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Preface

This report is the Final Report and entails our study of the potential economic, social and
environmental impacts of a Free Trade Area (FTA) between the European Union and the
Republic of India. It is a joint study by ECORYS Netherlands, CUTS and CENTAD and
it aims to shed light on the expected economic, social and environmental impacts of the
FTA in order to assist the negotiation process between the European Union and India.
The results are summarised in the executive summary and in the conclusions to this
report.
In this report you find various quantitative techniques aimed at quantifying impacts,
consultations with civil society in the EU and India for feedback on the various stages of
the report, causal chain analysis to look at detailed potential impacts at sector level and,
finally, a set of policy recommendations important to enhance the positive and mitigate
the negative potential effects of the FTA.
We have benefited greatly from the internal and external experts that have given
feedback, the public consultations, workshop in New Delhi (23rd of June) and bilateral
meetings with civil society. We are especially grateful to several EU and Indian civil
society representatives for their post-workshop critical comments, expertise and
suggestions as well as EU experts in the fields of SPS, automotives and grains and
textiles.
The project website for this study is www.tsia.ecorys.com/india and you can e-mail us at
tsiaindia@ecorys.com for further comments and suggestions for improvement.
This report was commissioned and financed by the Commission of the European
Communities. The views expressed herein are those of the Consultant, and do not
represent an official view of the Commission.

ECORYS Netherlands BV
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1 Executive Summary

In this Executive Summary, we mention the main results of the Trade Sustainability
Impact Assessment study for the FTA between the EU and the Republic of India. Because
we only mention the main issues, we refer the reader to the full text and annexes for a
more elaborate and detailed description of the results in line with the DG Trade
Handbook (DG Trade, 2006).

1.1

Methodology
•

The first component of the study consists of in-depth literature research, Computable
General Equilibrium and Gravity modelling, as well as a poverty analysis. This is
done by expert teams in each of the fields and combined with the second component
– consultations with civil society – to constitute the report. Especially the quantitative
approaches face limitations that are clearly put forward in this report. Therefore, the
quantitative analysis is complemented by qualitative analysis and assessment
methods including Causal Chain Analysis (CCA) and stakeholder consultation.

•

The second component consists of a continuous debate and the involvement of civil
society throughout the research. We have received over 1900 hits on the ECORYS
TSIA EU-India website, organised three public meetings and two workshops,
involved over 80 representatives of civil society, organised over 25 bilateral meetings
with representatives to go into detail on specific issues and incorporated the majority
of comments and suggestions made into the report – some of which have had a
fundamental impact on the direction.

1.2

Overall results
•

The extended FTA brings India and the EU by far the most benefits in terms of
economic, social and environmental gains (welfare, production, trade, wages, health
& productivity, employment and poverty).

•

In the short-run, the most beneficial scenario could potentially be the most costly in
terms of regulatory approximation, investments in new and upgraded standards and
production methods and sector re-allocations (e.g. SPS standards in meat and animal
fats, certifications and border cost reductions).

TSIA for the EU – India FTA – Final Report
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•

Even though the overall effects are (small but) positive for the EU and positive for
India, it is clear that some sectors gain and some lose, and within the sectors, some
people gain and some lose.

•

Negative third country effects (e.g. for Bangladesh, Pakistan or Sri Lanka) as a
consequence of the EU India FTA are found to be very small.

•

The FTA leads to an overall reduction in poverty in India, both for urban and rural
poverty levels. The more ambitious the FTA, the more poverty is reduced as income
effects increasingly dominate price effects.

•

In the more limited FTA, rural poverty levels in India fall faster than urban poverty
levels. In the more ambitious FTA this result is reversed.

1.3

16

Main economic impacts of the FTA
•

In the extended FTA, India is expected to gain €4.9bn in the short run and €17.7bn in
the long run, while the EU is expected to gain €4.4bn in the short run and €1.6bn in
the long run.

•

For the motor vehicles and automotives sector, effects on output are expected to be
positive for both the EU and India, especially when including dynamic FDI effects.

•

Significant shifts of production are expected in the wearing apparel and leather
sectors, where output in India is expected to increase considerably (28% for both),
while the EU will face a slight decline in output (-1.4% and -3.3%, respectively).

•

Effects on real income stemming from the financial and banking sector as well as the
other business services sector both in India and the EU depend to a large extent on the
degree of successful liberalisation and non-tariff barrier (NTB) reduction in these
sectors – potential gains – shown by gravity analysis – are high, up to 19% of trade
costs.

•

Increased investment flows as a result of the FTA (directly and indirectly) and
reductions in NTBs are expected to have large (potential) beneficial effects, for both
the EU and India. Estimates reach up to €17.7 billion.

•

Presently, FDI restrictions have a very significant negative impact on services trade
in India, of up to 18.6% in transport services and other business services and up to
18.1% in insurance services. As is shown by the separate FDI analysis, the impact of
investment in the services sectors is very considerable, especially for the Indian
economy. The extent to which such potential benefits materialize depends largely on
the impact the FTA has on further liberalisation of the aforementioned restrictions,
sector reform and integration in the global market of the services sectors.

TSIA for the EU – India FTA Final Report

•

Improvement in horizontal issues – mainly investment conditions – will considerably
affect potential FDI flows that in turn play an important role in increasing
competitiveness of the services sectors, especially for India.

•

A major economic boost could potentially come from liberalising insurance services
(e.g. addressing the 26% equity gap) by generating the abovementioned welfare
effects, and assisting finance in the Indian economy.

•

For the ambitious FTA, an average increase of 10.3% in export value for India is
estimated and an average 0.39% increase for the EU. The increase for India comes
mainly from wearing apparel, leather and automotives, while for the EU the increase
stems from other business services, minerals and transport equipment.

1.4

Main social impacts of the FTA
•

The FTA is expected to have moderate pro-poor effects with a reduction in the
overall poverty ratio in India. This is expected to be more pronounced in the long run
than in the short run.

•

No direct effects on health and education are expected, but indirectly, increases in
incomes, real wages, employment opportunities, and declining poverty ratios could
potentially have positive effects.

•

Health improvements are expected to be relatively smaller in labour-intensive sectors
where the informal market plays an important role and where many females and
unskilled workers participate.

•

Increased specialisation as a consequence of the FTA can cause some reallocation of
production among regions and across sectors, especially in India. These cause
restructuring costs in the short-run, but are expected to benefit both the Indian and
EU economies in the long-run.

