter. Rather than
redrawing the substantive rights of IP holders, or harmonising rules on IP enforcement, it would
simply address a �limited number of significant issues interesting for both sides.�61 The efforts will
be focused on protecting and enforcing IP rights in third countries. This section seeks to throw light
on IP provisions in mega RTAs, especially the TPP, that go beyond extant multilateral rules (TRIPS-
plus) and analyse the impact of these rules on India.

Patentability
The most recently leaked draft of the IP chapter in TPP from May 2014 contains proposals which

could substantially reduce the threshold of patentability for an invention. Article QQ.E.1.2 bis provides:
�For greater certainty, a Party may not deny a patent solely on the basis that the

product did not result in an enhanced efficacy of the known product when the applicant
has set forth distinguishing features establishing that the
invention is new, involves an inventive step, and is capable of
industrial application�

The proposal made by the US and Japan visibly target the
domestic laws in India, specifically Section 3(d) of the Patents Act,
197062 and subverts the jurisprudence that was laid down by the
Honourable Supreme Court of India,63 which struck down attempts
to evergreen patents by way of incremental innovations that have
no enhanced efficacy. More than just diluting the patentability
threshold, the new proposal makes it legitimate, for instance, to

renew pharmaceutical patents by showing an incremental innovation and obstructing the entry of
generic drugs. This will undermine the development needs of countries like India by impeding access
to cheap medicines.

Data Exclusivity
The provisions pertaining to data exclusivity in the TPP draft are TRIPS-plus to the extent that

they grant exclusive rights over clinical test data, such as the safety and efficacy results of clinical
trials. This information, which if required as a condition for granting marketing approval, will remain
the exclusive property of the originator for at least five years. Subsequent applicants, such as generic
drug manufacturers, are restricted from relying on or referring to the test data of prior applicants or
the evidence of existing marketing approval for the same or similar product. The TRIPS Agreement64

only requires members to protect �undisclosed information�
whereas the TPP has extended the exclusivity to safety and efficacy
information. It is also worth noting that the August 2013 leaked
draft had qualified the nature of information that shall be granted
data exclusivity to that information �the origination of which
involves a considerable effort�.65 This limitation does not find a
place in the May 2014 draft, further relaxing the scope of data
exclusivity.

If this proposal gets accommodated in the final TPP text, generic
drug manufacturers will have to conduct independent clinical trials

and submit fresh safety and efficacy information so as to be considered for marketing approval. The
compliance costs could get substantially increased and this will be reflected in the market price of
generic drugs.
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It is worth noting that the European Parliament adopted a Clinical Trials Regulation in 2014
which removed the legal framework that allowed pharmaceutical companies not to publish their
trial data. In para. 68 of the Regulation provides that �for the purposes of this Regulation, in general
the data included in a clinical study report should not be considered commercially confidential once
a marketing authorisation has been granted, the procedure for granting the marketing authorisation
has been completed, the application for marketing authorisation has been withdrawn�.66 The
regulation also requires that all drug trials in Europe are registered on the publicly accessible EU
clinical trials register.

Patent Linkage
The TPP provisions also propose to link the regulatory marketing approval for a product with the

status of the patent on the originator�s brand name product. Article QQ.E.17 (1) of the May 2014
draft provides that where a party permits generic drug manufacturers to rely on original clinical
data, it shall withhold such manufacturers from marketing their products if there is a subsisting
product or process patent on the covered product. It is worthwhile to make a comparison of patent
linkage provisions in the latest draft with its earlier versions. The August 2013 draft imposed an
obligation on the marketing approval authority to determine whether there exists a product or
process patent on the covered product and notify the concerned patent holder. Although the new
draft does not expressly impose obligations on the marketing approval authority to make patent
determinations, by tying the market approval process with patents, it has effectively empowered the
marketing approval authority to enforce patents.

Patent linkages will have the adverse implication of equipping
the marketing authorisation bodies (such as the Drug Control
General of India), which are intrinsically executive bodies tasked
with the function of ascertaining scientific quality and efficacy
issues, with the powers of patent policing. Not only are they ill-
equipped to make patent determinations but also encumbered with
a large number of pending applications. Checking the patent status
of each drug will naturally retard the process of marketing approval
and delay the market entry of generic drugs.

In the EU, drug regulators have not been obliged to check the patent status of the reference
product while granting marketing approval67 and therefore patent linkage is unlawful. This position
has been further clarified by the EU Pharmaceutical Sector Inquiry Report.68 Thus, the status of
patent linkage under the TTIP remains unclear.

Unconventional Trademarks
The TPP extends the ambit of trademarks beyond marks that are visually perceptible to include

sound marks, taste marks and scent marks. Although opposed by Brunei, Viet Nam and Mexico,
Article QQ.C.1 provides that registration of a trademark shall not be denied solely on the ground
that the mark is a sound or scent. In other words, if a mark fulfils other conditions such as
distinctiveness, parties are obliged to grant registration even if the mark is a smell or scent. TRIPS
provision (Article 15) leaves it to the discretion of the member states to determine whether to allow
the registration of signs that are not visually perceptible.

The difficulty with recognising unconventional trademarks, especially smell marks, surrounds
the issue of determining the distinctiveness of a mark that cannot be graphically represented. It will
be a daunting task for trademark registries to judiciously determine the uniqueness of a mark when
it is not visually perceptible or stored in a durable form. More importantly, they could hinder the
entry of generic medicines which have a smell or taste that is similar to that of the brand product.
Thus, even if the patent on a drug has been extinguished generic competition can be effectively
barricaded using smell or taste marks.69
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The Office for Harmonisation in the Internal Market (OHIM), as the trademark and designs
registry for the internal market of the European Union, has been unenthusiastic in encouraging taste
marks. It rejected two UK-based applications citing that �the taste is unlikely to be perceived by
consumers as a trademark; they are far more likely to assume that it is intended to disguise the
unpleasant taste of the product.�70 This calls into question whether the US will be able to successfully
expand the scope of trademarks at the TTIP negotiations.

IP-related Border Measures
There is a proposal in the May 2014 leaked draft under border measures to allow customs officials

to detain or suspend the release of �confusingly similar trademark goods�. This proposal indicates an
aggressive overreach by developed countries to deny market access for goods that are not pirated or
counterfeited but simply similar to trademarked goods. It is important to note that multilateral rules

(TRIPS; Article 51) allow seizure of only counterfeited trademark
goods or pirated copyright goods. Furthermore, there is a possibility
that these provisions could have extra-territorial application by
extending it to goods that are in transit.

This could be tantamount to revisiting the imbroglio where
Indian generic drugs bound for Vanuatu and Brazil were seized by
customs officials in Germany and Netherlands respectively, citing
IP infringements in their domestic regime although the goods were
not meant for circulation in the latter countries. Such border
measures could seriously impede India�s efforts to supply cheap
generic drugs to developing countries and LDCs which are bereft
of manufacturing bases or R&D infrastructure.

Trade secrets
The TTIP negotiations will pay particular attention to the issue of trade-secret theft and moot for

criminal enforcement provisions.71 The concern for India would be to what extent these provisions
will cover technology transfer requirements contained in domestic policies. There is the possibility
that restrictive clauses could be introduced in technology transfer agreements which curtail the
utility and application of the proprietary technology that is transferred.

3.4.6 Market Access in Agriculture
Despite tariff liberalisation, agricultural markets, especially those of developed countries, continue

to remain inaccessible and tariffs on farm products are continually high (See Table 5). The US, Japan
and EU have defensive interests in specific farm products (rice, sugar, beef, dairy products, peanuts)
and will seek to classify them as �import sensitive� in the trade agreements so as to exclude them
from tariff reduction. Since many developing countries, including India, are major exporters of some
of these goods, any tariff reduction amongst mega RTA members may, however, divert trade towards
these members.

Japan has promised to reduce its tariff rates substantially and dismantle some of the import
quotas.72 Rice exports from India, however, have managed to stay competitive even while operating
in a highly distorted market. It is worth noting that six out of the 12 members of TPP are also
members of the CAIRNS group, which was instrumental in advancing the cause of market access in
agriculture at the multilateral forum. Developing countries like Chile, Malaysia, Peru and Viet Nam
have criticised the �two-pronged approach� of the US by which it wishes to tap into the agricultural
markets of developing countries without providing access to its domestic market.
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It is unlikely that the US and EU under the TTIP will change their agriculture policies considering
that they see mega RTAs as a sort of back door for rulemaking by making minimum compromises in
areas where they have defensive interests.

Any improvement on market access for agricultural products under the mega RTAs will have an
economic impact on India in the form of trade diversion.73 However, market access breakthroughs
in agriculture at the mega RTAs, if achieved, can induce developed countries to take pliable positions
at the Doha round which could infuse fresh momentum to multilateralism. A multilateral outcome
of agricultural products will be beneficial for India since it will increase market access for Indian
farmers and enhance the income of rural households that are net sellers of food. making tangible
contributions to India�s pursuit for poverty alleviation and nutritional security. Market access in
agriculture, however, cannot become a possibility unless concrete steps are taken to trim farm
subsidies and the manner in which SPS and TBT rules are administered.

3.4.7 Export Restrictions
Article XI of the GATT provides for a general ban on import

and export restrictions but provides for some product- and situation-
specific exceptions. Advanced RTAs seeking to go beyond the WTO
have attempted to discipline the use of export restrictions by
outlawing some exceptions to the general ban on quantitative
restrictions or by imposing additional conditions which are to be
met while setting such quotas.

It is expected that the TTIP will break new ground and push for
rules on export restrictions that will go beyond the WTO provisions
and enact stricter provisions on export tariffs and quotas. These
new rules have found their place in every FTA that the US has
signed. Broadly speaking, they require members to refrain from
disrupting normal supplies, to ensure proportionate access to
supplies for member countries in case export restraints are used,

Source: World Trade Organisation (www.wto.org)

Table 5: Average applied tariffs for agricultural and non-agricultural imports, 2012

Advanced RTAs seeking to
go beyond the WTO have
attempted to discipline the
use of export restrictions by
outlawing some exceptions
to the general ban on
quantitative restrictions or
by imposing additional
conditions which are to be
met while setting such
quotas



38  Mega Regional Trade Agreements and the Indian Economy

to prohibit the discriminatory use of these restraints so as to ensure cheaper access to inputs for
domestic producers. Some US FTAs, such as NAFTA, provide for an express prohibition on export
taxes. The EU-CARIFORUM FTA not only provides for the complete elimination of export taxes
and quotas but also carves out one of the exceptions from Article XI of the GATT in paragraph 2 (a)
which justifies restrictions which are placed to relieve temporary food shortages. It is supposable
that a template that is similarly restrictive might evolve out of the mega RTAs being discussed.

India erected a series of barriers on rice export in 2007-08 to feed its gigantic public distribution
system, which delivers food items to the marginalised population at nominal prices. This was not
triggered by the motive to inflate the prices artificially - India being the second largest exporter of
rice - but to ensure food security. Though these restrictions were dismantled in 2012, the recently
enacted Food Security Act will require the government to step up public procurement and clamp
down on rice exports again. If the export restraints disciplines achieve global relevance, emerging
economies like India will lose their prerogative to regulate their exports so as to correct for domestic
shortages. This can deal a heavy blow to its pursuit for food security and poverty reduction.

3.4.8 Trade Facilitation
Customs bottlenecks are comparable to a hidden inefficiency tax on imports arising from

administrative delays, duplicity of procedures, uncertainties in tariff structures and other avoidable
holdups. The opportunity cost of these delays is proving to be more and more burdensome with the
emergence of GVCs that crisscross multiple borders. Efforts have been made at the multilateral
level to streamline the customs procedures to ensure expeditious disposal of goods so as to reduce
the costs for companies.

Customs and trade facilitation has emerged as a fundamental
issue at all mega RTA discussions. There is a rough consensus
between the US and EU on how efficiency can be improved at the
border, while improving the ability of customs authorities to strictly
enforce customs laws and regulations. The TTIP chapter will seek
to streamline border procedures so as to expedite the release of
goods from customs control, especially express shipments. There
will be stress on advance rulings on tariff classifications, refining
data processing and documentation, making information available
on the internet, and basing inspections on risk management
techniques.

Elements related to pre-arrival processing, pre-shipment inspection, release of goods pending
final payment of customs duties, risk management techniques, and the use of de minimis values are
comparable to those found in the WTO Trade Facilitation Agreement, which was part of the recent
Bali Package. Having said that, the US and EU negotiators will work to introduce novel elements in
the area of mutual administrative assistance, customs co-operation and uniformity in appeal procedures.
Co-operation between the customs authorities of member countries will ensure that prior notice is
given before significant modifications are made to administrative policies, laws or regulations; there
will be mutual assistance to prevent the entry of illegal shipments, smuggling and duty evasion.

Harmonisation of customs procedures between mega RTA parties will nurture a new symbiosis
among them. India�s obsolete customs procedures will pale in comparison. If India is unable to
simplify customs procedures and reduce formalities, the consequences could lead to trade diversion
and disconnection from value chains. Today the roads to global markets are routed through value
chains and firms are consistently upping their ante to stay competitive and stay connected. The
commercial players that operate in a value chain will prefer trading with firms which are located in
countries equipped with cutting edge physical infrastructure and minimum bureaucratic baggage.
India has 12 major ports, 36 international airports and 138 Land Customs Stations that are dotted
all along India�s international borders. If India has to harmonise its customs procedures with the
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standards that are set by these mega RTAs it will have to incur an enormous cost74 and those costs
will be proportionate to our geographic diversity and the prevailing level of sophistication.

3.4.9 Environmental Standards
The relation between specific trade obligations contained in MEAs and WTO rules is an issue

that is being negotiated under the Doha Agenda. The delineation of this relationship will have
substantial import to the interpretation of extant rules of trade, especially GATT Article XX
exceptions and Agreement on SPS measures. The members to the mega RTAs are negotiating
environmental standards wherein they will address the contours of this relationship and determine
the jurisprudence of WTO-compatible specific trade obligations (STOs), bereft of a multilateral
consensus. Thus, outcomes emerging from the mega RTAs could gain traction at the multilateral
level and influence the Doha discussions. Also, a wider interpretation of WTO rules would leave
room for unilateral measures that have extra jurisdictional bearing.

It goes without saying that the TPP and TTIP agreements that have been christened �21st century
agreements� will contain disciplines on environment conservation. There is only ambiguity on what
will be its rigour and scope.

The crux of the disagreement among TPP members lies in the enforceability provisions: whether
a violation of environmental standard or the non-conformity with an MEA will trigger a dispute
settlement process that is akin to any other commercial dispute. Can trade sanctions be imposed if
a member is, subsequently, found to be non-compliant? A text from a January 2014 leaked document
suggests that Canada is mediating for a middle course: provisions for a special dispute resolution
process that will not impose trade sanctions. However, the source is dubious and the implementation
of this proposal remains shrouded in speculation.75

At the multilateral level, India has traditionally taken a stand
that trade liberalisation should work in tandem with the efforts to
conserve and protect the environment if we are to avoid a race to
the bottom. However, it has also clarified on several occasions
that the WTO members, while defining the relationship between
trade and environment, should not be susceptible to protectionist
measures that masquerade as trade obligations. To begin with, the
mega RTAs have followed a broad interpretation of �Multilateral
Environment Agreements�. This approach goes against India�s
positions which is that for an agreement to be considered an MEA, it should have been negotiated
�under the aegis of United Nations or any of its specialised agencies, should have represented the
interests of countries belonging to different geographic regions and at different stages of economic
and social development� (emphasis supplied).76

Secondly, the mega RTAs will, in all likelihood, adopt a broad definition of �specific trade
obligations� pursuant to those MEAs. This one-size-fits-all approach can culminate in protectionism
without contributing to the betterment of environmental ends.  India has adopted, however, a literal
interpretation of �specific trade obligations� where any provision in an MEA to qualify as an STO
must be �specific with a trade element and should be in the nature of an obligation.�77

The most obvious route of leveraging the rules of trade to promote environmental ends is by
opening up the market for environmental goods and services. The mega RTAs are currently discussing
market access commitments for eco-friendly products. They wish to go beyond tariff concessions
and address potential non-tariff barriers to trade.78 This is broadly an area (open market for
environmental goods and services) that has been addressed by the Doha mandate as well.79 A work
programme was formulated in July 2008 wherein WTO members promised to identify the
environmental goods that can be liberalised. Pursuant to this, India undertook extensive work in this
area to identify �environmental goods� and quantify potential market access barriers.
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3.4.10 Labour Standards
Provisions that seek to administer and enforce workers� rights have been a contentious issue at

both WTO and FTA negotiations. Countries, especially developing countries, have argued that a
chapter on labour standards is an anomaly in a trade agreement.