•

Increased competitiveness and further investment in productivity can induce some
substitution of labour by capital.

•

The reinforcement of the FTA of current industrial restructuring processes in the
textile and wearing apparel sector is expected to result in increased employment
opportunities in India for both skilled and unskilled workers.

•

Employment effects for the financial services and other business services sectors in
the EU as calculated by the CGE model are expected to be minimal, but the possible
impact of FDI (and outsourcing) on employment is not taken into account.

•

The FTA is expected to induce a significant increase in the real wages of both skilled
and unskilled workers in India as a consequence of the FTA (in both the short and
long run, 1.7% and 1.6%, respectively).

TSIA for the EU – India FTA – Final Report
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•

Overall in the EU, there is no discernable impact on labour incomes, though there is
some labour displacement across sectors.

•

The Indian FTA scenarios displace between 250 and 360 workers in the EU27 per
100,000. The Indian figure is higher, between 1,830 and 2,650 workers in every
100,000 shift to another sector. In the Indian case, workers are relocating between
sectors because of positive pull-factors (i.e. they are attracted by higher wages).

•

The reallocation of labour – especially in the short run – may lead to lower levels of
job security in the short run, but will mean higher levels of job security and work
quality in the long-run, especially when ILO Core Labour Standards and Decent
Work are taken into account.

1.5
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Main environmental impacts of the FTA
•

Overall, the expected environmental impacts for the EU and India are either
insignificant or slightly negative.

•

Overall, the impact of the FTA on the atmosphere is moderately negative, especially
in India. This comes from an increase in production in sectors such as textiles &
wearing apparel and automotives & auto parts, and from increased growth, trade,
production and consumption as a general consequence of the FTA.

•

Energy production (causing increased levels of GHG emission) is expected to rise as
a result of FTA-induced increased economic growth, lower poverty levels, increased
trade (transport) and higher incomes, particularly in India.

•

More trade between the EU and India may cause an increase in ‘green’ trade whereby
EU technologies are disseminated in India at a higher rate, mitigating some of the
negative environmental impacts.

•

Increased air traffic caused by higher trade flows in the services sectors may
negatively affect global GHG emission levels.

•

In India, increased use of fertilizers in the grains sector (and other agricultural sector),
as a result of enhancement of productivity boosted by the FTA, might have a slightly
negative impact on land and water quality.

•

No significant direct impacts on biodiversity have been identified for the EU.

•

For India, moderate negative effects on water quality are expected from increased
output in the textiles and wearing apparel sector. However, the apparel sector – where
most prevalent impacts take place – is far less damaging to water quality than the
textiles sector.

TSIA for the EU – India FTA Final Report

1.6

Policy implications
In order to enhance the expected positive impacts of the FTA and mitigate the potential
negative ones, we include several policy recommendations along the lines of the three
sustainability pillars; economic, social and environmental.
Economic pillar
•
Further improvement of the Indian investment climate is imperative. This can be
done through a reduction in foreign ownership restrictions, adaptation of competition
policy, engagement in more trade facilitation and an improvement of the transparency
of customs procedures and IPR enforcement system.
•

Stimulation of entrepreneurship and competitiveness within the SME sector through
education and (re)training, as well as the introduction of stimulating export promotion
programmes.

•

A convergence of EU and Indian standards will strongly facilitate trade and increase
mutual market access – through regulatory initiatives on for example SPS and TBT.
This should be done in combination with technical assistance to assist with the effects
of increased trade flows.

•

Potential negative short term transitional effects from the FTA can be mitigated by
phasing in the liberalisation efforts over time or sequentially by sector.

Social pillar
Employment creation and labour conditions in India could be strengthened by
incorporating social dialogue which makes use of best practice cases on ILO core
labour standards and by expanding current pilot projects related to the quality of
work.

•

•

We propose to carefully monitor poverty aspects and rural development in India,
strengthening the pro-poor effects of the FTA through technical support in rural areas
geared towards SPS measures and productivity enhancement.

•

Deeper penetration of the banking sector in rural India is important, but can only be
achieved through the reduction of regulatory burdens.

•

Measures to promote the flexibility of the labour market, particularly in relation to
education and skills (re)training are important in order to reduce the short-transition
term costs for the Indian economy.

•

Regarding regional effects, the development of a multitude of regional strategies is
necessary to deal with issues in regions suffering from industrial decline and
migration in India.

•

EU regional effects can be addressed using structural funds and the globalisation
fund.

TSIA for the EU – India FTA – Final Report
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•

Appropriate mitigation and enhancement measures need to be put in place to ensure
that increases in demand in Indian sectors with a large informal sector do not
negatively affect working conditions, at least in the short run.

Environmental pillar
•
The enhancement of environmental impact assessment and monitoring programmes
as well as the creation of incentives for environmentally-friendly production both on
EU and Indian side, are important. This can be achieved, for example, through the
voluntary introduction of environmental management systems; the objective
measurement of environmental variables; sector liberalisation based on that sector’s
environmental performance; the provision of temporary funds for upgrading
production methods; and the inclusion of environmental concerns into production
decisions.
•

1.7

New technologies are generally better for the environment than more dated ones. The
facilitation of technology transfer from the EU to India may therefore yield
environmental gains or at least mitigate the slightly negative impacts of the FTA.

Note of caution
It is vital to emphasise the clear distinction between an impact and a policy measure, the
former being important for the interim report, the latter for this report. However, we have
made some assumptions in the modelling process to yield economic, social and
environmental impacts of the FTA that may look like policy measures. These apply
mostly to the horizontal issues – where harmonisation of legislation to EU standards is
envisaged.
Finally, we would also like to emphasise that all results presented in this report are
economic predictions based on CGE modelling, poverty and gravity analyses and indepth analyses. These outcomes are based on FTA assumptions which constitute our
estimates of how the negotiations may proceed, but are by no means fixed. This report
thus represents the views and analyses of the consortium that are in no way linked to the
negotiating positions of the EU.

20
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2 Introduction

2.1

Aims of the study
The Trade Sustainability Impact Assessment methodology has been created for two major
reasons:
•
To analyse the economic, social and environmental impacts in advance of policy
decision making in order to include sustainable development goals in trade policy.
This aim is achieved in this report by using analytical tools (CGE modelling) and
causal chain analysis in a scientific and objective manner;
•
To involve civil society in a dialogue on trade policy and trade policy issues. This
aim is achieved in this report by actively engaging with civil society at various stages
of the report development, including dissemination of results.
In order to achieve these goals, the study is carried out in three different phases.