In a mega RTA like the TPP, with a fair balance of developed and emerging economies, it will be
worthwhile to note whether labour standards with enforceable labour provisions will actually permeate
into the final text and what concessions will developing countries take away from the negotiating

table, as far as assistance for capacity building or flexibilities in
phasing in are concerned. Countries like Viet Nam and Brunei have
come with serious concerns about the labour standards provisions.80

It is their case, and very much the case of other low wage countries
like India, that compliance with such provisions will undermine
their comparative economic advantage. TTIP negotiations,
however, will include labour provisions and most likely result in
enforceable obligations on labour standards as both parties already
enforce these standards in their FTAs.

Under TPP negotiations, the US and Canada have acquiesced to
meet other TPP members half way by foregoing trade sanctions in
case of non-compliance. A proposal has been tabled that the

jurisdiction of the dispute settlement panel would be limited to mandating the development of an
�action plan� to remedy a dispute and if the offending party fails to implement it a monetary penalty
capped at $15 million could be assessed.81

India will have to remain watchful of the spill-over of these provisions into multilateral fora and
FTAs which are in the pipeline, such as RCEP and EU-India FTA. It would be worrying if in the new
trade regime, parties to mega RTAs decide to trade only with those countries which have similar
labour standards. This will have serious implications on labour-intensive sectors like textiles, leather
and mining. India will also find it difficult to get integrated into value chains in which players prefer
uniform standards throughout the chain.

3.5 Implications for Trade in Services and Investment Flows
In chapter 1.3 of this report, we highlighted the issues being discussed on services and investment

under the TPP and TTIP negotiations. This section presents how the new rules on being negotiated
under the TPP and TTIP will impact India�s trade in services and investment flows.

Services rules under mega RTAs and their implications on the Indian economy
Given the blockage of negotiations on trade in services under the WTO and the size of the

services market in TPP and TTIP countries, there will be every effort to breathe fresh air into trade
in services negotiations. In addition, as described in chapter 3.3, services such as logistics,
communication, finance, insurance, and research and development have become indispensable in
GVCs.

Under TPP and TTIP negotiations, the aim is to administer regulatory disciplines in sectors that
were hitherto left untouched such as air traffic rights, maritime transport and some professional
services. It will delve into cross-cutting issues which have ramifications across sectors and treat the
different modes of delivery separately.

India has been one of the developing countries that have taken advantage of the expansion in
trade in services; an advantage accrued from having a young and educated yet low cost work force.
This new international division of labour meant that local service providers in developed countries
faced stiff competition from cost-effective service providers in developing countries. India emerged
as a hub for business processing, with call centres becoming ubiquitous in Bengaluru, Hyderabad
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and Chandigarh. India is currently the seventh largest player in global trade in services. The TPP can
help India�s competitors in East Asia becomes more competitive if it adopts provisions that liberalise
cross-border supply (Mode 4) and promotes the unhindered flow of data across borders. Even
without the mega RTAs, new entrants in the business processing outsourcing (BPO) industry have
been gradually increasing their footprint and consolidating their position.82 Now several countries
in the TPP can develop a vibrant service sector including Malaysia, New Zealand and Canada. The
rules on investment protection, e-commerce, IP and finance �will provide a strong incentive for
private service operators in these countries by enabling potentially seamless operations�.83

As noted above, the comparative advantage in Mode 1 delivery of services accrues from having a
cheap skilled workforce. Natural laws of progression suggest that
as new countries achieve an edge in providing these services, India
should move up the value chain from BPOs to knowledge process
outsourcing (KPOs) by taking advantage of technological
advancements and  investing heavily in capacity building. The highly
qualified professionals in India who can speak English fluently stand
well poised to attract the KPO industry. This would mean a
movement from services which carry out standardised routine tasks
to those which require expert skills and knowledge of high-end
processes. India should aim to multiply its market share higher up
the value chain as it loses the cost-arbitrage benefits that it enjoyed
lower down the value chain to countries like Malaysia, Viet Nam,
Ukraine or Philippines.

It is also important to have a clear assessment of the potential
threat that the TPP poses to India�s service sector. Supporting a
vibrant BPO industry requires a massive workforce in the age bracket of 20-25 years. Very few
countries in the TPP configuration have that demographic equation which would lure firms looking
to offshore their processing tasks.

Investment rules under mega RTAs and its implications on the Indian economy
Investment under mega RTAs will be regulated by a chapter on investment and commitments

under mode 3 (commercial presence). With these rules, mega RTA partners seek to benefit from an
increase in bilateral investment flows as well as the exchange and transfer of knowledge, technology,
ideas and export opportunities.84 The growing inter-linkages between trade and investment suggest
that this could be followed by trade diversion and disconnection from GVCs for excluded members.85

In the particular case of India, a study carried out by Lehmann et al observes that �80 per cent of
global trade is linked to Global Supply Chains, making them important sources of investment,
technology and job creation, all of which are important for India.�86 Excluded countries will have to
meet this challenge by strengthening their bilateral investment rules to attract FDI. Meanwhile, they
will have to keep in mind that there are various other macro-economic parameters which influence
the investment climate and investors� decisions.

The state of play at the mega RTA negotiations indicates that there is a rough consensus in most
areas that have been broached and a negotiating text is on the horizon. The mega RTAs will try to
capture much of the language in recent FTAs and the US BIT model.87 This entails a reiteration of
the existing legal obligations such as non-discrimination, right of establishment, ban on imposing
performance requirements on investments such as minimum export thresholds and local content
requirements, and rules on expropriation. Two of the most controversial issues are ISDS and capital
controls.

These issues become particularly pertinent considering that India is trying to usher in a long
phase of economic growth propelled by a turbocharged manufacturing sector.88 The National
Manufacturing policy envisages a manufacturing sector that contributes 25 per cent of the total
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GDP and can generate 100 million jobs in a decade.89 Strict investment chapters in the TPP can
cause the manufacturing investments to move to countries that are similarly placed, such as Malaysia
and Viet Nam. India�s investment policy should be strategised in such a manner so that it buttresses
India�s industrial policy and broader development objectives. However, this is incompatible with a
fully liberalised investment regime.

BIT-plus commitments in mega RTAs will straitjacket several industry-related investment policies;
any variation from these disciplines to synchronise it with the dynamic industrial policy will trigger
investor disputes. There will be very little room to change the investment policy framework to meet
changing circumstances or fine tune it in order to meet industrial policy objectives. India�s BIT
model has been undergoing review since early 2013 and the new version could arguably capture the
language that is contained in investment chapters of 21st century RTAs. The possibility of a BIT
template that could be cutting edge is enhanced by the fact that India has re-initiated backroom
negotiations to hash out an investment treaty with the US.90

The national treatment provision dilutes, unless it comes with inbuilt qualifications, the effect of
policies which protect certain industries to meet national imperatives like employment generation
and supporting infant industries. If FDI is allowed in small-scale industries, policies that favour
indigenous MSME will need to be extended to foreign investors, which will destroy domestic jobs

and livelihoods. Similarly, a prohibition on performance
requirements will impede India from qualifying FDI with local
content requirements, transfer of technology or export obligations.
This means that any long-term benefits that arise from FDI will
not be seen. Without export obligations, FDI will only deepen the
current account deficit given that most of the foreign invested
companies are domestic market oriented. Not only are they not
contributing to India�s export revenues, they are also increasingly
causing net outflow of foreign exchange.91 Without local content
requirements, investors have very little incentive to recruit local
labour or source raw materials/intermediates from the domestic
market. The provision on capital transfers, as said earlier, will allow

foreign investors to freely repatriate investments and returns to their country. Worryingly, such an
unrestricted freedom is already spelt out in India�s existing BITs. The government should be allowed
to regulate the capital account to curb speculative flows and to avoid explosive external debt
accumulation, both of which could trigger macro-economic instability. The level of freedom given
to cross-border movement of funds in the mega RTAs will erode policy sovereignty to address these
issues without being dragged into investor disputes.

Lastly, it will be worthwhile to study whether a strict BIT or comprehensive FTAs which, inter
alia, guarantees overwhelming protection for foreign investors will invariably bring investment. It is
also equally important to question whether such an investment regime will square with our industrial
policy objectives and development trajectory. The data of FDI flow on the basis of country of origin
provides some insights. The US is the second largest investor in India although there is no BIT or
comprehensive FTA between the two countries. Similarly, Brazil which has no framework for BITs
is the largest recipient of FTAs in Latin America. It is submitted that although this data cannot be
seen as conclusive, it at least indicates that there are several other parameters which determine
investor confidence and capital infusion into an economy. On the flip side, the restrictions placed on
regulatory discretions of the host country by BIT plus commitments are often arbitrary and hinder
industrialisation and developmental goals.
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3.6 Stakeholder�s Views

3.6.1 Perception Survey Method
This chapter presents how stakeholders perceive two of the identified mega RTAs, TPP and

TTIP, and how they think this will impact the Indian economy and its businesses. The data from the
perception survey are the result of qualitative informal conversations, using an open-ended
questionnaire, with stakeholders. The survey was conducted in three
cities in India: Chandigarh, Chennai, Kolkata and Mumbai. These
cities have major sea ports through which 70 per cent of India�s
trade takes place. In total, about 60 stakeholders were interviewed.
In each city about 20 interviews were conducted in order to capture
the diverse views of respective stakeholders. The survey focused
on sectors that have high exposure to the TPP and TTIP region.
These sectors include textiles, automobile and agricultural products.
The stakeholders selected for these interviews were: traders,
government officials, policy-makers, academician/researchers and
trade body representatives.

3.6.2 Views and Concerns of Stakeholders

Knowledge of Mega RTAs
Although small traders92 showed little knowledge about the mega RTAs; policy-makers,

government officials, researchers, and trade bodies had a good understanding of these agreements.
Unlike small traders, it was noted that large traders were aware of the external developments in

the trading system as they have dedicated specific research divisions that provide information regarding
global trade developments.

While interacting with traders, it was found that many did not utilise the existing RTAs to trade
with their partners. Instead, trade occurred through traditional markets where they had well-
established contacts. This showed that such opportunities were not promoted enough and awareness
about RTA benefits is low.

Furthermore, the asymmetry in information between traders and policy-makers showed a lack of
outreach initiatives. Small traders should be more aware of external RTAs that are being negotiated
as well as existing RTAs to which India is a party; as such it is expected that understanding the trade
agreements can improve utilisation and even benefit traders. Encouragingly, two initiatives have
been put in place by the Government of India to facilitate communication with stakeholders, the
Board of Trade and the Council for Trade Development and
Promotion.93

It was also noted during the course of the survey that garment
traders, especially in the state of Tamil Nadu, agreed that mega
RTAs can affect them adversely. This was because the preferences
extended to countries like Bangladesh by developed countries had
affected them severely, prompting many manufacturers to move
their production to Bangladesh.

Exposure to TPP
Respondents in the traders� group with exposure to the TPP region included general traders and

exporters of textiles, auto components, and agricultural commodities. The top 10 import sources as
well as export destinations through the Mumbai port included at least five TPP countries. Also,
while looking at the top products that were imported as well as exported from Mumbai, the automobile
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sector had a majority share. Both textile and automobile traders shared the opinion that these mega
RTAs are likely to have a significant impact on their business.

Similarly, looking at the trade exposure of the port of Chennai to the TPP region, it was seen that
five out of the top 10 export destinations and import sources were in the TPP region. The goods
exported from Chennai and Mumbai were mainly related to the textiles and automobile sector.
Although in Kolkata, trade exposure to the TPP region was the same as Mumbai and Chennai, the
composition of goods exported and imported were markedly different. Among the export destinations,
the US and Singapore were the top two while import sources came from China followed by Indonesia,
the US and Australia.

Domestic Issues
Many traders have pointed out that the tax system in India is very complex and there are multiple

duties levied on exported goods. This has affected the export competitiveness in these markets.
Furthermore, trade�related infrastructure is very weak in the
country, causing unnecessary delays to many businesses. Logistics
providers and traders expressed the need to improve infrastructure,
especially roads and ports.

India ranks 54th in the 2014 Logistics Performance Index of the
World Bank and according to a 2012 report by Deloitte,94 India
spends 13 per cent of its GDP in logistics costs which is much
higher than that of the US (9 per cent), Europe (10 per cent), and
Japan (11 per cent), but lower than in China (18 per cent). The
report by Deloitte showed that 20 per cent of product value in
India was due to inefficient logistics, other studies put this estimate
at 14-15 per cent. These inefficiencies are evident while looking at
the port infrastructure and roads of India�s cities. The erosion of
export markets as an effect of these mega RTAs compounded with

the above inefficiencies can lead to serious macroeconomic challenges for India. All the sectors that
were included in the survey were sectors that are export oriented and employ a large proportion of
the population.

Expected Trade Barriers
During the survey it was observed that large textile traders who were aware of the trade agreements

were more concerned about the proposed YFR95 in the TPP agreement. They feared that this will
have an adverse impact on the exports of India. Since India is a leading exporter of textile products
to a number of countries in the TPP region this rule will directly affect exports from India, especially
to the US which is India�s largest export market. Under the �YFR�, TPP member countries are

likely to put the restriction of sourcing of raw material from non-
participating countries. This not only affects the ready-made
garments sector but also all textiles manufacturing along the value
chain.

Since India is a leading exporter of textile products to a
number of countries in the TPP region, the yarn forward rule
will directly affect exports from India.

Trade officials and trade bodies shared that the proposed mega
trade deals may create stiff competition for Indian exporters in the

US market because of the proposed low level of tariff barriers. There is an apprehension among
stakeholders that the elimination of already low tariff barriers under TPP and TTIP could create
trade diversion particularly in tariff-sheltered sectors like textile, agriculture and footwear. For
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instance, manufacturers from Vietnam can gain huge market share at the expense of India and other
excluded countries.

Government officials, trade bodies, and policy-makers also stated that there are a large number
of non-tariff barriers which Indian products will face from TPP and TTIP countries. Higher regulatory
standards negotiated under these mega RTAs will act as barrier to India�s exports. Moreover, mega
RTA influence has the potential to create a dual regulatory regime in developing countries, one for
mega RTA members and another for the rest of the world. Under these circumstances, large exporters
will likely have the resources to adopt the complex regulatory standards in these markets while
small exporters will not be able to adhere to these standards. This will be detrimental to a large
number of small and medium enterprises in India that play a pivotal role in the Indian economy.

General Observations
Stakeholder inputs point out that due to India having many bilateral FTAs with TPP member

countries, India may not be impacted as drastically as envisioned. India has bilateral FTAs with
Japan, Malaysia, Singapore and ASEAN and is also negotiating FTAs
with Australia, Canada, and New Zealand.  Nevertheless, as noted
earlier in the study, a significant amount of exports can be diverted
to TPP members due to high standards and much lower preferential
tariffs to member countries.

Another concern raised by policymakers and government
officials was the outflow of capital and relocation of production
from India into TPP members. As pointed out earlier, production
of certain commodities like textiles have shifted from India to places like Bangladesh due to preferences
granted to them. Given the size of the market, both the TPP and TTIP will have influence on the
sentiments of the global investing community. FDI flow could be redirected to these regions that
have a conducive trade and investment environment stemming from mega RTAs.

Improvement on trade facilitation issues such as procedural efficiency (e.g. customs, documentation,
testing) and turnaround time will increase intra-regional trade in TPP and divert Indian imports
towards those markets.

Given the size of the market,
both the TPP and TTIP will
have influence on the
sentiments of the global
investing community
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4
Policy Implications: The Space for

Domestic Trade Reforms

4.1 Unilateral Tariff Liberalisation Requirements
The simulations carried out in Chapter 3.2 suggest that the overall impact of tariff reductions

under the mega RTAs on India�s trade flows will be rather small. In a scenario where all the three
mega RTAs come into force, the reduction in imports ranges between -0.1 per cent in extraction
sector and -1 per cent in the case of grains and crops sector. Tariff rates within TPP and TTIP
regions are already low and the global trade diversion caused by these mega RTAs, although
considerable, will not be strictly based on tariff reductions. This leaves very little scope for unilateral
tariff liberalisation.