2.2

TSIA Methodology
In order to investigate the potential economic, social and environmental impacts of the
FTA between the EU and India, the study is carried out in three Phases.
Phase 1: The Global Analysis
In the Global Analysis sector, a preliminary assessment of the economic impacts of trade
and investment liberalisation measures which can be taken within the framework of the
EU-India FTA negotiations as part of the overall objective of the study is made. For the
Global Analysis part, the following specifications were presented in the assignment:
‘Describe in a preliminary overview the baseline scenario, with focus on WTO
commitments and selected sensitive areas, define two scenarios of likely outcome of the
negotiations and propose selected sectors and horizontal measures for in-depth analysis’
As outcomes, we provide a general economic analysis of India and EU, assess the
quantitative impacts of the EU-India FTA on both economies through CGE modelling
and propose five sectors and five horizontal issues for in-depth study based on a
screening and scoping exercise.
Phase 2: The in-depth study of sectors and horizontal issues
In the in-depth studies, we analyse the economic, social and environmental impacts of
trade and investment liberalisation measures which can be taken within the framework of
the EU-India FTA negotiations:

TSIA for the EU-India FTA – Final Report
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‘The Trade SIA should address how the trade and investment provisions of the Free
Trade Agreement under negotiation could affect social, environmental and developmental
issues in the EU and India’.
In this Phase of the study, consultations and qualitative interviews have a prominent role.
We have actively consulted civil society through the TSIA workshop, public meetings
and in-depth interviews based on interim report outcomes and on sector-specific issues.
Details on input from consultations received can be found in Annex III, as well as an
indication of how several of these inputs have been taken into account.
Phase 3: Policy recommendations and flanking policy measures
In the final phase, we broadly recommend two types of policy measures: policy measures
concerning negotiating positions and policy measures which aim to maximise the positive
FTA impacts and minimise its negative effects (preventative, mitigation and enhancement
measures). These policy measures are based on the impact analyses of the earlier parts of
the study. Also during this part, we discuss in-depth with civil society and its
representatives to discuss the results and outcomes.

2.3

Description of the structure of the report
This Final Report is structured in such a way as to combine the methodological aspects
with the empirical and policy outcomes, and to combine the first three sub-parts of the
study. We focus on maintaining the following aspects as core issues throughout the
report”
•
Clearly look at and present the assumptions we make throughout the report;
•
Clearly look at the FTA from both the EU and Indian sides (e.g. in terms of
modelling, impacts and policy recommendations);
•
Clearly present the involvement and outcomes of our engagement with civil society.
In Chapter 3, the context of the EU-India relations is summarised from the Global
Analysis Report, besides a description of the current trade and investment flows between
the EU and India we give the current situation about the sustainable indicators for both
the EU and India. In Chapter 4, we present the results from consultations with civil
society and key stakeholders, including the outcomes of the TSIA Workshop held on the
23rd of June 2008 in New Delhi. Chapter 5 gives the quantitative results and analyses,
notably the Computable General Equilibrium model outcomes, both overall and for the
specific sectors, as well as the Gravity model results and poverty analysis.
Chapters 6 to 15 cover the in-depth analyses of the chosen sectors and horizontal issues.
In these chapters, the following sectors and horizontal issues are carefully analysed, based
on the CGE outcomes, in-depth theoretical and (local) empirical research, and
consultations with civil society: grains (including rice), motor vehicles & automotives,
textiles & clothing, financial and banking services and other business services (including
management consulting, IT services and call centres), trade facilitation, sanitary- and
phytosanitary measures, technical regulations for industrial products, investment
conditions and intellectual property rights.
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Chapter 16 summarises all economic, social and environmental impacts of the FTA. This
Chapter provides also additional insights into the impacts of the FTA by looking at the
sustainability indicators instead of at the analysed sectors and horizontal issues. As such
this analysis is more broad and links the impacts directly to the indicators that matter for
sustainable development. In Chapter 17 we derive policy recommendations in order to
enhance the positive FTA effects and mitigate the negative ones.
The final Chapter of the report, Chapter 18, concludes.
Additionally, in the various Annexes, we provide more details, and additional information
not at the core of the final report.

2.4

Explanation of the conclusion tables
Due to the impact that the FTA will have on the production systems, there are direct and
indirect economic, social and environmental impacts. These three types of impact have an
effect on sustainable development and therefore the impact assessment will make use of a
set of sustainability indicators. These are listed in Table 2.1, Table 2.2 and Table 2.3.

Table 2.1

Economic sustainability indicators
Economic Core Indicators

Specific Indicators

a) Real Income

GDP per capita, Net value added, consumer effects,
effect on prices, variety of goods and services

b) Investment

Total Investment, Public Investment, Business
Investment, FDI

c) Trade

Balance of trade in goods and services, Volume of
trade in goods and services, Terms of trade

Table 2.2

Social sustainability indicators
Social Core Indicators

Specific Indicators

a) Poverty

People living under poverty line, GINI index, regional
effects.

b) Health

Life expectancy, Mortality rates (maternal, child),
Access to health services, sanitation, nutritional levels.

c) Education

Primary, secondary and tertiary enrolment rates,
literacy rates.

d) Labour issues (incl. Employment and decent work)

Unemployment, Productivity and quality of work,
Rights at work, Employment opportunities, wage
effects, self-employment

e) Equality

Gender equality in employment and employment
opportunities, gender equality in education, social
protection, social dialogue.
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Table 2.3

Environmental sustainability indicators
Environmental Core Indicators

Specific Indicators

a) Atmosphere

CO2 emissions, air quality, quantity of dangerous
chemicals in atmosphere (dangerous to ozone layer or
to humans).

b) Land

Land use in agriculture, forest, desertification,
urbanization, natural resource stocks.

c) Biodiversity

Number of species, protected areas, ecosystem.

d) Environmental quality

Waste management, energy resources.

e) Fresh and waste water

Quantity of water use, Access to safe drinking water,
Water quality, Quantity of waste water, Cleaning of
waste water, Water supply.