The GTAP model analysis suggests that in a scenario where all
three mega RTAs have materialised, India stands to make welfare
gains of about US$ 7.5bn as compared to a welfare loss of about
US$ 757 million (0.06 per cent of GDP) in a scenario where India
undertakes no tariff cuts and all three mega RTAs come into force.
Much of these gains seem to accrue from extraction (US$ 3bn) and
processed food sector (US$ 2.2bn). India expects to see welfare
losses in meat and livestock, textiles and wearing apparel, and light
and heavy manufacturing (see Table 16A of Annex 2).

However, the welfare gains arising from unilateral liberalisation compare unfavourably with
gains accruing from multilateral liberalisation. As shown earlier,1 the welfare gains under the
multilateral scenario are about US$ 21bn (1.7 per cent of GDP). In other words, the data suggests
that the gains for India from unilateral tariff cuts is only about 35 per cent of the potential gain from
a full blown liberalisation at the multilateral level. Multilateral tariff liberalisation can favourably
impact trade flows, domestic output, returns to factors, aggregate welfare, inequality and poverty
levels. Therefore, India should pursue the multilateral avenue for achieving the desired results.

The Goods and Services Tax, which is proposed to be rolled out soon, will positively rectify the
�inverted duty structure� which had created a peculiar situation where higher tariffs were being
levied on the import of raw materials and intermediate inputs  than the import of finished goods.
This will substantially reduce the manufacturing costs and fits well with the �Make in India� programme.

4.2 Compatibility of Domestic Regulations with Advanced Mega RTA Rules
In Chapter 3.4, the effects of the potential new rules being negotiated under the mega RTAs on

the Indian economy and domestic regulation were extensively described. This section will attempt
to verify the compatibility between the likely mega RTA rules and India�s domestic regulations (See
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Annex 4). It will present a series of policy implications and domestic reforms that India could carry
out in order to minimise the effect of the potential new rules under the TPP and TTIP and benefit
from the opportunities arising from this new era of international trade.

4.2.1 Trade Standards
The mega RTAs portend to overhaul the extant framework of standards, thereby threatening

loss of market access for excluded countries.  However, for this threat to become a perceivable
reality, it is axiomatic that the developing economies in mega RTAs
such as Brunei, Chile, Malaysia, Peru and Viet Nam have to first
acquiesce to the upgrade of standards and then undertake relevant
capacity-building exercises, institutional and organisational reforms.
The threat seems impalpable in the immediate run but is a threat,
nevertheless. India could either swim against the current and
challenge the arbitrary nature of standard setting or leverage this
window of opportunity to upgrade its own domestic standards
regime so as to maintain competitiveness and ensure guaranteed
market access. Simultaneously, it could redefine its own role by
participating actively in the process of standard setting by engaging
in mega RTA negotiations such as RCEP.

The SPS and TBT Agreements in the WTO framework
unequivocally put forth the caveat that these measures are not to be applied in a manner that would
constitute a means of arbitrary or unjustifiable discrimination among WTO members. If the TPP or
TTIP parties seek to accredit global recognition to their regional standards, excluded nations can
seek redressal within the WTO�s Dispute Settlement mechanism. However, it is pertinent to keep in
mind that dispute settlement procedures can, in effect, be protracted and will not be able to contain
trade diversion in the immediate run.

Harmonisation and Mutual Recognition
India can offset the de facto discrimination arising from WTO-plus standards by entering into

Mutual Recognition Agreements (MRAs) in its FTAs with nations that are parties to mega RTAs.
To enter into MRAs, the exporting country has to demonstrate that its products have the appropriate
level of protection and technical specifications as are required by the importing country. Although
this will be a difficult endeavour and will require sweeping reforms at the domestic level, India will
have to look at the mega RTAs as an opportunity to begin a journey that has since long been
procrastinated so as to finally arrive at the harmonisation of domestic standards with international
standards.

Domestic Reforms
The Bureau of Indian Standards (BIS) is the principal standard-

setting body in India. Apart from formulating new standards, it is
actively involved in revising existing standards to keep pace with
changes in technology and safety aspects. However, the efficacious
implementation and enforcement of BIS standards for a variety of
products is yet to be achieved. Even in areas where standards do
exist, they compare unfavourably with recent developments in
agriculture, manufacturing and processing industries. The SPS
measures that are extant in India were codified decades ago, to

address concerns that were legitimate then and to an extent that was felt necessary in those times.
They have become obsolete now and require revision if they are to achieve cross-border recognition.
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The FSSAI (Food Safety and Standards Authority of India) has initiated this cumbersome task of
identifying gaps in an effort to align our food safety standards with global standards.

The paucity of standards and their wanton ignorance even where they exist seems to be rooted in
the regulatory framework in India. There is very little scope available
within the BIS Act for mandatory standards. The power to notify
mandatory use of standards is confined only to those industries
that have been identified as �scheduled industries� under the
Industries Development Regulation Act. A new Act should be
promulgated that increases the scope of mandatory standards. The
�Make in India� programme should be leveraged to incentivise
mandatory use of standards. Financial assistance can be envisaged
for industries that undertake capacity building exercises and upgrade
of production facilities if necessary. The Act should also mandate the central government to institute
sector-specific regulators in sectors which are crucial - not just because of their trade potential but
also because of their safety concerns. At the moment, India has very few sector-specific regulators
such as FSSAI, Drugs Controller General of India and Petroleum and Explosive Safety Organisation.

It is significant to note that private players, especially MSMEs, are unable to pay attention to
standards due to the absence of necessary infrastructure. In the agriculture sector, for example,
public investment in post-harvest infrastructure such as cold storage facilities can substantially improve
the quality of food products. On the other side, big corporations will have to invest heavily in research
and development to assimilate private standards that guide procurement decisions across supply
chains. There should be a dynamic synergy between standard-setting bodies and industries, amongst
standard-setting bodies, between domestic regulators and international standard-setting bodies,
between central and state governments. Many items in which standards are set by regulators working
under the aegis of central governments are listed in the State List in Schedule VII of the Constitution
of India. At the ultimate level, as envisaged by the advanced RTAs, India can establish a national co-
ordinating agency that can supervise the ecosystem of standards and promote coherence.

Increased Role in Standard Setting
There is an information asymmetry of sorts between developed and developing countries. India

and other developing countries have to recognise the importance of information in advancements in
production processes, performance requirements, quarantine procedures and information on
hazardous pesticides. There is a battery of technical officers and scientists from the US and EU in
key departments in New Delhi. Similarly, India has to send delegations to key export markets to
gather information on TBT and conformity assessment procedures. It is equally important that India
assert its presence at international standard-setting bodies and participate actively in the codification
of these standards. It is only recently that India started sending its representatives to the Codex
Alimentarius Commission.

As quality and safety controls emerge as crucial determinants of
market access, India can no longer play down the need to generate
an industry culture of standards backed by a well-co-ordinated
regulatory apparatus. A well-established framework of trade
standards is equally important in protecting India�s domestic market
from sub-standard imports, whether it is aflatoxins in food and
animal feed or hydrogenated vegetable oil in chocolates. India will
have to make giant strides in formulating and implementing these
standards if it is to ensure that it does not become a dumping ground
for inferior imports and also ensure continued market access for
its exports.
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4.2.2 Subsidies
India already enjoys a great degree of immunity from countervailing action by virtue of  being a

low income country.2 It is protected from the blanket ban on non-agricultural export subsidies and
subsidies for import substitution schemes under Art 27.2 (a) of the ASCM. There is no reason to
believe that the TPP or TTIP will go as far as relaxing the WTO framework on prohibited subsidies.
India should resist any attempt to blunt the toothsome mechanism that is built into the ASCM to
make sure that export subsidies do not distort global markets in a manner similar to the market for
agricultural products.

India�s subsidy schemes are, however, actionable and WTO
members can take appropriate counter-measures if there is proof
of adverse effect. India�s export promotion programmes, export
credit schemes and drawback schemes have been the subject of
scrutiny and countervailed against on several occasions. The Duty
Entitlement Passbook (DEPB) Scheme had been countervailed by
the US,3 EU,4 and Canada before it was finally terminated in 2011.
Similarly, India�s Advance Release Order Scheme, Export Promotion
for Capital Goods Scheme, and Export Oriented Units/Export
Processing Zones have been targeted for counter measures.

Without making an attempt to generalise the grounds for such
punitive action, it can be said that industrialised nations tend to

arrive at a scrupulously tight interpretation of the law that can subvert the subsidy schemes of the
Government of India that pay scant attention to the multilateral rules. The DEPB Scheme does not
pass the fundamental criterion of a substitution drawback scheme under the ASCM by not seeking
an obligation from the exporter to import inputs of the same quantity and quality for which domestic
substitutes have been used. The export promotion for capital goods allows remission of or exemption
from indirect taxes and import charges for capital goods, whereas capital goods are not included in
the list of goods for which such benefits can be granted under the ASCM. India needs to bear in
mind that developed countries view their differential treatment sparingly and would not throw
away any opportunity to undermine their subsidies. This calls for unwavering caution while framing
these schemes to ensure their continued and maximum utilisation. This has been corroborated in
the New Foreign Trade Policy of 2015-20.5

Countervailing action against India�s subsidies can also be attributed to the different standards
for the benefit verification system adopted across jurisdictions. While the US Department of
Commerce was satisfied by India�s verification system for duty drawback schemes,6 the EU observed
that the existing system does not determine conclusively �whether and which inputs were consumed

[in the production of the exported product] or whether an excess
benefit of import duties were conferred�.7 India follows the
Standard Input-Output Norms (SION) for determining the benefits
that are entitled under duty drawback and substitution drawback
schemes. There is incongruity among the industrialised economies
(particularly the EU, US and Canada) as to whether the SION passes
the test for non-countervailability. Their rulings have shown little
regard for the fact that a verification system that meticulously
verifies the inputs that are consumed in the production process at

each manufacturing unit is inconceivable in a country like India which has a large number of MSME
operators. It will be significant to note whether the ongoing regulatory coherence negotiations within
the TPP and TTIP framework will consider the interests of countries like India.
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Agriculture Subsidies
India�s market intervention policies have been the subject of intense debate at the multilateral

level recently. The a priori threat of India�s farm subsidies overshooting the pre-determined threshold
of support set under the Agreement on Agriculture when the National Food Security Act came into
force was averted by a consensus amongst WTO members to not challenge the public stockholding
programmes of developing country members; a consensus that is to remain in perpetuity until a
permanent solution is arrived upon.8 Although this consensus cannot be imperilled by any new mega
RTA rules, at the domestic level, India should aim to achieve the goal of food security without
compromising fiscal discipline. Structural reforms to the internal agricultural market have, since
long, been in the offing. This can substantially reduce post-harvest losses, invigorate the �farm-to-
table� supply chains and check food inflation. This will augment the real wages of farmers and help
us move towards food security. Infusion of IT, better co-ordination with state governments and
periodic audits during procurement, storage and distribution to resuscitate public institutions from
the diseconomies of scale are imminently required.

Environmentally Harmful Subsidies
Another issue is the TPP and TTIP treatment of subsidies which have negative externalities,

particularly on the environment. Again, at the domestic level, India should transform pernicious
subsidies into environment-promoting subsidies through fiscal intervention. The government has
already started rolling back subsidies for fossil fuels and imposing a carbon tax on them. This is a
welcome move and will bolster India�s efforts to reduce air pollution, mitigate climate change and
supplement public revenue which then becomes available for social redistribution. Subsidies for
agriculture inputs could be better targeted to ensure that they are not regressive.

4.2.3 Trade Remedies
Anti-Dumping Duties

Recent developments in the field of anti-dumping policy have
been in the direction of refining the substantive rules which
determine the existence of dumping, enforcing due process during
the stages of investigation and imposition of provisional or definitive
duties. The jurisprudence that guides anti-dumping has acquired
new dimensions and this finds reflection in the trade policy of most
nations and consequently in the trade agreements that are taking
shape today.

Sections 9A, 9B and 9C of the Customs Tariff Act, 1975 and the Customs Tariff (Identification,
Assessment and Collection of Anti-dumping Duty on Dumped Articles and for Determination of
Injury) Rules 1995 provide the legal framework for anti-dumping investigations in India. In India,
the investigating authority makes a comparison of weighted average of the normal value with a
weighted average of the export prices (or a comparison of the both on a transaction to transaction
basis) to calculate the margin of dumping. Such a comparison will be inconclusive to differentiate
arbitrary price discrimination from those that are justifiable.

There are very few cases in which the Director General of Anti-dumping and Allied Duties
(DGAAD) has looked at the data on the concentration of the exporter in its domestic market or the
import intensity (ratio of imports to net availability) of the product before arriving at a decision on
whether or not to impose an anti-dumping duty. This data, inter alia, is important to ascertain
whether the foreign supplier is a dominant player in its domestic market so as to sustain losses in the
export market; whether predatory pricing by the exporter will cause injury to domestic players.
Although the share of the exporter country in domestic demand during the investigation period is
occasionally published in the Gazette, it is not mandatory for the government to do this. The import
intensity data was available for 99 out of the 223 investigated cases.9 It was used as a parameter in
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far less number of cases. In developed countries, anti-dumping authorities work in tandem with
competition authorities to evolve new methods of determining dumping which will distil those cases
where the foreign supplier is actively engaged in predatory pricing policies. Cases of normal business
practices which actually have a positive net effect on consumer and national welfare are seldom
targeted. Such methods are rarely used in India.

The rules that guide the initiation and imposition of an anti-
dumping duty should be revisited to ensure that, in the final analysis,
the costs to the economy are not greater than the benefits to specific
industry. Anti-dumping should not serve as a web of protection
woven around dominant domestic industries that are not willing to
dilute their market share and therefore lobby and litigate on
frivolous grounds. The end result will reduce economic efficiency
and trade distortion � the opposite of what anti-dumping policy
tries to achieve.

If the economic motive of imposing anti-dumping duty is to
promote national welfare, the government should discern the
dissimilar effect of price undercutting on different domestic players.
It needs to be borne in mind that many sectors in the Indian industry

are unorganised. The application for investigation should come with findings of prima facie evidence
of dumping and should be supported by producers who account for not less than 25 per cent of the
total domestic production of that commodity10 which will be difficult for small-scale operators.
Overt attempts should be made to generate awareness and co-ordinate the action of the unorganised
sector. The DGAAD should monitor commercial intelligence to detect sporadic import surges and
actively pursue the suo moto route to initiate investigations.

Countervailing Duty
Several of India�s export promotion programmes have been challenged and the goods exported

under such programmes have been countervailed, particularly by developed nations. This has
happened not only because of the alleged inconsistency of India�s export promotion schemes with
the provisions of the ASCM but also because these countries have adopted new practices to assess
the quantum of subsidy.

Although India enjoys a great degree of immunity from countervailing action by virtue of being a
low-income country, its subsidies could still be actionable under multilateral rules to the extent of
�injury to the domestic industry of another Member� or by nullifying or impairing the concession
benefits that are available other members.11 India should consider bringing its export promotion
schemes in line with the extant trade rules to ensure that its exporters can utilise their full benefits.172

The present government has shown its commitment to reducing
public subsidies and revamping the system to better target the
subsidies to its intended beneficiaries.  In such a scenario, it is hard
to imagine India�s subsidy programme being countervailed for
causing injury to or nullifying/impairing the benefits of member
nations.

A far more worrying concern is the practice of using variant
verification systems to examine the quantum of inputs that are
consumed in the production of the exported product to match it
with imported inputs for which drawback is claimed. The

countervailability of a product hinges upon the verification system that the importing country uses.
It will be interesting to observe whether the mega RTAs evolve a new verification system or accredit
legitimacy to one of the extant systems. In any case, India can engage in consultations with the
importing country to better understand the procedural requirements and formulate its subsidies
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accordingly. As a last resort, the government could consider imposing export duties when a
countervailing action is pre-empted. The former will naturally be lower than the countervailing duty
that is proposed by the importing country Domestic industries could maintain a separate database of
subsidised imports that are countervailable to the extent of causing them injury.