All selected sectors and horizontal issues will be assessed by experts using these
sustainability indicators. At the end of each chapter in which sectors and horizontal issues
are analysed, we present the conclusions for that sector (or horizontal issue) together with
a conclusion table, in line with the Trade SIA Handbook (DG Trade, 2006).
The conclusion table summarises the effects of the FTA for the selected economic, social
and environmental indicators for sustainable development. Table 2.4 below shows an
example of this kind of conclusion table of the effects with all the specific indicators. For
each indicator there’s an indication of:
A. Overall direction and magnitude of change from baseline (WTO accession) scenario;
B. Extent of existing economic, social and environmental stress in affected areas;
C. Equity of change: how it affects different sectors of the population;
D. Potential for irreversibility;
E. Regulatory and institutional capacity to implement ameliorating measures.
The symbols for impacts:
○
Insignificant impact
+
Positive, less significant impact
,
Negative, less significant impact
↕
Positive and negative impacts to be experienced
?
Net effect uncertain
▲
Positive, highly significant effect
▼
Negative, highly significant effect
Additional symbols used:
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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Table 2.4

Example conclusion table

Core indicator

Overall direction

Existing

magnitude

conditions

A

B

Equity

Reversibility

Capacity to
change

C

D

E

Economic
Real income
Fixed capital formation
Trade
Social
Employment & decent
work
Poverty
Equality
Health
Education
Environment
Atmosphere
Land
Bio-diversity
Environmental quality
Fresh and waste water
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3 Context of EU-India Relations

The Global Analysis Report (Phase 1) of the TSIA EU-India gave a first overview of the
situation between the EU and India in terms of economic, social and environmental issues
and trends. In this chapter, we provide an overview of these issues and trends for both
areas in order to set the backdrop against which the negotiations are taking place. The full
text from the Global Analysis Report can be found in Annex II.

3.1

Historical Overview
In 1962, the Republic of India was one of the first countries to begin diplomatic relations
with the European Union, (in 1962 the EU was known as the European Economic
Community and only had six members). Since then, the EU and India have developed a
closer relationship in areas such as politics, trade and investment, economic and
development cooperation as well as in civil society and cultural exchanges.
During the sixth summit held in September 2005, the EU and India agreed on a Joint
Action Plan and to take positive steps to increase bilateral trade and economic
cooperation further and to tackle barriers to trade and investment. A High Level Trade
Group (HLTG) was set up to study and explore ways to make the relationship more
intense than it already was by also improving on environmental and social issues. The
HLTG reported to the EU-India Summit in October 2006, recommending that an
expanded trade partnership be developed through the negotiation of a broad-based trade
and investment agreement.
Following that agreement, negotiations for an EU-India FTA were launched on 28/29
June 2007 in Brussels. The proposed FTA is expected to be fully WTO-compatible,
ambitious and comprehensive, covering not only trade in goods and services, but also
investment, and paying special attention to non-tariff barriers, rules and regulations such
as Intellectual Property Rights, competition, government procurement, and transparency.

3.2
3.2.1

EU-India Trade & Investment Flows
Trade
Based on 20081 data, the EU-27 represent the biggest trade partner for India with 19.5%
in terms of overall trade (imports plus exports). India’s imports from the EU constitute
18.2% of total imports and the EU is even more important in terms of exports, with
1

EUROSTAT (Comext, statistical regime 4), DG Trade, 10 Sept. 2008
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21.7% of India’s total exports going there. As Figure 3.1 shows, although the EU is
India’s major trading partner, the EU share in total Indian trade has been (slightly)
decreasing during the last couple of years.
Figure 3.1

EU share in total Indian trade (%)
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Source: EUROSTAT (Comext, Statistical regime 4), DG Trade, 10 September 2008.

In line with Figure 3.1, Figure 3.2 also shows the relative decline of EU-India trade flows
compared to World-India trade. The figure shows a faster growth rate of trade with the
world than with the EU. The main growth in export markets for India comes from other
Asian countries, e.g. China.
Figure 3.2

India overall trade with the World and the EU (in Mio)
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Source: EUROSTAT (Comext, Statistical regime 4), DG Trade, 10 September 2008.

28

TSIA for the EU-India FTA – Final Report

2007

For the EU, India is only a small trade partner, with 2.1% of total EU trade coming from
or going to India. India ranks 9th in the list of major EU trading partners (overall trade). It
constitutes 1.8% of total EU imports (11th place) and 2.4% of total EU exports (8th place).
Over time, as Figure 3.3 shows, India’s share in total EU trade has grown slightly.
Figure 3.3

India share in total EU trade (%)
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EUROSTAT (Comext, Statistical regime 4), DG Trade, 10 Sept. 2008.

Trade composition
In 2007, the EU mainly imported textiles and clothing from India (accounting 24,3% of
total imports from India). Chemicals and machinery are also important import products
for the EU from India. EU exports to India mainly comprise of machinery and transport
equipment and chemicals, showing that there are significant levels of intra-industry trade
in specific sectors.
The fisheries and aquaculture sector is especially important and, as a key producer, India
ranks 5th on the list of world producers in the sector. Regarding trade in fisheries between
the EU and India, in 2004-2006 India was number 10 of the main exporters of fisheries
and aquaculture products (accounting for € 383 million, or 3.1% of total EU fishery
imports). Regarding EU exports of fishery products to India, in 2004-2006 India ranked
56th on the list of EU markets of fishery products (with an average value of roughly € 3
m). This means there is a trade balance of fishery products of € 380 m in favour of India.
Table 3.1 and Table 3.2 show a summary of trade composition between the EU and India.
Table 3.1

European Union, Imports from India (2006)
Products (Sitc Sections) in order of
importance
TOTAL
Manufactured goods classified chiefly by
material
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Share of total

Mio euro

%

26.262

100,0

1,8

8.324

31,7

4,6

EU imports
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Products (Sitc Sections) in order of

Share of total

Mio euro

%

Miscellaneous manufactured articles

6.875

26,2

3,9

Machinery and transport equipment

3.033

11,5

1,1

Chemicals and related products, n.e.c.

2.781

10,6

2,5

Food and live animals*

1.527

5,8

2,4

Mineral fuels, lubricants and rel. Materials

1.220

4,6

0,4

Crude materials inedible, except fuels

695

2,6

1,1

Animal and vegetable oils, fats and waxes

140

0,5

2,3

Commodities and transactions n.e.c.

109

0,4

0,3

Beverages and tobacco

82

0,3

1,2

importance

EU imports

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 10 Sept. 2008

Table 3.2

European Union, Exports to India (2006)
Products (Sitc Sections) by order of

Share of total

Mio euro

%

TOTAL

29.481

100,0

2,4

Machinery and transport equipment

10.873

36,9

2,5

9.399

31,9

5,7

Chemicals and related prod., n.e.s.