4.2.4 Rules of Origin
India has adopted a general and conservative approach towards

RoO in the FTAs it has signed until now.13 Products have to satisfy
the dual criteria of change in tariff classification and value addition
to be conferred originating status under most FTAs. The quantum
of value addition, using locally produced inputs, has hovered in the
region of 35-40 per cent of the final value of the product. Similarly,
there has been no single rule guiding the change in tariff
classification. India administered a change in tariff classification at
the 8-digit level (Change in Tariff Subheading) in its FTAs with
ASEAN, Japan, Malaysia and Korea and opted for a change at the
6-digit level (Change in Tariff Heading) in the FTAs with Singapore
and Thailand. This means that India has not only insisted on the
concurrent satisfaction of both value addition and change in tariff classification, but it has also shied
away from adopting a uniform approach to RoO. This stands squarely opposite the contemporary
trends in mega RTAs, particularly in ASEAN�s trade arrangements. ASEAN�s FTAs provide that not
less than 40 per cent value addition should be carried out within the FTA region.14 This rule is
applied across the board (with minimum exceptions for some products) and stands out for its
remarkable simplicity. Harmonisation of RoO will make the provisions far more predictable. The
present situation of having different thresholds does not augur well for the business community and
higher convergence of RoO could considerable improve the utilisation rate of FTAs.

RoO should be able to capture the nuances of domestic economic activity and traditional
comparative advantages. This entails a finetuning of these rules to match the specificities of individual
products. India�s approach towards product-specific rules is ill at ease with its complex domestic
requirements. It reflects the lack of a dynamic conduit of communication between trade negotiators
and stakeholders (i.e. manufacturers, exporters and importers). It has sometimes led to the unfortunate
situation of imports taking advantage of broadly set product-specific rules, displacing local products.
Most contemporary FTAs customise the RoOs taking into account the particularities of individual
products and shore up support for import-sensitive sectors.  The end result is a combination of a
general set of rules and some product-specific rules which are
stricter than the general rules.

RoO under advanced RTAs do not necessarily reflect a transition
from a restrictive to liberal set of rules. Countries are motivated by
other parameters such as stimulating their integration into
production networks, nurturing the germination of niche industries
and protecting domestic sectors while framing their RoO. The TPP
is an apt example for this.  The RoO incorporated in the TPP
agreement will not exemplify a �liberal 21st century agreement�.
On the contrary, it will try and create conditions for the better
integration of the US with the vibrant network of value chains that
pan the Asia-Pacific region. The US sees the TPP, through the prism
of �Pivot to Asia� policy;15 and it will manoeuvre RoO to �assure that duty-free preference only
benefit countries that are part of the agreement�16.  In other words, RoO are stylised to plug into
cross-border value chains. India has seldom explored this possibility while formulating its RoO.
This approach is inconsistent with the recent trends in production methods which indicate a veritable

India has adopted a general
and conservative approach
towards RoO in the FTAs it
has signed until now.
Products have to satisfy the
dual criteria of change in
tariff classification and
value addition to be
conferred originating status
under most FTAs

India�s liberal approach
towards product-specific
rules is ill at ease with its
complex domestic
requirements. It reflects the
lack of a dynamic conduit of
communication between
trade negotiators and
stakeholders



58  Mega Regional Trade Agreements and the Indian Economy

move towards fragmentation of production facilities across countries.17 This means more and more
inputs are being sourced from other countries, processed and exported to be processed further or to
be consumed as a final product. Countries are cashing in on their comparative advantages and
specialising in niche intermediate activities to get plugged into global production networks. More
importantly, they are attuning their duty structure and RoO in a way that they can be leveraged to
promote better regional, if not global, economic integration.18 It is important that the Ministry of
Commerce and Industry, while rewriting the RoO, explores the immense potential that has surfaced
with the emergence of dynamic value chains.

RoO under mega RTAs will be designed in such a way that only RTA members can enjoy the
preferential treatment. In particular, in order to mitigate the effect of the �YFR� India can explore
non-traditional markets in Africa, Latin America, and Central Asia. African countries enjoy
preferential access to US markets under the US Africa Growth Opportunity Act (AGOA) and their
RoO are far more liberal. Under the AGOA �special rule� established in 2001, and since renewed19,
single transformation is sufficient to satisfy the origin criteria. This leaves scope for India to export
yarn and fabric to African markets to be assembled and exported as apparels to US markets.

In addition, mega RTA rules aim at streamlining the issuance of certificates of origin by obviating
the need for superfluous documents and signatures. ASEAN is moving towards a self-certification
system which allows certified exporters to issue invoice declarations instead of applying for a
preferential certificate of origin.20 This can substantially increase the utilisation rate of FTAs and
expedite the movement of goods.

In India there are various agencies that are authorised to issue
the certificate of origin under different trade agreements.21 India
can introduce similar provisions that would enable the appropriate
government to classify �certified exporters� based on some intelligible
criterion and shift the responsibility from the government to private
firms in ascertaining the origin of the product. This could help India
do away with bureaucratic bottlenecks, reduce the time and cost
of obtaining the certificate and facilitate greater trade. It will also
help to organise awareness campaigns and training sessions which
will familiarise stakeholders on the procedures underlying the
issuance of certificate of origin and the RoO criteria under different
FTAs.

4.2.5 Intellectual Property Standards
Compliance with mega RTA provisions (particularly provisions proposed under TPP) would

require India to undertake extensive amendments to substantial and procedural elements in its
domestic IP laws. The extant domestic position on IP reflects the legislative and judicial intent to
nurture a balance that protects the rights of IP holders without restraining the access to knowledge
or increasing the costs of public utilities. Any disturbance to the status quo could compromise the
policy space that is recognised under multilateral rules for pursuing crucial development objectives.
More importantly, India needs to introspect on the efficacy of a tough IP regime in promoting
investment and augmenting trade before considering whether it should align domestic IP rules with
mega RTA standards. The following analysis discusses the policy implications if India attempts to
align its domestic IP provisions with some of the new standards introduced by mega RTAs.

Patentability
As has been highlighted earlier (Chapter 3.4.5) the proposal to expand the scope of patentability

under TPP specifically targets Section 3(d) of India�s Patents Act, 1970. Aligning with the TPP will
require India to delete this section from the statute book. The implication would be an absolute
volte-face on India�s position vis-à-vis patent ever-greening. India�s efforts to preserve the flexibilities
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under TRIPS and prevent any attempt to re-construct and distort the meaning of patentability have
been acknowledged and replicated by other developing countries such as Brazil22 and South Africa23

in their domestic regimes and supported by international IP scholars.24 Section 3(d) not only typifies
the balance that TRIPS and the Doha Declaration on TRIPS and public health purports to achieve
but also deters the threat of erosion in patent quality, particularly on public goods such as medicines.
As the Supreme Court of India observed in Novartis AG v Union of India, �Section 3(d) clearly sets
up a second tier of qualifying standards for pharmaceutical products [�] to check any attempt at
repetitive patenting or extension of the patent term on spurious grounds�.25

Data Exclusivity
The Drugs and Cosmetics Act, 1940 and the Drugs and Cosmetics Rules, 1945, make it mandatory

for the manufacturer (Rule 122-B) or importer (Rule 122-A) of a new drug to submit the results of
clinical trials, although does not prohibit generic drug manufacturers seeking marketing approval
from relying on the clinical test data submitted by the originator. When an application is made for
marketing approval for generic version, the applicant only needs to satisfy that its drug is bio-available
and bio-equivalent to the patented drug and it need not undertake Phase III clinical trials26. In other
words, the test data is not treated as the exclusive domain of the prior applicant. More importantly,
the rules also empower the licensing authorities to grant permission on the basis of data available
from other countries if the drug is of public interest and waive the requirement of local clinical trial
results in case of imported drugs if they are of public interest. The necessary implications arising
from legitimising data exclusivity would be to indirectly recognise patent evergreening. Through
data-exclusivity provisions, the brand product manufacturer, even if denied patent protection, can
effectively block the entry of generic drugs for at least five years by denying access to clinical trial
data, which is a pre-requisite for the latter�s marketing approval.

Patent Linkage
The patent status of the reference product is not determinative while considering marketing

approval for the generic product in India. It is worth noting that Section 48 of the Patents Act, 1970
grants a patentee the exclusive right to prevent third parties, without prior permission of the patent
holder, from �making, using, offering for sale, selling or importing for those purposes�27 in India the
patented product or a product obtained by the patented process. It is abundantly clear that the right
to prevent third parties is a negative private right that is to be enforced at the instance of the patentee.
India�s Patent Act does not impute this right on the government, much less on the marketing approval
authority of the government. The jurisprudence on patent linkage has been elaborately discussed in
Bayer Corporation vs Cipla and Others28 in which the Delhi High Court struck down the efforts to
introduce patent linkage in India and this decision was upheld by the Supreme Court.

Introducing patent linkage would have the dire implication of empowering the DCGI to prima
facie refuse marketing approval for a generic drug if there is a patent on the brand product. Not only
is this beyond the scope of the powers of the DCGI, but the office is not equipped to deal with issues
concerning the validity of a patent. It will delay the market entry of generic medicines and adversely
affect the lives of numerous patients who are dependent on the availability of such medicines.

IP-related Border Measures
The concept of �confusingly similar goods�29 is a novel feature and does not find mention in

India�s domestic regime pertaining to border measures to protect IP rights. Intellectual Property
Rights (Imported Goods) Enforcement Rules, 2007 and its related notifications30 prohibit, inter
alia, the import of the goods which have a false trademark, false trade description, violate copyright
under the Design Act, or have infringed a copyright. More importantly, border measures can only
be taken against those goods which are intended for sale or use in India, thereby denying the extra-
territorial applicability of these measures. The current possibility for India to bring these domestic
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regulations in compliance with mega RTA rules is negligible because, as noted earlier, India is amongst
the most vocal opponents to such arbitrary border measures which have hindered the fair trade and
free movement of generic drugs and has initiated consultations with the EU for the seizure of
consignments by the latter�s customs officials.31

4.2.6 Market Access in Agriculture
Agriculture lies at the core of the Indian economy, with more than two-third of the population

involved in farming and allied activities either directly or indirectly. The rural share of this workforce
and the disproportionate concentration of poverty in this sector
naturally make India�s trade policy in agriculture inextricably linked
to its development goals. As the Government of India maps a new
direction for India�s agriculture sector, it will have to simultaneously
address India�s lukewarm participation in global trade32 and protect
the interests of domestic farmers. It should also reckon the
additional dimension that mega RTAs will bring as they strive to
restructure the direction and geography of trade flows.

Although the average applied tariff on agriculture in India is
significantly higher than that of developed countries, this gap is

considerably bridged if the domestic support system in the latter countries is accounted for. There is
no case for tariff liberalisation by India unless there is a corresponding rollback of domestic support
and export subsidies by developed countries. Health, environment and sanitary standards are equally
important determinants of agriculture market access. India should aim to participate actively in the
preparation of these standards. The route of harmonisation and mutual recognition agreements
should be vigorously pursued.

India�s tariff structure in farm products is being fine-tuned to fit into the overarching �Make in
India� vision. It has dismantled import barriers on base produce and relaxed export restrictions on
value-added products. This will bolster the performance of the food-processing sector, which already
ranks fifth in the world in exports, production and consumption. However, India�s trade policy
should also pre-empt the fresh dynamism that mega RTAs will bring to food value chains. This
could offset our differential duty structure (for raw material and processed food) and question the
competitiveness of our food processing sector. India also has to unify its agriculture sector with the
GVCs which assure captive markets and improved economies of scale. It should explore opportunities
across the value chain, from farm inputs to packaging and barcoding. Research has shown that India
has commanding potential in every area of food processing.33

It is desirable that the import duty structure is framed in a way
that caters to the interests of domestic farmers and accounts for
undervaluation by the exporting country. It is equally important
that the Basic Customs Duty rate is determined in a manner that is
counter-cyclical to global prices. This will infuse stability to our
trade policy and prevent India from giving a knee-jerk response to
the vagaries of the global food market. A long-term stable trade
policy will also help in improving agricultural productivity. Export

duty structure has tried to incentivise the agro-processing sector by relaxing the restrictions on
cotton, sugar, etc.

4.2.7 Export Restrictions
The Export Policy of India34 uses various degrees of control to restrain the export of certain

commodities ranging from embargoes (prohibition on exports) and restrictions (export licensing
and meeting of conditionalities) to export only through State Trading Enterprises and ban on export
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of specific items to specific countries (arms to Iraq, nuclear material to Iran and North Korea, rough
diamonds to Cote d�Ivoire and Venezuela, etc.). India maintains a negative list of exempted goods
which are freely exportable under normal conditions. The list specifies the items that are subject to
restrictions along with their tariff classification and the nature of restriction that has been imposed.
Restrictions pertain to food security, environment, marketing, pricing and domestic supply concerns.
Other than this, India also imposes ad hoc restrictions on exports to relieve food shortages (non-
basmati rice in 2007; wheat in 2008), to ensure domestic availability (cotton in 2012), etc. Export
taxes are levied on raw materials such as raw hides and skins (60 per cent) and iron-ore (30 per
cent) to relieve constraints on the supply side and ensure availability for domestic manufacturers.

Other than refining the scope of exceptions or reducing the number of exceptions, recent RTAs
also impose additional conditions while imposing restrictions. India�s ban on cotton exports to
augment domestic availability drew heavy criticism for the impact it had on global prices. India is the
second largest producer of cotton and the measure, which came into force with immediate effect,
spiked global prices by 4.5 per cent.35 The ban was not accompanied by any conditions that the
objective (of ensuring the availability of inputs to the domestic textile sector) will be achieved in a
non-discriminatory manner that is least trade distorting. Mega RTAs go as far as placing conditions
that the proportion of total export shipments available to the other
RTA parties relative to the total supply of the good from the party
using the export restriction shall remain unchanged.36 The TPP
agreement would have a transparency mechanism which would
make it mandatory to give notice to the other RTA parties prior to
the issue of such a policy. The transparency and predictability clause
is ubiquitous in mega RTAs. It was vehemently pushed by the US,
EU, Japan and Korea at the Doha Round as well. India will need to
facilitate prior communication of any policy changes in its export
policy and transparency regarding the use and implementation of
the measures should be substantially improved considering the effect
of export restrictions on GVCs.37

If export restriction rules being negotiated under mega RTAs
are eventually multilateralised this will have implications on the
Indian economy. To illustrate this further, a strict definition of
�critical shortages of food stuffs� contained in Art XI: 2 (a) could challenge India�s decision to impose
a ban on non-basmati rice and wheat. In other words, if the scope of the situation that justifies the
restriction is reduced, India will find it difficult to comply. Similarly there are other WTO-plus RTA
rules which have dispensed with other GATT exceptions38 and what is most notable is that India
has repeatedly pushed for export prohibitions using these exceptions.

At the domestic level, it is important to monitor the efficacy of restrictive export policy in achieving
the desired objectives. As daunting as it may seem, India has to ensure that the benefits that accrue
for one domestic sector are not vitiated by losses to another domestic sector, making it a zero-sum
game. A relevant case at hand is the export duty India imposed on cheap grade iron ore.39 Low grade
iron ore has little economic use within India and is generally not part of the domestic supply chain.
The government�s decision to impose a duty on these low grade fines had minimal effect on domestic
processing. On the other side, the competitiveness of Indian mining or iron ore industry in export
markets was compromised.40 Considering that export restrictions are substitutable as a policy tool41

and that they have significant impacts on GVCs,42 it is crucial that India streamlines their use to fit
within the evolving template as determined by the mega RTAs.
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4.2.8 Environmental Standards
India believes that sustainable development is the bedrock of free and fair trade.  It is dedicated

to further the objectives set out in the preamble of the WTO allowing for �the optimal use of the
world�s resources in accordance with the objective of sustainable development, seeking both to
protect and preserve the environment.�43 It is veritable that trade, and the economic growth that
accompanies it, should help in the process of poverty alleviation and environment conservation.

However, India has exhorted its WTO trade partners on various occasions44 to fully comprehend
the complexity of the situation; i.e. 1) countries are at different stages of economic development and
the costs of adhering to environment standards will unequally impact them, 2) trade obligations, per
se, do not promise conservation or protection of the environment and 3) measures that are purportedly
for environmental reasons are a subterfuge for protectionism. It has called for a nuanced approach
which takes into account these issues while formulating the responsibilities of individual nations
and defining the relationship between MEAs and WTO laws.

Market access for environmental goods and services
While looking at market access opportunities for environmental goods, it is important that we

consider both tariff and non-tariff barriers. A study carried out by the Centre for WTO Studies45

concludes that in the 699 environmental goods that were surveyed,
South Africa and India have lower frequency in the use of non-
tariff measures than developed countries like Japan, EU, US and
Canada (in that order) although the latter countries have lesser
duties. There is very little room for India to reduce its tariff duties
as long as developed countries retain non-tariff barriers. Although
non-tariff barriers are being discussed at the TPP negotiations, it
seems unlikely that they will be completely eliminated as there are
several reasons for their application. At the same time, India can
push for parallel discussions on both tariff and non-tariff barriers
at the multilateral level.

Multilateral Environment Agreements (MEAs)
Regarding the relationship between STOs contained in MEAs and WTO laws, India�s position

has evolved over the years. It had, for long, argued against expanding the scope of WTO rules under
the firm belief that the existing WTO rules are more than adequate to deal with the environment
spillovers of trade.46 However, at the Doha discussions, India decided to take a nuanced position
and agreed to accommodate MEAs on a case-by-case review basis so as to decide whether their
STOs fit within WTO jurisprudence.47

India has vehemently backed the WTO�s goal of free and fair trade that induces sustainable
development and continues to support trade measures in MEAs as an effective tool for meeting
environment imperatives. However, it has opposed the arbitrary import of trade obligations contained
in environment agreements which represent the interests of a few parties into the multilateral trading
regime. Any fresh attempt to introduce these obligations can be contested at the WTO negotiations.

Market structure and regulatory framework
The co-relation between trade and environment turns out to be negative if appropriate regulatory

safeguards are not imposed or if the market behaves in a manner that promises lowest returns for
eco-friendly goods and higher returns for goods that deteriorate the environment. The regulatory
system should ensure that the negative externality of a product is reflected in its price. India has
accorded least priority to the environmental spillovers while formulating its subsidy policies. The
Government of India should pay heed to the evolving environmental concerns while structuring its
subsidies. They should be suitably designed to reward products which use cleaner inputs and each
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subsidy should be audited for the net effect it has on the environment. Various studies have brought
out the effects of perverse subsidies on the environment in India. Waterlogging and salination due to
excessive use of water has made irrigated croplands unfit for cultivation at many places.48

Indiscriminate and higher dose of fertilisers and pesticides have been identified as the main cause of
ground water pollution.49 A UNEP study pointed out that electricity subsidy in India has created
incentives for both suppliers and users for inefficiency.50 This shows that there is an impending
need to transform perverse subsidies into environment-promoting
subsidies through fiscal intervention. India has already begun the
process by deregulating petrol and diesel products.51 Further ahead,
India needs to consider the environmental dimension of every fiscal
intervention before they are implemented.

It is equally important that India does not get labelled as a
�pollution haven� that motivates the influx of industries which are
searching for countries with lower environment standards. Even
as it contests the efforts to multilateralise the environmental
standards that are negotiated at the mega RTAs at the WTO, at the
domestic level, India should aim for a measured integration with
global standards. Such an upgrade is inevitable, lest the markets in India should become the dumping
ground of goods that are rejected elsewhere for want of environmental standards.

4.2.9 Labour Standards
India has not ratified several ILO Conventions relating to �Core Labour Standards�.52 India�s

approach to ILO Conventions has been to pursue a course of measured implementation.53 The
reluctance to delve head-long into absolute compliance stems from the dichotomy between domestic
regulatory framework and relevant ILO conventions. Some of the observable gaps are as follows:

1. The Trade Union Act, 1926 has a minimum membership requirement for registration of the
trade union (Proviso to Section 4) and a restriction on persons who are not actually employed
in the concerned occupation from holding office in the trade union (Section 22). The Act, to
the extent of these restrictions, is repugnant to the core labour standards enshrined in Convention
87 (Freedom of Association and Collective Bargaining) and Convention 98 (Collective
Bargaining).

2. Although Section 25-T of the Industrial Disputes Act penalises
acts of anti-union discrimination, it falls short of providing
an exhaustive list of acts which are prohibited as unfair labour
practices. Part I of the Vth Schedule, the impugned schedule,
misses out on internationally recognised anti-union
discriminatory activities. Similarly, the degree of protection
available to trade union officials, coercive sanctions to
dissuade the commission of acts of anti-union discrimination,
redressal mechanisms for employees who feel they have been
prejudiced by their trade union activities fall short of
international labour standards.

3. Limitations are placed on the �Right to Strike� in establishments notified as public utility
services (a combined reading Section 22(1), Section 12(1) and the Proviso II to Section 10(1)
of the Industrial Disputes Act), whereas ILO supervisory bodies have observed that the right
to strike can only be curtailed in cases of �public servants exercising authority on behalf of the
state� and in �essential services�.
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The list is merely illustrative and brings out gaps only in central legislations. The Second National
Commission on Labour has acknowledged the dichotomy and recommended amendments to obviate
the repugnancy with ILO Conventions. Yet, ratifying the relevant ILO conventions is not exactly a
sine qua non for enforcing labour standards in mega RTAs. For instance, conditional labour standards
are an integral component of all US FTAs since NAFTA, albeit the US has not ratified crucial ILO
Conventions itself.54

The EU has entered into FTAs (especially with developing countries) that honour labour rights
without making references to ILO instruments. This indicates that there is scope for flexibility in
labour provisions contained in mega RTAs and India should explore these flexibilities while
negotiating future FTAs. Rather than completely ignoring labour standards, India can adhere to
those international instruments that are less rigorous and closely compare to its own domestic laws.
In most of its FTAs, the US promises to adhere to labour standards that are enshrined in the non-
binding �ILO Declaration on Fundamental Principles and Rights at Work�, whose elements have
been further modified to fit the US�s domestic regulatory framework.55

The substance and nature of labour provisions could be codified in a fashion that does not encourage
protectionism or compromise India�s development objectives. Instead of binding and enforceable

provisions that are backed by trade sanctions and fines, labour
standards should be framed in a promotional language that provides
for consultation, technical and financial assistance and capacity
building.

India cannot afford to remain indifferent to the evolving trade-
labour linkages. Labour standards have become an integral
component of not just mega RTAs but even FTAs between
developing countries.56 We are also witnessing the emerging
importance of voluntary standards and Corporate Codes of

Conduct. There is a surfeit of literature that suggests that increase in world trade does not ipso facto
lead to a fall in average wages57; yet, if globalisation brings the possibility of increase in wages or
improved working conditions, countries should actively pursue that possibility. India has avowed its
commitment to �secure a social order for the promotion of the welfare of its people�, �equal pay for
equal work� and �the health and strength of workers, men and women, and [to ensure that] the
tender age of children are not abused and that citizens are not forced by economic necessity to enter
avocations unsuited to their age or strength� in the Directive Principles of State Policy.

The ultimate aim of international trade is also to promote domestic welfare and economic growth
that is inclusive and sustainable. This confers a responsibility on all countries to enlist all such
instruments as are available to promote the interests of its workforce. In essence, although India
should continue to oppose efforts at the multilateral stage to hyphenate trade with labour, at the
domestic level it should strive to leverage the benefits accruing from increased trade to further the
quality of its workforce.

4.3 Trade Facilitation Requirements and Trade Costs
Section 3.4.7 presented how the new rules on trade facilitation under the mega RTAs will impact

India and the challenges that these agreements will bring about. The next sections will analyse the
compatibility of India�s domestic rules and regulations concerning trade facilitation with those under
the mega RTAs and present a series of unilateral domestic reforms that India could carry out in
order to overcome the potential challenges brought by these mega RTAs. A working report by
CUTS International titled �Trade, Transport and Transit Facilitation in South Asia: Need of Bridging
the Gaps� concludes, inter alia, that documentation and infrastructure are two areas where the task
of bridging gaps will be most daunting.
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4.3.1 Documentation
According to the �Doing Business 2014� survey carried out by the World Bank and International

Finance Corporation, India had an abysmal rank of 142 (out of the 189 nations studied) in the Ease
of Doing Business Index; coming below countries like Sri Lanka, Viet Nam, Pakistan and Bangladesh.
Amongst the many obstacles that discourage trade with India was the multiple numbers of documents
required for exports and imports. When countries, in pursuance of global business practises, were
dispensing with superfluous documents, India still required as many as seven export documents and
10 import documents.58 Some of these documents are paper-based and need to be submitted in
duplicate or triplicate with different government agencies compounding the effective time required
for the clearance of goods. There is no single agency charged with the administration of all
documentation work. Customs officers, Director General of Foreign Trade, various Ministries, and
the Reserve Bank of India are simultaneously involved in the verification of documents, clearance of
goods, and authorisation of benefits under export promotion schemes. There is very little co-
ordination between these governmental agencies.

In a survey carried out by the Centre for WTO Studies (2012), it was observed that import
documents are only submitted after the arrival of cargo and sometimes even after 24 hours of arrival.59

The importers (or their custom house agents) wait for the shipping agents to first file the Import
General Manifest (IGM), so as to file their BOE. This is because if there is any discrepancy between
the IGM and advance BOE, the latter will be cancelled. There is no system in place to automatically
rectify the discrepancies and synchronise the documents filed by
the shipping agents and importers. It was also reported that there
is a high frequency of errors in the documents that are submitted.
Their rectification causes undue delay and increases the cost of
transaction, since there is a fee charged for each rectification.60

In a move towards trimming excessive documentation, India
recently reduced the number of mandatory documents required
for import and export to three in each case.61 Similarly, advance
filing of documents should be incentivised by according priority
clearance. Errors and deficiency in documentation can be reduced
if there is increased transparency and effective communication from the side of regulatory agencies.

There is a need to hold regular training sessions to familiarise all stakeholders with documentation.
Also, a provision should be introduced to entertain the rectification of errors by the shipping agents
and importers themselves. India should move towards a trading system which ensures greater
synchronisation between documents filed or issued by the buyer, seller and the logistics team. This
would obviate the need for multiple bills and declarations and any correction made at one place
would be automatically reflected in all other documents. Paperwork should be completely eliminated.
Unfortunately, even after the remarkable strides India has made in the IT sector, customs houses
show reluctance to move away from the archaic era of physical production of documents. Electronic
filing of BOE and declarations should be made the norm and the customs gateway, Indian Customs
and Excise Gateway (ICEGATE), should promise seamless and undisturbed connectivity to traders
for uploading their documents.

4.3.2 Customs Procedures
The assessment of imports to arrive at the customs duty that should be imposed is one of the

most crucial areas under trade facilitation. Over the years, India has introduced various measures to
ensure that there is an efficient balance between trade facilitation and customs enforcement.
Assessment of consignments based on the Risk Management System has greatly increased the
efficiency of customs procedures. With regard to queries that are raised by the officers, the customs
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department has instructed them to pose all queries in a single entry to ensure the speedy disposal of
consignments. Another initiative is the National Import Database which is an electronic repository
of valuation data for customs official and compares declared values with import prices and
international prices of identical or similar goods to ascertain the transactional value of imports and
help in arriving at an accurate assessment.62

The three main agencies in charge of disseminating customs information are the Central Board of
Excise and Customs, the Director General of Foreign Trade under the Ministry of Commerce and
the Reserve Bank of India and they do so through their websites and other channels. Greater

coordination amongst these agencies is needed. In India there is no
single- point enquiry system or agency to go to. However, since
2003, the three main agencies in charge of customs coordination
and procedures have a Combined Nomenclature based on the HS
Classification, a uniform domestic customs code. Despite these
reforms, India should take a further step in the harmonisation of
customs agencies and assure the connectivity amongst these
agencies. For instance, eventually adopt a single agency and a single
administrative data set.63

In 1996, the Goverment of India implemented another measure to facilitate trade:  the Indian
Customs Electronic Data Interchange (EDI) system. This aims at computerising the clearance
procedures of goods in India. However, not all stations have been computerised and many procedures
remain manual.64 In addition, the ICEGATE was implemented in 2002, which allows for the electronic
payment of customs clearance and the electronic filing of customs documents and provides for a
tracking system and similar services.65

An Advance Ruling Authority was implemented in India in 1999 but was only fully operational in
2004. Under this authority, the advance ruling includes classification, valuation and applicability of
the duty. However, it is not open to everyone. It is mainly designed for foreign investors and it is, for
instance, not open to solely Indian-owned companies, which are mainly SMEs.66 The Advance Ruling
System should be extended to any applicant, whether importer or exporter, resident or non-resident.

Fees and charges should be based on the cost of the service as a fixed amount and not ad valorem.
Some fees and charges imposed by India are, for instance, based on c.i.f. value of goods; these fees
are hence in violation of these rules.67

Recent events point towards the Government of India creating a National Trade Facilitation
Committee.68

4.3.3 Infrastructure
India has many customs stations including Customs Ports, Inland Container Depots (ICDs) and

Container Freight Stations (CFSs), Customs Airport and Land Customs Stations. The �Handling of
Cargo in Customs Areas Regulations, 2009� serves as a mechanism to regulate the various customs
stations� activities such as receipt, storage, delivery and dispatch of imported and exported goods.69

A report by the Government of India (2014) concludes that there are poor road conditions and port
connectivity, congestion, delays, poor cargo handling techniques and equipment, lack of access for
containerised cargo and frequent EDI server crashes.70 In India, about 60 per cent of freight is
transported by road; however, the poor road conditions impede the efficient freight transportation.
Indeed, it is essential, as also noted by stakeholder interviews, to modernise both the railway system
and roads.

Normally, once a cargo is unloaded at any port in India, it is sent to a CFS. It is in these stations
that customs clearance takes place. There are also Inland Container Depots that are in interior
industrial cities where the final clearance is carried out. Despite the fact that these measures aim at
facilitating trade, overall there is a shortage of equipment and officers preventing the initial aim of
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these facilities.71 The customs department of the Indian government should make sure that these
CFSs/ICDs comply with their obligations set out in the �Handling of cargo in customs areas
regulations�.

In addition, transportation to CFSs is arranged by shipping agents. These shipping agents have
the monopoly of this service, charging higher fees than other markets rates and many have
arrangements with specific CFSs from which shipping agents get commission. This increases the
cost and time of the clearance procedures. Traders should be able to choose freely their CFSs.72

There is also an issue of underutilized cargo designed initially for traditional cargo and are no longer
adequate for new types of cargo.73

In order to address these infrastructure challenges, the Government of India has introduced a
US$1 trillion national infrastructure plan covering 2012-2017.74 In addition to this, a public-private
partnership was established in order to increase funds for infrastructure development. Despite this
funding and projects, including the goal of 20 km of highway a day, improvement in road
infrastructure has not taken place.
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A multi-pronged approach at the bilateral, regional and multilateral level to update its trade
standards on its own terms, rather than under pressure from mega RTAs, could give India

the diplomatic flexibility to negotiate tariff cuts and standards that are proportional to what can
realistically be achieve based on pertinent economic and development needs. Strategic external
trade engagement can also give the Indian economy and affected stakeholders, including importers
and exporters, adequate timeframes to undertake necessary reforms.

Importantly, for both India�s current trade agreements and any future arrangements, focus is
required on implementation and follow-through for all agreements and their individual modalities.
As noted in this report, India and trade stakeholders have a poor record of implementing many
aspects of trade agreements. Thus, for India to effectively progress in light of the challenges from
mega RTAs, emphasis must be placed, both in domestic action and in the actual text of future
agreements, on strict implementation that includes capacity building and knowledge-sharing
initiatives within India and with its trade partners to ensure the greatest benefit from its trade
relations.1

5.1 Bilateral and Regional Strategies for Engagements with Mega RTA Partners
As noted above, India has 15 active trade agreements notified to the WTO and another 14 still

being negotiated. In the context of the looming challenges from mega RTAs, India has the opportunity
to remain engaged through its existing FTAs as well as deepen
relations with mega RTA members that address trade in goods and
advance its partnerships in trade in services and investment. India
has successfully done this with ASEAN where, following the
agreement on trade in goods in 2010, the services and investment
agreement will come into force in 2015.