2.325

7,9

1,2

Miscellaneous manufactured articles

1.585

5,4

1,3

Crude materials inedible, except fuels

1.208

4,1

4,5

Commodities and transactions n.e.c

499

1,7

1,5

Mineral fuels, lubricants and rel. Materials

126

0,4

0,2

Food and live animals

109

0,4

0,3

Beverages and tobacco

76

0,3

0,4

Animal and vegetable oils, fats and waxes

14

0,0

0,6

importance

Manufactured goods classified chiefly by
material

EU exports

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 Sept. 2008

The EU has a negative trade balance with India in agricultural products, energy, textiles
and clothing. In chemicals and iron and steel, the trade balance is only slightly negative.
The EU has a positive trade balance in power / non-electrical machinery and transport
equipment, for non-agriculture raw materials and office/telecommunication equipment
the balance is only slightly positive. The various trade balances are presented in Table 3.3
below.
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Table 3.3

EU trade balance with India.
Sector

Imports

Exports

Balance

Agriculture products

1.975

281

-1.694

Energy

1.220

126

-1.094

Non-agriculture raw materials

68

262

194

Office / telecommunication equipment

234

369

135

Power / non-electrical machinery

1.202

6.116

4.914

Transport equipment

1.018

3.010

1.991

Chemicals

2.781

2.325

-456

Textiles and clothing

6.385

196

-6.190

Iron and steel

2.030

1.478

-552

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 Sept. 2008

Trade in services
In 2005, the EU trade balance in services with India was positive, after showing a
negative balance in 2003 and 2004. Figures from the services sector show that the Indian
share of EU trade in services was 1.6%, compared with a 24.8% share of the US in EU
trade in services.

3.2.2

Investment

EU investment in India
The EU is India’s largest source of foreign direct investment, and as presented in Table
3.4 it peaked in 2007, with a more than fourfold increase in FDI outflows from 2006 to
2007. With respect to FDI inflows from India there is large increase in absolute and
relative terms and can mainly be contributed to the acquisition of Corus by TATA Steel.
Sectors attracting FDI inflows in India during 2006- 2007 are2: Real estate, Construction
activities, Services sector, Telecommunications, Electrical equipments that includes
electronics and computer software. As presented in Table 3.5 Germany is the main
investor in India, followed by the United Kingdom and the Netherlands (with respect to
FDI outflows).
Table 3.4

FDI EU-India (in billion EUR)
2004

2005

2006

2007

FDI outflows to India

1.6

2.5

2.5

10.9

FDI outward stocks in India

9.1

11.1

13.4

24.4

FDI inflows from India

0.0

0.5

0.5

9.5

Source: EUROSTAT, 64/2008 Statistics in Focus

2

http://business.mapsofindia.com/fdi-india/inflows-during-2006-2007.html
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Table 3.5

Top 4 of EU investing countries with respect to FDI outflows in India (mio EUR)
2004-2007

2007

average
EU-27

4.376

10.947

1. Germany

864

1.719

2. United Kingdom

572

567

3. The Netherlands*

258

465

4. France

255

316

Other Member States

2.240

7.523

Source: EUROSTAT, 64/2008 Statistics in Focus
* Excluding SPEs

Indian investment in the EU
Indian investment in the EU has increased in recent years. The FDI inflows (to the EU) in
2001 were 0.1 billion Euro’s, increasing to 0.6 billion Euro’s in 2003. This trend is also
seen in the Indian stock in the EU, which totalled half a billion Euros in 2001, increasing
to 1.3 billion Euros in 2003. India has nearly 30% of its total outward stock stalled in the
EU. In terms of India’s total outward stock of FDI compared to the rest of the world, in
2003, India had just 0.08% of the total outward stock of FDI.

3.3

Economic Issues and Trends

3.3.1

European Union

It is important to emphasise that there are regional disparities in a couple of economic and
social indicators within the EU-27. The entry of 10 new Member States has served to
make these differences even larger.
Income Growth and Income Disparities
The real GDP growth rate was 2.9% for the EU-27 in 2007. In general, EU economic
performance between 2000 and 2006 was relatively modest, despite some upturns, with
an average annual growth rate of 1.6% in the EU-27 over the period. This is compared to
3% on average between 1997 and 2000.
Consumer Price Inflation
The average inflation was 2.3% for the EU-27 in 2007. Euro zone inflation in February
2008 increased to 3.3% from its January level of 3.2%, representing the highest rate of
inflation since the ECB took over in early 1999. Higher prices have been driven mostly
by rises in the cost of energy and food products. Energy prices were up 8.1% in the final
quarter of 2007, while inflation, excluding energy prices was running at 2.3% for the
same period. Food prices (including alcohol and tobacco) also rose significantly in the
final quarter of 2007 with a hike of 3.9%, reflecting increases in the prices of dairy
products, breads and cereals.
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Investment
Over the last 10 years, investment spending has remained roughly constant at around 20%
of GDP. Total investment in the EU-27 was 21.3% in 2007. For total investment is
forecasted to decline in the next years, for 2008 it will be 21.2%, for 2009 20.8% and in
2010 it is expected to be 20.7%3.
Outward FDI flows from the EU-25, measured as a percentage of global outward FDI
flows dropped from 66% to 41% in the period from 2000 to 2004, before suddenly
spiking at 73% in 2005. EU outward FDI stocks, as a proportion of the global total, rose
gradually over the last decade, going from 44% in 1996 up to 52% in 2006. During the
same period, EU inward FDI flows have been significantly outpaced by outward flows in
every year except 2002, when inward FDI flows inched slightly ahead of outward by just
a quarter of a percent. The EU’s share of global inward FDI flows then dropped sharply
to 28% in 2004 before rising back to 51% in 2005. The EU’s share of inward FDI stocks
showed a slight decline between 1998 and 2001 before making a gradual rise from 2001
until 2004. In 2006, the EU’s share of global inward FDI stock stood at 45%.
Trade
The EU is a major force in global merchandise trade. In 2007, the EU-27 had a share of
national imports in world imports of 19%, for exports this share was 17.4%. From 2002
to 2006, EU imports grew by an annual average of 9.4%, while exports grew at an
average rate of 6.7%. Over the same period, the EU has watched its trade deficit grow
from over €41 billion in 2002 to almost €51 billion in 2006, an average annual growth
rate of 8.1%.
In terms of merchandise breakdown, “Machinery” was both the top export and import
sector for the EU from 2002 to 2006. In 2006, it accounted for over 43% of the EU’s
merchandise exports and almost 30% of merchandise imports. In the export category, it
was followed by “Other Manufactured Goods”, which made up just over 25% of 2006
exports, and “Chemistry” which accounted for another 16%. In the 2006 imports
category, “Energy” and “Other Manufactured Goods” followed “Machinery”, each
accounting for about 25% of total EU imports.
While the EU has seen its merchandise trade deficit rise in recent years, its services trade
has shown an increasing surplus. From 2002 to 2006, the EU’s surplus in trade in services
grew by an average annual rate of 32%, with service exports growing at 6% and service
imports growing at 4%. The largest portion of service exports (in terms of balance of
payment credit entries) for the EU during 2005 and 2006 fell under the category of “Other
Business Services”. This category accounted for roughly 29% of total service exports in
both 2005 and 2006. It was followed by “Transportation”, which made up 26% and 25%
in 2005 and 2006, respectively. On the debit side, “Transportation” was the leading
service import category for the EU in both 2005 and 2006, accounting for 25% and 26%
of total service imports in each respective year. This was followed in 2005 by “Travel
Services” and in 2006 by “Other Business Services”.