India is currently negotiating trade agreements with mega RTA
members like the EU, Australia, Canada, Indonesia and New
Zealand. These FTAs under negotiation provide an opportunity
for India to begin to align its trade standards and modalities with many of those of the mega RTAs,
with the presumption that mega RTA members will eventually stress their own mega RTA-based
high standards on non-members and potentially at the multilateral level.2 India can be proactive in
addressing its standards gap and propose modalities that will begin to open tariff lines and raise its
own standards while maintaining realistic expectations of what India is capable to deliver at the
moment.

5
Policy Implications:

External Trade Engagements

India has the opportunity to
remain engaged through its
existing FTAs as well as
deepen relations with mega
RTA members
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Within those expectations, the FTA arrangements offer a platform for India to play the role of
�standard-setter�; to rebuke certain rules which are promoted by mega RTA-based special interest
and protect against multilateralisation. This means India, while aligning with specific standards,
needs to adopt a guarded approach to bifurcate disciplines which would increase its market access
from those that are per se distortionary or compromise the development objectives of the country.

The areas where India could begin to address gaps between domestic standards and globally
relevant standards to ensure alignment have been addressed elaborately in the report.3 India, by

taking deeper commitments at future engagements, could optimise
its tariff structure, formulate GVC-friendly RoO with
comprehensive product-specific rules, improve the technical, quality
and safety standards of its exports, address social standards
wherever possible and importantly improve the ease of doing
business and trade facilitation to invite investment inflows, attract
value chains and augment trade.

For example, India�s pursuit with Australia on a comprehensive
trade agreement can be an opportunity to address issues of IPR.
India�s concern is that despite having already adhered to diverse
standards, stricter IPR rules will adversely impact its pharmaceutical
trade, especially in generic medicine.

Australia has also shown similar concerns in its dealings with the US, both bilaterally and at the
TPP.4 Through bilateral discussions on like-minded issues with mega RTA members, India has the
opportunity to mitigate potential challenges stemming from these agreements. While Australia may
feel pressure to agree to stricter IPR rules in the TPP, it could find a more cooperative partner in
India to maintain a more flexible and mutually beneficial pharmaceutical trade regime.

Despite the US being one of India�s top traditional markets, India and the US are not negotiating
any bilateral trade agreement at the moment. The two countries leaders� recent cordial interactions
and the Trade Policy Forum in November 2014 showed their resolve in addressing trade impediments
in both markets.5 India�s renewed engagement with the US provides the opportunity for India to
open a dialogue on resolving hurdles to doing trade and finding new means of trade in goods and
services, including access of India�s high-skilled professionals to the US, as well as prospects for
investment.6

The India-EU Broad-Based Trade and Investment Agreement (BTIA) is another opportunity for
India to begin to align its trade standards with mega RTAs, as the EU is not only India�s largest
bilateral trading partner but also a party to both the TTIP and EU-ASEAN FTA. Negotiating points
such as IPR have been areas of contention, particularly regarding India�s pharmaceuticals. However,

with the expected pressure from mega RTA rules on IPR, India
can take a hold of this bilateral relation with a major player in
mega RTAs to find a compromise in the BTIA on acceptable IPR
rules on certain products while still supporting its vital
pharmaceutical industry, especially generic medicine.

Other issues that will be addressed during BTIA negotiations
are the numerous SPS measures and trade remedial measures faced
by Indian exports. India�s IT services sector has a huge potential in
the EU market; however, India�s weak IT secret protection disrupts

the access to this market. According to India�s New National Foreign Trade Policy, India�s export
promotion strategy to EU markets will be based on the export of higher value-added products in the
sectors of defence equipment, medical equipment, construction material, processed foods and
services.7

The moratorium on new members to the APEC was lifted in 2010. Momentum has been generating
for India to join the Pacific forum. The US �Joint Strategic Vision� statement of January 25, 2015
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welcomed India�s interest in joining APEC, which is the first indication from the US of support for
India�s membership. Both Russia and China endorsed India�s inclusion in APEC in a joint
communication on February 2, 2015.8 Russian and Chinese ministers also showed support for India�s
membership in the Shanghai Cooperation Organisation, which could bring India closer to its regional
partners in political, security, economic and humanitarian relations. Furthermore, another regional
group where India could become more active is the Pacific Alliance, where it is an �observer state�,
including approaching its members on bilateral trade agreements.

India�s active participation in the G20 provides an opportunity
to engage with many members of mega RTAs, including developed
economies like the US, EU and South Korea as well as developing
countries such as Indonesia. Forums such as the G20 can provide
the space for dialogue on India�s stance concerning the impact of
mega RTAs on non-member countries. Such settings are
opportunities to not only put forward concerns, but also propose
mitigating mechanisms related to potential negative consequences
of mega RTAs as well as engage with business, civil society and think tank groups to broaden India�s
outreach.

5.2 Alternative Market Opportunities
In response to the potential divergence and re-orientation of trade away from India due to mega

RTAs, India will need to search for alternative markets. There is significant opportunity for new
and expanded markets and entering regional and GVCs in many parts of the world, including Latin
America, Central Asia, Eastern Europe and Africa. These markets should not be looked at simply as
final markets but as suppliers of intermediate goods and inputs that complement and benefit India�s
trade policy and strategy.9

Latin America
Currently, India�s trade agreements in Latin America are with Chile and MERCOSUR. Preferential

trade agreements have been proposed or under consultation with Colombia, Peru, Uruguay and
Venezuela.10 All proposed agreements began in 2004-05, except for Peru which was proposed in
2014.

Potential markets India could target in Latin America include sustainable energy technologies
(e.g. Mexico, Costa Rica, Panama and Nicaragua),11 agro industry
machinery, oil and natural gas as well as tapping into certain
countries� knowledge of conditional cash transfer programmes for
low-income families (e.g. Brazil�s �Bolsa Familia� programme). As
India continues to require greater energy input, countries like
Colombia, Mexico and Trinidad and Tobago are opening new
export markets in oil and natural gas due to the US� strengthening
energy independence. India is already Colombia�s second largest
oil export destination.12

Considering the eventuality that regulatory harmonisation of services in mega RTA regions may
negatively impact India�s comparative advantage, India�s services and IT industries can find valuable
alternative markets in Latin America. Indian companies such as Hero MotoCorp, Tata Group,
Wipro, Infosys and Reliance Industries are already active in the region. India�s observer status at the
Organisation of American States can also be fostered to develop new and deeper relations for trade
and investment.

Forums such as the G20 can
provide the space for
dialogue on India�s stance
concerning the impact of
mega RTAs on non-member
countries

India�s comparative
advantage, India�s services
and IT industries can find
valuable alternative
markets in Latin America



74  Mega Regional Trade Agreements and the Indian Economy

Central Asia and Eastern Europe
The EAEU and Central Asian countries offer India another opportunity for greater economic

integration in new markets. One such opportunity can be taken up by the feasibility study agreed to
be done under the framework of an EAEU-CECA. In searching for alternative markets, India can
gain from trade in strategic products, such as uranium, natural gas, oil, fertiliser inputs, coal and
coking coal, whereas EAEU and Central Asian countries will also find a welcoming alternative

market with a growing consumer base in India. The Central Asia
and Eastern Europe regions also holds the potential for greater
investment flow, trade in services, and avenues for both India and
EAEU countries� professionals to work together and shares ideas
in a mutually beneficial way.

Belarus, Kazakhstan and Russia are enormously endowed with
natural resources such as hydrocarbon, potassium and uranium,
which India imports substantially. Imports from these countries
will further enable India to expand into regional and global value
chains by exporting more intermediary goods originating from India.
India can further create links with other Central Asian countries
and groups, such as Georgia and Turkmenistan, where strategic
trade in goods as well as services linked to manufacturing and

commodity processing will provide India with attractive alternative options in response to mega
RTAs.

In searching for new and expanded markets in Central Asia, the existing trade routes are one of
the greatest hindrances to linking India with its partners. The newly agreed-upon plans to build a
port in Chabahar connecting India with Iran is a positive step toward establishing the International
North-South Transport Corridor.13

The Corridor would connect Mumbai with Moscow via Bandar Abbas, Iran, and could potentially
stretch to St. Petersburg, essentially linking the Indian Ocean with the Baltic Sea. Compared with
the 16,129-km route through the Suez Canal and the Mediterranean Sea that is currently used, the
North-South Corridor is estimate at 6,245 km long and would be 30 per cent cheaper than the
current route. The potential cut in transport costs along with an agreement on customs cooperation
creates the opportunity for cheaper Indian goods and, therefore, makes India more competitive in
EAEU and Central Asian markets.

Africa
Engaging in trade relations with Africa is another option for India�s alternative and expanded

trade and investment portfolio. In particular, the massive regional integration process that Sub-
Saharan African countries are undergoing will facilitate this process. These regional economic blocks

include the tripartite FTA between COMESA, EAC and SADC,
which is set to be launched in June 2015, and the ambitious
Continental FTA that will follow.

Specific products and services originating in India can gain better
access to numerous markets in Africa and potentially contribute to
development agendas in African countries and regions, thus
deepening political and cultural relations for a sustainable future
partnership.

The African continent is rich in natural resources. India can source strategic commodities on a
sustainable basis, including oil, natural gas, coal, coking coal and uranium. These are important
inputs for fuelling both India�s future growth and Africa�s economic development. Exports from
India to Africa are based in manufactured and finished goods, including transport equipment, industrial
machinery and pharmaceuticals; particularly with Nigeria, South Africa, Kenya and Tanzania being

The Central Asia and
Eastern Europe regions also
holds the potential for
greater investment flow,
trade in services, and
avenues for both India and
EAEU countries�
professionals to work
together and shares ideas in
a mutually beneficial way

The African continent is rich
in natural resources. India
can source strategic
commodities on a
sustainable basis



Mega Regional Trade Agreements and the Indian Economy  75

the most important destinations. �Make in India� can be used to absorb the potential market for
Indian manufactured goods in Sub-Saharan African countries.

The services and consumer sectors are noteworthy opportunities for growth in Africa, particularly
in the light of Africa�s significant demographic dividends and its rapidly growing middle class. Indian
exporters can capture that growing affluent consumer base. The existing Indian private investment
in Africa is in telecommunications, IT, energy, and automobile sectors, where services play an
important role.

5.3 India and the WTO: Recourses at the Multilateral Level
The WTO is the most optimal forum for developing countries

to put forward their concerns, often collectively, and work with
trade partners to find an equitable agreement on various trade and
development-related issues. All members have a voice and with the
comprehensive structure of the Doha Development Round, India
has a stage at the multilateral level to ensure its economic interests
and development needs are heard.

This recourse has been corroborated by the economic
simulations and stakeholder views in the study.14 Through active
and sustained engagement, India can, and has, used the WTO
platform to advocate and advance development focused trade rules
and standards within the Doha Round mandate that will ensure its
interests are being protected, even from potential outside trade-related influence stemming from
mega RTAs. A particular recourse of India is its active role in the G33 group of developing countries.
This coalition can be strengthened, under India�s leadership, to promote a coherent and unified
voice for developing country issues.

The reality, however, as explained in this report, is that developed countries have shifted to
regional platforms to negotiate trade rules in order to regain the influence that they once held at the
WTO and this has disparaged the negotiating strength that developing countries have long struggled
to achieve within the organisation. Most likely, mega RTA rules will eventually be imported to the
multilateral level. If this is the case, excluded countries will be negotiating from an agreed text
where rules are of already common global practice and by which excluded countries will be already
de facto bound. The negotiating position that developing countries gained will be impaired and the
multilateral system as a negotiating platform undermined. The question here is what role can India
play in strengthening the WTO as a negotiating platform and what
actions can India take at multilateral level in order to mitigate the
impact of mega RTAs, that is, the loss in influence of developing
countries in being part of defining and writing international trade
rules.

One option is using the momentum from the Bali Ministerial in
2013, which included many development-focused trade agreements.
India can continue to negotiate specific modalities in agriculture,
non-agriculture market access and services to promote its interests.
Ensuring differential treatment for subsidies, quotas for developing
and emerging economies, and realistic timeframes for reforms will assist India in securing its various
needs. India can strive to build and strengthen inclusive coalitions at the WTO where appropriately
upgraded standards and rules are agreed that will promote an equitable and sustainable trade regime
that respects the needs of developing countries.

Despite the fact that the WTO as a negotiating platform is no longer as effective, India can
continue to rely on the WTO Dispute Settlement System. Even when FTAs have their own dispute
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settlement mechanism, WTO members continue to solve their differences at the WTO. The number
of cases being brought to the WTO is increasing. India can use the WTO Dispute Settlement System
to raise discriminatory behaviour arising from new rules set by the mega RTAs. This track, however,
will not provide immediate solutions to the affected Indian sectors and the implementation of the
ruling might not take place. Specially vis-à-vis developed countries such as the US or EU with whom
the option of retaliation might be ineffective.
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While India is indeed a non-member country to the three mega RTAs that are the focus of
this study, it is nonetheless familiar with mega RTA negotiations. Currently, India is

playing a major role in crafting the RCEP between 16 Asian countries.1 Countries in RCEP cover
49 per cent of world population, 30 per cent of global GDP and 29 per cent of global trade.2

Notably, 12 of the RCEP members are also negotiating parties in either the EU-ASEAN FTA or
the TPP. These countries, including seven developed and developing countries in TPP, could push
for higher standards and/or tariff cuts akin to what they agree to
in their mega RTA.

In the context of the looming impact of mega RTAs, the RCEP
is a crucial opportunity for India to incrementally meet the higher
standards promoted in mega RTAs while ensuring support for its
domestic constituencies. India has indicated its interest in
increasing trade in services, removing technical barriers to trade,
trade in goods such as pharmaceuticals and textiles, and attracting
investment inflow and outflows.3

As negotiations currently stand, India is prepared to reduce
tariff rates to 70 per cent of tariff lines for ASEAN only, while the rest of the RCEP members
would receive 40 per cent tariff lines cut.4 Another potential set-up would be to give a higher
cut to FTA members, which would include ASEAN as well as South Korea and Japan, but a lower
cut to non-FTA partners like China, Australia, and New Zealand. To assist domestic industry in
adapting to new duty cuts and competition, there could be a similar set-up to that of the India-
Korea FTA where categories of tariff lines are reduced in an agreed timeframe over multiple
intervals.

While the RCEP provides many opportunities for India to gain market access and mitigate the
impact of mega RTAs, in the particular case of the textiles industry, India may still face the
challenge of moving up the value chain beyond a raw material
supplier. Similar to the situation in the TPP where expected rules
will give preference to countries like Viet Nam and Malaysia,
India may find it difficult to overcome this challenge due to China�s
membership of the RCEP.

Importantly for India�s interest in both playing a role in the
RCEP negotiations and integrating further into value chains as
well as adjusting to potential new mega RTA frameworks, a
balance of facilitating trade through RoO and product-specific rules to support domestic industries

6
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will be necessary. India is the only member to require dual RoO criteria in the group of ASEAN+1
FTAs, while the others provide an option of criteria.5 To meet the goal of greater market access,
especially through value chains, may require India to compromise on RoO with the majority of
the RCEP membership.

Although India should also offer product specific rules6 on a case-by-case basis that will
prudently leverage support to India�s manufacturing policy, such as �Make in India�. India has
integrated product-specific RoO for particular heading or subheadings in its CEPA agreement
with South Korea. Such specific rules may also aim to funnel other quality material from its RCEP
partners that supports its domestic producers and eventually tie into India�s export of intermediate
and finished goods. Where intermediate goods are allowed to be sourced from non-RCEP parties,
specific finished goods under these rules can be made to adhere to strict RoO.

In addition to the potential gains for India with the inflow of investment from RCEP members,
spearheaded by the �Make in India� programme, is the opportunity for outflow investment and
deeper integration in the region, particularly within the ASEAN group. The �Make in India�
programme should aim to ensure that the goods that ultimately leave India are competitive in the

global market. The Government of India could align the �Make
in India� programme with the RCEP to fully exploit regional
economies of scale and scope. Closer economic ties with the East
Asian neighbours could facilitate imports of materials and
components that go into India�s manufactured export products
and also improve the prospects of setting up manufacturing hubs.7

Opportunities include sourcing cheaper energy such as hydropower
from Myanmar, Cambodia and Laos, and infrastructure and
services support in Myanmar.8

Trade in services is another opportunity for India to create strong and mutually beneficial
trade ties to help respond to the eventual impact from mega RTAs. For example, India can
maximise its profile with RCEP partners in tourism and hospitality services as well as business
and cultural relations, including free movement of professionals and educational exchanges. Linking
India�s high-quality services and IT sectors with manufacturing and commodity processing is
another important opportunity for India.