3

EUROSTAT, January 2009
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3.3.2

India

Income Growth and Per Capita Income
By 2006, the average share of imports and exports in GDP had risen to 24%, up from 6%
in 1985. FDI inflows increased to 2% of GDP from less than 0.1% of GDP in 1990, with
FDI outflows picking up substantially towards the end of 2006. There has been a massive
increase in output, with the potential growth rate of the economy estimated to be around
8.7% in 2007-08. Table 3.5 shows the GDP growth rate at factor cost for 2005-2008.
Table 3.6

Annual GDP Growth Rate at Factor Cost
Year

GDP Growth Rate

2005-06

9.4

2006-07

9.6

2007-08

8.7

Source: Economic Survey 2007-08, Government of India

There has been a shift in average annual growth of per capita income from the early
1990s onwards. Per capita income grew at a rate of 3.6% per annum between 1991 and
2001 and accelerated to 4.8% per annum in 2001-05.
Table 3.7

Per Capita Income
Year

PCI

2003-04

11799

2004-05

12416

Note: Measured at 1993-94 prices; Source: Reserve Bank of India

Consumer Prices
Net value added is the value of output less the values of both intermediate consumption
and consumption of fixed capital. Table 3.8 presents the growth of value added by sector.
Table 3.8

Sectoral Growth of Valued Added at Constant Prices
Sector

2000

2002

2004

2000-04

% per year

34

1999

2004

Share in value-added

Communication

26.9

25.7

26.5

24.9

1.7

3.9

Insurance

-0.7

51.1

13.8

14.2

0.7

1.0

Computer Services

51.1

17.1

23.6

26.9

1.0

2.5

Other Services

5.0

5.9

10.9

7.3

33.0

34.7

Construction

6.1

7.7

12.5

8.2

6.2

7.1

Manufacturing

7.7

6.8

8.1

6.4

16.2

16.3

Largely State Owned Sectors

2.2

9.6

1.1

4.9

9.7

9.1

Utilities

2.0

4.8

4.3

3.5

2.7

2.4

Mining

2.5

8.7

5.8

4.8

2.5

2.4

Railways and Post

3.7

6.9

5.1

5.3

1.3

1.2

Banks

1.4

14.8

-5.8

6.0

3.1

3.1

Other Services

7.3

8.5

13.0

9.3

36.5

42.2

Agriculture

-0.3

-7.8

0.7

1.8

25.4

20.5
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Sector

2000

2002

2004

2000-04

1999

2004

Dwelling and Real Estate

2.6

2.3

2.7

2.5

5.7

4.8

Total of above

4.6

4.0

7.8

6.2

100

100

Source: National Accounts of India as mentioned in OECD Economic Survey of India, 2007

Table 3.9 shows the trend in WPIs between 1995-96 and 2006-07. Primary articles have
clearly experienced a sharper increase in prices relative to manufactured products.
Table 3.9

Wholesale Price Index (Average of Weeks 1993-94=100)

Year

Primary Products

Manufactured Products

All Products (Weight

(Weight 36.25%)

(Weight 63.75%)

100%)

2004-05

188

166

187.3

2005-06

194

171

195.6

2006-07

209

179

206.2

Note: CAGR – Compound Annual Growth Rate; Source: Economic Survey 2007-08, Government of India

Table 3.10 shows Indian gross capital formation as a percentage of GDP at current market
prices. There was a rise between 2004 and 2006 or 3.3% and just 0.4% in the following
year.
Table 3.10

Gross Capital Formation as % of GDP (at current market prices)
Indicator

2004-05

2005-06

2006-07

Gross Capital Formation

32.2

35.5

35.9

Public Sector

6.9

7.6

7.8

Private Sector

23.4

25.8

27.0

Gross Fixed Capital Formation

28.4

31.0

32.5

Source: Economic Survey 2007-08, Government of India

Investment
The cumulative FDI inflows from August 1991 to August 2007 were US$61bn. India is
growing as an attractive investment destination and has become the third largest economy
in the world after the US and China on purchasing power parity (PPP) basis. India was
able to accumulate FDI equal to 5.7% of its GDP in 2006.
Trade
India’s aggregate exports have grown at an average of 11-12% per annum during the
period 1987-2007. Manufacturing, with a share of more than 70%, accounts for the bulk
of India’s exports. In direct contrast, the growth in agricultural exports has slowed down
from 10% per annum during 1987-1996 to 5% per annum during 1996-2007. The share of
agriculture in India’s total merchandise exports has decreased to 10%. Table 3.11 shows
an increasingly negative trade balance in recent years.
Table 3.11

India’s Exports, Imports and Trade balance (in US$ mio)
Year

Exports

2004-05

83535.9

111517.4

-27981.5

2005-06

103090.5

149165.7

-46075.2
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Imports

Trade Balance

35

Year

Exports

Imports

Trade Balance

2006-07

126331.1

190566

-64234.9

Source: Handbook of Statistics, Reserve Bank of India

India’s share in global trade in commercial services has increased from 1% in 1999 to
2.7% in 2006. While India’s share and ranking in world merchandise exports were 1%
and 28th respectively in 1999, its share and ranking in world commercial services exports
improved to 2.7% and 10th in 2006. Table 3.12 shows the Indian terms of trade and its
fluctuations between 2004 and 2007.
Table 3.12

Terms of trade
Export Growth
Value
Year

(US$)

2004-05

30.8

2005-06

23.4

2006-07

22.6

Import Growth

Volume

Volume

Terms of Trade

Unit

Value

value

(US$)

Unit

Net

Income

17.6

8.9

42.7

14.7

21.6

-10.9

5.0

11.8

9.0

33.8

48.2

-10.7

22.7

36.9

15.8

8.1

24.5

24.1

2.7

5.2

21.8

Value

Source: Economic Survey 2007-08, Government of India

3.4

Social Issues and Trends

3.4.1

European Union

In Table 3.13 below, an overview is given of a number of indicators that reflect the social
situation in the EU.