As noted in this study, standards will be a dominant force of impact on excluded members of
mega RTAs considering the already low tariff rates many countries. In the context of RCEP, India
can prepare for the eventuality of higher standards by including phase-in periods as a way to still
encourage competition and domestically address various types of anti-competitive market distortions
while supporting domestic industries by giving them time to adapt. The Indian government and
industry will need to cooperate on this. Regarding the particular case of the engineering sector,
it is important that the RCEP final text establish rules to ensure that sub-standard imports from
other member countries do not enter the Indian market.

Tough disciplines to protect IPR have been mooted by the US at TPP negotiations9 and it
appears that some of these elements specifically target the domestic laws of India and China in
an attempt �to create new global norms that would isolate these countries�.10 They provide for
ever greening of patents,11 seizure of goods,12 longer terms of protection, and broadly formulates
an IP regime which protects the interests of right holders rather than striking a balance that
promotes public interest by preserving public interests. What is more striking is that Japan has
offered to import these elements to the RCEP negotiations.13

India will have to play the irreplaceable role of standard-setter to ensure that equitable rules
are in place in RCEP that will create a stepping block for India to begin to prepare for the
possibility of mega RTA-based high standards being pushed at the multilateral level.14 At the
same time, India could extend IP protection to sectors which are not closely tied up with its
development efforts - such as digital rights management, geographical indications, and audio-
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visual entertainment industry. Both India�s national IPR policy
and negotiation strategy with current and future trade partners,
in particular under RCEP negotiations, could address this issue,
push for targeted capacity-building assistance, and strike the right
balance between market access and development.

Furthermore, a defining interest in the RCEP negotiations, not
just for India but for many other parties, is the deepening
integration of Asian economies and markets, creating a stronger
regional neighbourhood. RCEP is a critical arrangement for India
to enter into deeper regional value chains for produce high-value
products with both developing Southeast Asian countries as well
as emerging and developed Asian nations like China, South Korea,
Japan and Australia. As India improves its manufacturing sectors
and trade facilitation, through FDI and domestic reforms, it will find greater benefits by sourcing
more imports, adding value to products in value chains, and exporting intermediate goods and
capital to markets in which it will have preferential treatment under the RCEP agreement.
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As the three identified mega RTAs - the Trans-Pacific Partnership, Transatlantic Trade and
Investment Partnership, and EU-ASEAN FTA - move closer to completion, with the TPP

expected by the end of 2015, excluded countries like India are facing a number of challenges to
constructively trade with their partners and meet critical development needs.

What is crucial for India in responding to the challenges of mega RTAs is how its industries
can remain competitive in the global market. Competitiveness, however, combines many factors
which have been highlighted throughout the report but also other internal challenges, such as the
cost of land and fuel, land regulation, infrastructure bottlenecks, high transaction costs and high
tariffs on inputs used for production.1 Furthermore, export competitiveness not only relies on the
exporters but it is also the responsibility of each and every system of the country: from sectors
producing inputs to regional offices in charge of training programmes to customs authorities
facilitating trade.

The Government of India�s strategy to overcome the obstacles
raised by mega RTAs should take the form of a multi-pronged
approach. One step taken forward by the government is that for
the first time the Foreign Trade Policy 2015-20 looks at trade as
a tool in order to achieve security and strategic objectives in the
long-term and mainstreams trade into India�s national development
policies.2 In addition, throughout the Foreign Trade Policy report
the Government of India acknowledges that it needs to get its
house in order.3

Based on the study, conclusive remarks and recommendations are prepared on the opportunities
India should take in the short-term and could in the long-term to respond to the potential impact
of mega RTAs. Specific focus is given to domestic reforms, bilateral and plurilateral engagements,
particularly the RCEP agreement, and India�s role in the multilateral trading system. It also delves
into areas of cooperation between India and domestic industry.

In the context of the comprehensive set of challenges India faces and subsequent
recommendations of this study, both the political community and general public will need to be
consulted and consensus built in order to create sustainable momentum for India to thrive in the
emerging international trade regime of mega RTAs.

Overall, the Government of India should:
- Mitigate the impact from loss of market access due to tariff preferences amongst RTA

members
- Adapt to higher TBT standards SPS measures, IPR, and trade facilitation norms

7
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- Explore new market opportunities
- Improve its export competitiveness following a multi-pronged approach
- Improve implementation of existing and future trade agreements in order to maximise its

efficiency (follow up with capacity building and training programmes, linking the private
sector to the relevant international market)

7.1 Short to Medium-Term Roadmap
Importantly, India in the short to medium-term is to begin to take actions to meet the immediate

trade standards and rules requirements, especially using the RCEP agreement as a critical step towards
those goals. India will need to find a balanced approach to go beyond general economic growth and
move towards creating opportunities for further integration in value chains to produce high-value
products, structural reforms and enhance domestic standards while not sacrificing employment.

Trade standards [Refer to Chapter 3.4.1 & 4.2.1 for details]
1. A dynamic conduit of communication could be established with advanced countries to gather

economic intelligence on standards that their industry or governments are developing. Indian
missions in these countries can play an effective role in feeding trade advisories on a real-time
basis.

2. The most effective way of complying with standards is by studying the characteristics of like
products in the banned market. An exporter should examine the characteristics of like products
which have been granted market access by sending it for laboratory tests and then replicating
the standards which it adheres to. The government could ensure that the conformity assessment
is carried out in the same procedure as is required in the importing nations and provide the
requisite financial assistance.

3. India should step up its participation in international standard-setting bodies. A group of scientists
and trade experts could be sent to all strategic bodies. The BIS is participating in activities with
the International Organisation for Standards and International Electrotechnical Commission.
There is also co-ordination between FSSAI and Codex Alimentarius Commission which has
established a contact point in India (Codex India). It is suggested that these bodies should
actively contribute to the decisions made at the international level and gradually evolve as a
standard-setter.

4. The requisite regulatory structure to tackle the implementation concerns of India�s national
standards should be put in place. Many of India�s TBTs have faced implementation concerns
because they could not satisfy the WTO requirements of notification or transparency. To begin
with, India�s initial challenge will be to harmonise its standards with WTO rules. The BIS
should notify more mandatory standards and closely monitor implementation. A time period
for compliance needs to be given during which financial and technical assistance to enhance
production facilities will be immensely helpful.

5. The underlying problem with trade standards seems to be the existence of a vast domestic
market in India. Manufacturers are willing to forgo export earnings and the corresponding
upgradation of standards as long as they can tap into the domestic market where standards are
lax or non-existent. India will have to reform this situation by promoting a culture of quality
and safety preferences within its jurisdiction.
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Subsidies [Refer to Chapter 3.4.2 & 4.2.2 for details]
6. India should focus on achieving better coherence between the export promotion schemes which

tend to be overlapping. Rationalisation of these schemes can significantly reduce transaction
costs.

7. With regard to subsidies to agricultural production, India should aim to achieve the goal of food
security without compromising fiscal discipline. In the long run, India could aim for transition
from amber box subsidies to the green box, something that China has already started. Structural
reforms to the internal agricultural market should be initiated to obviate unnecessary bottlenecks.

8. Subsidies which have negative externalities, particularly on the environment, should be phased
out or replaced with environment-promoting subsidies. The deregulation of fossil fuel prices is
a significant policy initiative and could be carried forward.

Anti-dumping and countervailing duty [Refer to Chapter 3.4.3 & 4.2.3 for details]
9. New dimensions in anti-dumping jurisprudence should find reflection in India�s trade policy

and trade agreements. A distinction could be drawn between discriminatory price policies that
are driven by predatory, monopolistic tendencies and those that could be beneficial to consumers
in the long run by enhancing productivity and efficiency.

10. Under the present rules, it has been observed that the unorganised sector will find it difficult to
initiate an anti-dumping investigation. Overt attempts should be made to generate awareness
and co-ordinate the action of the unorganised sector.

11. India can engage in consultations with importing countries to better understand procedural
requirements that determine the countervailability of a subsidy and formulate its subsidies
accordingly. As a last resort, the government could consider imposing export duties when a
countervailing action is pre-empted. The former will naturally be lower than the countervailing
duty that is proposed by the importing country. Domestic industries could maintain a separate
database of subsidised imports that are countervailable to the extent of causing them injury.

Rules of Origin [Refer to Chapter 3.4.4 & 4.2.4 for details]
12. India should adopt a uniform approach while formulating RoO in its trade negotiations. The

present situation of having different thresholds does not function well for the business community
and simplicity in the RoO provisions could considerably improve the utilisation rate of FTAs.

13. India should pursue an open and flexible approach in its RoO akin to many of its trading partners.
The simultaneous satisfaction of dual criteria - change in tariff heading and value addition - to
qualify for preferential treatment should not be insisted upon.

14. Product-specific rules that can capture the nuances of domestic economic activity and traditional
comparative advantages could be proposed. Similarly, the RoO should strengthen India�s pursuit
to become integrated into global production networks. They could be formulated in such a way
that inputs can be sourced from other countries, processed and exported to be processed further
or to be consumed as a final product.

Intellectual Property Standards [Refer to Chapter 3.4.5 & 4.2.5 for details]
15. The mega RTA provisions, to the extent that they impede the market entry of generic drugs and

increase the costs of public health, need to be resisted. India has judiciously utilised the flexibilities
in TRIPS to maintain a balance between IP protection and public health safeguards. Considering
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India�s development objectives, there exists no case for India to amend these domestic provisions
so as to align with the mega RTA standards.

16. India could extend IP protection in sectors which do not compromise its development objectives
- such as digital rights management, geographical indications, and audio-visual entertainment
industry. India�s national IPR policy could address this issue by harmonising its legal framework
with global standards in these sectors.

Market access in agriculture [Refer to Chapter 3.4.6 & 4.2.6 for details]
17. India�s agricultural trade policy could pre-empt the fresh dynamism that mega RTAs will bring

to agricultural value chains. India also has to unify its agriculture sector with the GVCs which
assure captive markets and improved economies of scale. It could explore opportunities across
the value chain, from farm inputs to packaging and barcoding.

18. There is no case for further tariff liberalisation in the agriculture sector by India unless there is
a corresponding roll-back of domestic support and export subsidies by developed countries.

19. India should aim to participate actively in the preparation of health, environment and safety
standards. The Quality Council of India has recently started implementing the Indian Good
Agricultural Practises, which is a voluntary sustainability standard that is harmonised with
GAP. This will tremendously improve the export potential of India�s farm products.

20. The import duty structure should be framed in a way that accounts for  undervaluation by the
exporting country. It is equally important that the Basic Customs Duty rate is determined in a
manner that is countercyclical to global prices rather than as a kneejerk response.

Export restrictions [Refer to Chapter 3.4.7 & 4.2.7 for details]
21. A preliminary study to assess the efficacy of a restrictive export policy in achieving the desired

objective should be carried out. India has to ensure that the benefits from export restrictions
that accrue for one domestic sector are not impaired by losses to another domestic sector;
making it a zero-sum game. Considering that export restrictions are substitutable as a policy
tool and that they have significant impacts on GVCs, it is crucial that India streamlines their use
to fit within the evolving template as determined by the mega RTAs.

Trade facilitation [Refer to Chapter 4.3 for details]
22. Recent initiatives suggest that Ministry of Commerce and Industry is committed to the task of

reducing excessive documentation. It should also work towards reducing errors and discrepancies
in export-import documents. Simultaneously, the time and costs of rectifying errors should be
reduced by improving transparency. Advance filing of documents should be incentivised by
according priority clearance.

23. Electronic filing of BOE and declarations should be made the norm and the customs gateway,
ICEGATE, could work toward seamless and undisturbed connectivity to traders for uploading
their documents.

24. Enhanced effective co-ordination between the governmental agencies that are charged with the
administration of all documentation work should be implemented.

25. The Customs EDI system should be made mandatory at all customs stations and the requirement
of physical paper work should be withdrawn.
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26. The Advance Ruling System should be extended to any applicant, whether importer or exporter,
resident or non-resident.

27. The ICEGATE portal, which allows the electronic payment of customs, should function 24
hours without any disruptions. The requisite IT support should be built in.

28. The road and rail infrastructure should be improved in a manner that does not impede freight
transportation. The route of public-private partnership can be actively pursued to step-up
infrastructure finance. India�s FDI policy and the Reserve Bank�s monetary policy should be
accordingly attuned to address the capital requirements in infrastructure.

Bilateral, plurilateral, multilateral actions [Refer to Chapter 5.1 for details]
29. Through its current and on-going negotiations with Australia, Canada and New Zealand, India

has the opportunity to deepen relations with these mega RTA members through comprehensive
bilateral agreements that address trade in goods and advance its partnerships in trade in services,
investment and other agreeable areas. These bilateral FTAs provide the negotiating space for
India to begin to align its trade standards and modalities with many of those of the mega RTAs
while also allowing India to insist on terms that will support its domestic industries.

30. Critical for any new, as well as existing, trade agreement is a focus on ensuring effective
implementation and supportive capacity building initiatives, including knowledge sharing, for
all parties involved.

31. India�s trade policy could focus on balancing India�s participation in GVCs between high-value,
high-skilled sectors and low-value, low-cost sectors of the value chain. India should also work
towards broadening its portfolio at both ends of the value chain, possibly using the �Make in
India� programme as a tool.

32. India can use bilateral trade talks to find common ground on issues related to mega RTA standards
that concern both parties, such as Australia�s concern over intellectual property regulations.
Bilateral agreements can be used to mitigate potential negative effects from mega RTAs.

33. India should reinvigorate negotiations with its EU partners on the BTIA to work towards
finalising the agreement.

34. Concurrently, India must remain engaged through its existing FTAs, especially those with mega
RTA members such as ASEAN, Chile, Japan, and Singapore.

35. India�s membership and increased engagement in regional and plurilateral groups, including
APEC, the Pacific Alliance, Organisation of American States, and G20, can give its diplomats
greater opportunities to discuss concerns relating to mega RTA influence. These platforms
provide India the opportunity to engage with developed economies like the US, EU and Japan,
and developing countries in a comprehensive forum with views from both mega RTA members
and excluded countries. This would allow excluded countries to express their concerns directly
to those involved in the upgraded standards in mega RTAs.

36. An opportunity exists to integrate further in trade with the Pacific Alliance. Once India has
concluded three FTAs with Pacific Alliance countries (India currently has an FTA with Chile),
it can begin to study the feasibility of a CECA with the group.
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37. Greater participation of various stakeholders, especially import and export traders, to improve
their knowledge-base about regional and RTAs through outreach, capacity building activities
and participatory initiatives with the government.

38. Efforts should be made for the Indian government and industry to work together in finding
ways to upgrade trade standards, processes and rules as well as working towards domestic
reforms.

39. India should oppose the narrow definition of �Multilateral Environment Agreements� taken in
the mega RTA negotiation to cover agreements which represent the interests of a few parties
in the multilateral trading system. Only those agreements which have been negotiated under
the aegis of the United Nations or any of its specialised agencies represent the interests of
countries belonging to different geographic regions, and at different stages of economic and
social development should be treated as MEAs.

Regional Comprehensive Economic Partnership [Refer to Chapter 6 for details]
40. Through India�s active engagement in the RCEP negotiations, opportunities are available to

both strengthen India�s ties to regional value chains to produce high-value products as well as
ensure that its development needs are being met in the context of mega RTA influence.

41. India can include long phase-in periods in the agreement of tariff reduction as a way to encourage
competition and domestically address various types of anti-competitive market distortions while
supporting domestic industries by giving them time to adapt.

42. India can negotiate for greater openness in trade in services in all four Modes, particularly
finding expanded avenues of trade (in addition to traditional IT and IT � enabled services) in
tourism and hospitality services as well as business and cultural relations, including free
movement of professionals and educational exchanges.

43. In working with its RCEP partners on RoO, India can agree on criteria used by the majority of
the RCEP membership, specifically allowing an option of either value content or change in
tariff classification rather than the dual criteria requirement (See recommendation 14).

44. Additionally, India can offer product-specific rules on a case-by-case basis that will prudently
leverage support to India�s manufacturing policy, such as �Make in India�. Such specific rules
may also aim to funnel other quality material from its RCEP partners that supports it domestic
producers and eventually tie into India�s export of intermediate and finished goods (see
recommendation 14).

45. India should, through the �Make in India� programme, aim to integrate deeper into production
chains in the ASEAN group, both in terms of goods production and investment.

46. Preparing for the eventual stringent regulations on IPRs, India can begin to upgrade its own
domestic IP policy, both by beginning to relax patent rules on certain products such as music or
film while ensuring continued support for its generic medicines through reasonable patent
lifetimes and other measures. Offers in RCEP negotiations can follow this approach.
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7.2 Long-Term Roadmap
For India�s long-term strategy, focus could be kept on its continuous and expanding role at the

regional and multilateral level, particularly strengthening relations with existing and new trade
partners as well as building its presence at the WTO. These far-reaching actions will help ensure
that India will be well placed to partake, and indeed prosper, in the international trading system that
includes mega RTAs.

Multilateral engagement [Refer to Chapter 3.2, 3.6, and 5.3 for details]

47. Based on the results of CGE simulations, the impact of tariffs may not be as substantial as
expected. The simulations could not take into account the impact of standards and non-tariff
barrier implications. Nevertheless, India would be better off in the multilateral scenario. This
role should be particularly vital for India with regard to the potential for upgraded, and even
exclusionary, mega RTA-influenced standards becoming engrained in the multilateral system.

48. The WTO platform provides India with an equal voice to raise its concerns and propose solutions
to trade and development-related issues pertaining to developing countries. Through active
engagement and even leadership in the G-33 group of developing countries and building coalitions
toward finalising negotiations based on the Bali Ministerial and the Doha Development Round,
India should pursue equitable and sustainable trade regimes at the multilateral level in the
context of the potentially threatening new standards and rules being developed in mega RTAs.

Bilateral and plurilateral engagements [Refer to Chapter 3.2, 3.4, 3.6, and 5.1 for details]
49. In parallel to the multilateral level approach, especially considering the slow rate of progress in

negotiations, India should aggressively pursue new and comprehensive trade agreements, in
addition to the current arrangements, with key members of the three mega RTAs. Based on
input from stakeholders, this approach needs to realign the objectives of India�s trade policy
with macro-economic policies.

50. Comprehensive feasibility studies of potential FTAs will be required to assess the likely benefits
for India�s economy and development needs in deepening trade relations with mega RTA
members.

51. With regard to market access for environmental goods and services, India has already embarked
on reducing tariffs on 699 goods and services which have been identified as �environmental�.
Any further reduction will be contingent upon developed countries dismantling their non-tariff
barriers.

52. India could consider the environmental spillover effects of subsidies while formulating subsidy
policies. They should be suitably designed to reward products which use cleaner inputs and
each subsidy should be audited for the net effect it has on the environment.

53. India cannot afford to remain indifferent to the evolving trade-labour linkages as labour standards
have become an integral component of not just mega RTAs but even FTAs between developing
countries.

54. Labour provisions in FTAs may be framed in a promotional language that provides for
consultation, technical and financial assistance, and capacity building for improving the quality
of employment and India�s overall development objectives.
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55. Although India should continue to oppose efforts at the multilateral stage to connect trade with
labour, at the domestic level it should strive to leverage the benefits accruing from increased
trade to further the status of its workforce.

56. India should work at the multilateral level through the recently concluded Trade Facilitation
Agreement and at the national and local level to improve infrastructure, including ports, roads,
and railway networks. In doing so, India can reduce transaction costs incurred by Indian exporters
while responding efficiently to international market demands.

57. India should work toward building inclusive coalitions at the multilateral, and even regional
level, with members and non-members of mega RTA that share similar concerns as India, to
promote an equitable trade regime that works toward opening markets and supporting domestic
industries that require time to prepare for greater foreign competition.

58. By creating an enabling environment in the domestic market, India can improve the
competitiveness of Indian industry in regional and global value chains by moving beyond material
and intermediate goods and producing high-value products.

Alternative market opportunities [Refer to Chapter 5.2 for details]
59. There is significant opportunity for new and expanded markets and entering into regional and

global value chains in many parts of the world, including Latin America, Central and West
Asia, and Africa. This can be accomplished without diverting attention from India�s existing
trade ties with mega RTA countries.

60. Potential markets and opportunities in Latin America include sustainable energy technologies
(e.g. Mexico, Costa Rica, Panama, and Nicaragua),4 agro industry machinery, oil and natural
gas as well as tapping into certain countries� knowledge of conditional cash transfer programs
for low-income families (e.g. Brazil�s �Bolsa Familia� programme). Trade in services, especially
IT, is also an area where India can deepen its trade relations with Latin America.

61. India should start CECA negotiations with the EAEU. In all these partners India will find
attractive strategic trade in products, such as uranium, natural gas, oil, fertiliser inputs, coal
and coking coal, which will help in its energy needs. Also, India should aggressively pursue
linking its services industries, in which it has strong comparative advantages, with manufacturing
and commodity processing in Central Asia and Eastern Europe.

62. India should fully exploit its access to the International North-South Trade Corridor. The use
and development of this Corridor should be linked with India�s need to negotiate long-term
commodity agreements with the EAEU and Central Asian countries to have a more secure
source of products of its strategic interests such as oil, natural gas, uranium, coal and coking
coal, and fertiliser inputs. Such agreements could act as triggers for India to ask for more and
better access to the markets of EAEU and Central Asian countries through more favourable
investment regimes along with effective competition regimes and opening up of their government
procurement markets.

63. Finally, there is a wealth of opportunity in trade with many African nations and regional economic
communities in Africa, including EAC, ECOWAS, COMESA, and SADC. Specific products
and services originating in India can gain better access to specific markets in Africa. Similar to
certain EAEU and Central Asian countries, many African countries are rich in natural resources,
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which India can source strategic commodities on a sustainable basis, including oil, natural gas,
coal, coking coal, and uranium, as well as provide its high-skilled services to those commodities
trade.

7.3 The Political-Economic Situation of Mega RTAs and its Impact on India
The political and economic dynamics surrounding the TPP, TTIP, and EU-ASEAN FTA

negotiations have been proven to raise serious concerns among several excluded countries, including
India. Despite roadblocks in their negotiations, these trade agreements are expected to be finalised
in the near future and, considering the breadth of new and expanded rules and the coverage these
mega RTA regions encompass, India�s preparedness may be closely linked with both the conclusion
and implementation of the agreements.

The TPP is expected to be concluded by the end of 2015. The US Congress approved TPA in late
June, which gives the Obama administration the ability to complete negotiations with minimal delay
and finalise the agreement. Other TPP members have waited for this authority from the US to signal
the lead negotiator can deliver on closing the deal.

As noted above, there are negotiating parties, both developed and developing countries, with
concerns over specific negotiating points in the TPP agreement, such as Australia and Malaysia.5

This apprehension could be used as an opportunity by India to pursue dialogue on mitigating efforts
regarding potentially threatening aspects of mega RTAs with trade partners in the Asia-Pacific region.

On the Atlantic side, the United States and European Union partnership is one of the closest on
trade, not to mention many other areas. Tariffs are already quite low and thus debate in the TTIP is
fixated on non-tariff issues. A particular area of contention that is dragging negotiations, which is
also of concern in the TPP, is inter-state dispute settlement.6 While both parties are keen to include
an ISDS chapter, constituency groups on both sides of the Atlantic, as well as some US politicians,7

are putting pressure on governments and negotiators to remove such a mechanism that is feared to
provide leverage to multinational corporations.

Finally, the 20th AEMM met in Brussels in August 2014. Following several years of suspension,
talks on the EU-ASEAN FTA seem to have found new encouragement. Trade and cooperation
between the two blocs have enjoyed strong partnerships, although less than ASEAN�s relation with
India, China or the US. With Malaysia in ASEAN�s chairmanship position in 2015, it is expected to
take up restarting negotiations soon.8

7.4 Lessons for Other Developing Countries
In alignment with their national economic and development agendas and the domestic situation

of each country, the policy options set before India could resonate in other developing countries.
Certain lessons may indeed provide a vision for finding their own opportunities for growth in response
to the challenges from mega RTAs.

Based on the situation presented for India, it can be generally emphasised that developing countries
will need a balanced approach between opening their markets through targeted trade liberalisation
in specific products and services and supporting domestic industries through policy reforms,
differential treatment and new trade agreements.9 It is likely that other developing and least
developed countries, such as those in sub-Saharan Africa, will experience greater trade diversion
than India is expected to. Where possible, studies should be conducted on the potential
macroeconomic shocks each country may feel due to mega RTAs and devise their economic and
trade policy accordingly.

Each country will need to assess and identify specific products and services in which they have an
advantage and which markets, including in established regional economic communities, they can
approach for greater integration as a response to mega RTAs. Focus should consistently be aimed at
growing intra-regional integration through trade, investment and value chains.
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Importantly, as highlighted in this report, other developing countries must also pay close attention
to the potential impact from non-tariff barriers and trade standards. Regarding the potentially higher
standards set by mega RTAs, developing countries can begin to assess, based on available information,
where they can start to upgrade specific regulations and which areas will require equitable time for
governments and industries to adapt based on realities on the ground and development needs.
Domestic regulatory reforms as well as negotiations within economic communities, custom unions,
and South-South trade agreements can be avenues for this purpose.

International assistance, including the Aid for Trade programme or direct aid from mega RTA
members, is another resource for developing countries to upgrade their testing, inspection and
certification capacity. Countries can identify which sectors will be impacted the most by mega
RTAs and thus will require assistance and local capacity-building. Coordination with domestic and
regional industries can assist in this endeavour.

Additionally, upgrading and maintaining infrastructure in roads, railways and ports will be crucial
for cutting costs and making trade more efficient. Technological capacity upgrades will also help
countries participate more in regional and global value chains.

Where possible, developing countries can actively pursue new and expanded bilateral, regional,
and plurilateral trade agreements in goods as well as move towards comprehensive areas like services,
investment, competition, and IPR with regional and global partners. Similar to India�s opportunity
within RCEP, in the sub-Saharan African context the Continental Free Trade Area should be
prioritised. Strict implementation and monitoring of trade deals will ensure developing countries
gain the most benefit from each accord. These agreements will provide the opportunity to propose
trade modalities that could mitigate the pressure stemming from mega RTAs.

Also, the continued and active engagement at the multilateral level through unified coalition
groups, such as the G-33 at the WTO, to negotiate equitable trade rules and development-focused
agreements, particularly on agriculture and mineral commodities, will be vital for developing countries
to ensure that they can continue to thrive in the international trading system; where high mega
RTAs-based standards threaten to be imposed. A focus on concluding the Doha Development Round
should be emphasised.

Finally, key constituent and stakeholder input must be included in strategising reforms regarding
mega RTAs. Domestic input will provide important information for decision-makers and help build
national support around trade policies.

7.5 Concluding Remarks
The mega regional trade agreements will create a paradigm shift in the ethos of international

market access. Tariffs, the traditional barrier to trade, are flattening across the world and the trade
diversion anticipated from preferential tariffs under mega RTAs will not be as detrimental for India
as may be expected. However, the 21st century rules that these mega RTAs will frame in technical
and safety standards, trade facilitation, social standards, RoO, IPR and investment regime will gradually
emerge as the key determinants of market access.

The underlying decision for India in addressing the challenges highlighted in this study and
transforming them into opportunities to adapt to the evolving trade regime is finding a balance
between trade liberalisation and domestic support. It is important to remember that countries like
India stand at a pivotal position to mediate between the interests of North and South countries to
achieve a semblance of balance in the global trade regime. India will need to exert its position,
especially in crucial areas like IPR, and intrusive environmental and labour standards, amongst others.

The study has proposed multiple and complementary policy avenues: as a rule-setter through
active participation in the RCEP, by assimilating the �golden standards� that mega RTAs will endorse
through drastic domestic reforms, through continued and alternative bilateral and plurilateral
engagements, and building an inclusive coalition of member countries at the WTO.
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The recommendations presented are numerous and comprehensive. However it can only be
through national consensus at the national, state and local level that real and sustainable progress
can be achieved. National consensus-building initiatives can be as vital an action for India as the
policy recommendations plotted above and indeed can strengthen the envisioned reforms. Initiatives
may include:

� stakeholder events
� public-private meetings
� public dialogue meetings with political representatives and government officials
� targeted skills training
� capacity building exercises
� awareness campaigns

A broad political consensus, cutting across ideologies, is absolutely essential to ensure that these
issues are mainstreamed and brought into the public discourse. A lack of political will or conflicts
with sub-federal interests should be discouraged to allow for the proposed reforms. Manufactures,
service professionals, importers and exporters, regulators, and customs officials, amongst many
others, will all need the combined support of their government and the public behind them. The
Central government could consult with representatives across the political spectrum and State
governments to build a strong coalition in order to effectively respond to the challenges of mega
RTAs and ultimately thrive in the global economy.

The mega RTAs� potential outcome may prove enormously challenging for an excluded country
like India, which is setting ambitious goals of economic growth and development initiatives. However,
it can also be seen as a significant opportunity to take hold of these challenges and transform them
into balanced, attainable and lasting actions toward policy and strategy reforms at the national,
bilateral, regional and multilateral stage.

Endnotes
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Table 9: India�s exports to TPP by destination
Unit US$ billion

Source: ITC calculations based on Directorate General of Commercial Intelligence & Statistics

Table 10: India�s imports from TPP by source
Unit US$ billion

Source: ITC calculations based on Directorate General of Commercial Intelligence & Statistics
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Table 11: India�s exports to TTIP by destination
Unit US$ billion

Source: ITC calculations based on Directorate General of Commercial Intelligence & Statistics
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Table 12: India�s imports from TTIP by source
Unit US$ billion

Source: ITC calculations based on Directorate General of Commercial Intelligence & Statistics
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Table 13: India�s exports to EU-ASEAN by destination
Unit US$ billion

Source: ITC calculations based on Directorate General of Commercial Intelligence & Statistic
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Table 14: India�s import from EU- ASEAN by source
Unit US$ billion

Source: ITC calculations based on Directorate General of Commercial Intelligence & Statistic
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Annex 2

Table 1: GTAP region aggregation

Source: Authors

Table 2: GTAP commodity aggregation

Source: Authors
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Table 3: Source of India�s imports (% in total imports in 2007)

Source: GTAP 8.1 database

Table 4: Destination of India�s exports (% in total exports in 2007)

Source: GTAP 8.1 database

Table 5: India�s share in trade partner�s imports and exports (% in 2007)

Source: GTAP 8.1 database
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Table 6: Bilateral imports by member countries in TPP (% change from BASE)

Source: Authors
Note: For aggregated regions such as TPPSESIA the GTAP model reports the intra-region trade as well. Changes in
such intra-regional trade are reported in Tables 6 through 11.
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Table 7: Bilateral exports by member countries in TPP (% change from BASE)

Source: Author
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Table 8: Bilateral imports by member countries in TTIP (% change from BASE)

Table 9: Bilateral exports by member countries in TTIP (% change from BASE)

Source: Author

Source: Author
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Table 10: Bilateral imports by member countries in EU-ASEAN
(% change from BASE)

 Source: Author
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Table 11: Bilateral exports by member countries in EU-ASEAN (% change from BASE)

 Source: Author

Table 12: India�s exports (% change from BASE)

 Source: Author
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Table 13: India�s imports (% change from BASE)

Table 14: Sectoral output in India (% change from BASE)

 Source: Author
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Table 15: Domestic market price in India (% change from BASE)

Table 16: Welfare impacts for India (change from BASE)

Source: Authors
Note: Aggregate welfare is reported in US$ million and as a % of GDP in the scenario. The inequality and
poverty measures are percentage change from BASE levels.

 Source: Author

Table 16A: Total welfare gain / loss for India (US$ million)

 Source: Author
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Annex 4

Table: RTAs new rules and its implications for India