Table 3.13

Social indicators
Specific indicators

Poverty

People living under poverty
line

1

On average, 16% of the population in the EU27 lives in poverty. Within
EU27 countries, the poverty rate ranges from 9% to 21%.
The GINI-index as a measure of the inequality of income distribution

2

GINI index

equals 30%. Within EU27, countries the GINI-index lies between 23
and 38%.
3

Life expectancy

In the EU27, life expectancy at birth is 78.4 years.

Mortality rate – child

4

EU27 average equals 5.3 in 2003. Steady decline in past decades.
Maternal mortality rate equals 6.0 in EU in 2005. Strong decline in
5

past decades, especially in new Member States.

Health

Mortality rate – maternal

Coverage and access are broadly guaranteed to all inhabitants in
most Member States. Situation for disadvantaged groups is point of
Access to health services

6

interest.
In 2002, over 80% of EU population has access to good quality water

Sanitation

7

and sanitation.
8

Nutritional levels
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EU policy aimed at overweight and obesity.

Specific indicators

Enrolment in primary education is over 90% in the EU27 and close to
Primary enrolment rate

9

100% in most Northern and western European countries.
Enrolment in secondary education is over 90% in the EU27 and close

Education

Secondary enrolment rate

10

to 100% in most Northern and Western European countries.
Proportion of population that attain tertiary education in the EU27 is
lower than in the United States. For instance, 20% of the adult

11

population in the EU15 finished tertiary education.

Tertiary enrolment rate

The average duration of compulsory education in the EU27 was 10.1
years in 2006. It varies from 9 (for example, in the Czech Republic) to
Year of education

12

13 years in Germany.
Between 10-20% of the population in the EU and up to 30% in the

13

new Member States is functionally illiterate.

Literacy rate

Participation in the labour force has risen since the mid-1980s from
Employment

14

just under 66% to 70% in 2005.
Unemployment rate in the EU27 decreased from 9% in 2003 to 7.9%
in 2006. Long-term unemployment rate in the EU25 equalled 4.1% in

Unemployment

15

2005.
Self-employment in the EU decreased from 18.2% in 1995 to 16.6% in

Self-employment

16

2005.
A modest labour productivity growth rate in the EU15. The labour

Labour issues

productivity gap between the United States and the EU15 has
increased since 1995. Labour productivity in the new Member States
still lags behind the EU15. However, annual growth rates are higher
17

than in the EU15.

Productivity

In the EU27, labour cost and wages increased by 28.5 and 27.9%
respectively, since 2000. The increase was higher in new Member
Wage effects

18

States.
Risk of unemployment and poverty trap. Use of ALMP to reintegrate

Employment opportunities

19

people out of work.
Average working week in the EU is 38.6 hours. The average number
of days of collective agreed annual leave in the EU15 stands at 27

Quality of work

20

Social dialogue

days.

21

Trade union membership and collective bargaining coverage
especially high in Northern and Western European countries.

Gender equality in
employment

Employment rate gap is reduced to 15 points in 2004.

22

Gender equality in employment
Equality

opportunities

23

Women are still more involved in traditional “female” activities, are
involved more in part-time work and there is still a significant pay gap
between men and women (15 percent).

Gender equality in education

24

Enrolment in primary and secondary education is 90% or higher within
the EU both for boys and girls. Enrolment in tertiary education is
higher for girls.

Gender equality in social
protection

Women in the EU are at a greater risk of poverty.

25
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Specific indicators

Source: 1,2, 12, 13, 16, 19, 22 t/m 25 EUROSTAT, 3 - EUROSTAT 2004, 4 EUROSTAT - 2003, 4 WHO, 5
WHO health in transition summary, 6 WHO, 7 COM(2005) 637 final, 8, 9, 10 UNESCO database, 11 - European
Parliament, Report on illiteracy and social exclusion (2001/2340(INI)), 14 – Employment in Europe 2007, 4
EIRO.

3.4.2

India

It is important to emphasise that all social indicators vary significantly between Indian
states.
Poverty
Estimates suggest that out of a population exceeding 1.1bn, around 300-350mn live
below the official poverty line and more than 800mn people survive on less than US$2
per day (international measure).
Table 3.14

Number of Poor and Poverty Ratio in India
Poverty Ratio (Percent)
Year

Number of Poor (Millions)

Rural

Urban

Total

Rural

Urban

Total

1999-00

27.1

23.6

26.1

193.2

67.1

260.3

2007*

21.1

15.1

19.3

170.5

49.6

220.1

Note: * Projections for 2007; Source: Economic Survey 2002-03, 2007-08, Government of India

GINI Index
According to an article in The Financial Times entitled ‘Time for India to Reduce
Inequality’ the GINI index for asset (not inclusive of human capital) inequality in 2002
was 63 in rural India, and 66 in urban India. In India, educational inequality, crudely
measured as the GINI index of years of schooling in the adult population, is 56.
Table 3.15

Inequality in Consumption Expenditure (%)

4

Year

Rural GINI

Urban GINI

Ratio of Urban/Rural, Per Capita Consumption

2004-05

30.5

37.6

1.88

Expenditure

Source: Bandyopathyay,K. R. (2007): “Poverty Alleviation and Pro-Poor Growth in India”, Asian Institute of
Transport Development, New Delhi

4

38

Gini coefficient or index measures in/equality of distribution of an economic variable like income or consumption
expenditure across different groups of people or states of a country or different countries. Gini index is the Gini Coefficient
expressed in percentage, by multiplying the coefficient with 100. Gini coefficient equals to zero (G = 0) implies perfect
equality in income, i.e., everyone has the same income and G = 100 implies perfect inequality of income, which means one
person has all income, while everyone else has zero/no income.
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Health
Table 3.16 provides an overview of some selected health indicators. We see
improvements in almost all indicators. There has also been an improvement in maternal
mortality rate compared to 1998, when the indicator was 407 per 100 000 live births.
Table 3.16

India – Selected Health Indicators
Indicator

1991

Current Level

Crude Birth Rate (per 1000 Population)

29.5

23.5 (2006)

Crude Death Rate (per 1000 Population)

9.8

7.5 (2006)

Total Fertility Rate (per women)

3.6

2.9 (2005)

Maternal Mortality Rate (per 100,000 live births)

NA

301 (2001-03)

Infant Mortality Rate (per 1000 live births)

80

57 (2006)

Child (0-4 years) Mortality Rate (per 1000 children)

26.5

17.3 (2005)

Life Expectancy at Birth

1989-93

(2001-06)

Male

59.0

64.1

Female

59.7

65.4

Source: Ministry of Health & Family Welfare, Government of India

There has been a considerable improvement in health care infrastructure over successive
five-year plans. Table 3.17 shows that, between 1991 and 2005-06, the number of SC
(Sub-Centres) /PHC (Primary Health Centres)/CHC (Community Health Centres) has
tripled, nursing personnel has multiplied tenfold, and the number of modern doctors has
increased by 350%.
Table 3.17

Trends in Healthcare Infrastructure
Indicator

1991

2005-06

SC/PHC/CHC (March 2006)

57353

171567

Dispensaries and hospitals

23555

32156

Nursing personnel (2005)

143887

1481270

Doctors (modern system) (2005)

268700

660801

Source: Economic Survey 2007-08, Government of India

Sanitation
Table 3.18 below presents statistics on access to drinking water and sanitation facilities in
India. While a significant amount of the urban and rural populations have access to
drinking water, there is a marked divergence in access to sanitation facilities between
rural and urban areas.
Table 3.18

Access to Drinking Water and Sanitation Facilities
Indicator
Drinking Water Supply

Sanitation Facilities

1999
Rural

98.0

Urban

90.2

Rural

9.0

Urban

49.3

Source: Ministries of Rural Development & Urban Development, Government of India
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Nutrition
A study done by UNICEF (United Nations Children’s Fund) in 2006, has found that India
has the largest concentration of underweight children (57 million) in the world. Nutrition
levels can also be viewed from the food inadequacy status of households. The NSSO data
for various rounds reveal (Table 3.19) that inadequacy of food has decreased between
1993-94 and 2004-05 with 1.9% of households reporting inadequate food availability for
the country as a whole in 2004-05 as compared to 4.2% of households in 1993-94.
Table 3.19

Food inadequacy status of households (in percent)
Some (aggregate)

All months

All months

1993-94

4.2

0.9

5.1

1999-00

2.6

0.7

3.3

2004-05

2.0

0.4

2.4

1993-94

1.1

0.5

1.6

1999-00

0.6

0.3

0.9

2004-05

0.4

0.1

0.5

Rural/Year

Urban/Year

Source: Economic Survey, 2007-08, Government of India

Education
India has not yet provided free and compulsory education to all children up to the age of
14. The overall literacy rate for India was 67.3% in 2004-05 and there is a large
difference between men and women, with this indicator at 77% and 57%, respectively.
The national gross enrolment ratio (GER) for elementary education, i.e. I-VIII class (6-14
years) was 93.5% in 2004-05. The GER for secondary education i.e. IX-X Class (14-16
years) for India in 2004-05 stands at 51.7%. For the Senior Secondary level i.e. Classes
XI-XII, (16-18 years) the GER was 27.8% for the country as a whole.
Labour Issues
Table 3.20 shows India’s performance in various labour-related indicators. Although
unemployment rose between 1999 and 2005, the workforce grew during this period.
Table 3.20

Labour Force and Unemployment
Indicator

1999-00

2004-05

Population

1005.05

1092.83

Labour Force

364.88

419.65

Workforce

338.19

384.91

Unemployment Rate (percent)

7.31

8.28

Unemployed (mn)

26.68

34.74

Source: Economic Survey 2007-08, Government of India

Agricultural activities are largely characterised by self-employment as landless labourers
are wage earners who can categorised as self-employed. The entire unorganised sector
provides self-employment in both rural and urban areas. The NSSO 60th Round (January40
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June 2004) shows that in the usually employed (‘all workers’) category, 57% of males
and about 62% of females were found to be self-employed. The corresponding
percentages for urban areas were 44% for males and 45% for females.
The index number of industrial wages at the India level shows a sustained increase from
100 in 1991 (the base year) to 274.14 in 2002, which amounts to an impressive rate of
increase of 9.6% per annum.
It is estimated that labour productivity grew by about 4.6% per annum during the prereform period (1978-79 to 1989-90) and by 3.3% during the post-reform period (1989-90
to-2000-01).5
India has ratified four of the eight core ILO labour conventions: i) Forced Labour
Convention; ii) Abolition of Forced Labour Convention; iii) Equal Remuneration
Convention and; iv) Discrimination (Employment Occupation) Convention. Though
progress has been made through decentralised inspection efforts, etc., there are
shortcomings with regard to their implementation. For instance, in practice, there is
widespread discrimination in employment and wages. In particular, certain castes are still
subject to serious discrimination and are employed in exploitative jobs. There are reports
of forced labour and forced prostitution. But efforts to control such tendencies are being
made.

3.5

Environmental issues and trends

3.5.1

EU

In Table 3.21 below, an overview is given of a number of indicators that reflect the
environmental situation in the EU.
Table 3.21

Environmental Sustainability indicators in the EU
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: In 2005, greenhouse gas (GHG) emissions in the EU were 92.1% as
compared with the Kyoto base year of 1990. The EU-15, with a -8 % Kyoto target, was at
98% in 2005. The EU-27 does not have a Kyoto target.
Air quality: Overall emissions of acidifying gases (NH3, NOx, SO2) have decreased
significantly in most member countries between 1990 and 2005, despite increased
economic activity (GDP). In 2005, these emissions were 539 kt in the EU-15, when the new
EU-12 emissions were 206 kt, a reduction of 59% from 1990.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to humans):
Emissions of ozone precursors (CH4, CO, NMVOC, NOx) in the EU-15 Member States
decreased by 41% from 36 981 kt to 21 760 kt between 1990 and 2005, and emissions in
the new EU-12 countries declined significantly from 9 136 kt to 5 715 kt, a reduction of 37%.
Overall emissions of primary particles (PM10) and secondary particulate precursors (NOx,

5

Rajesh Raj S. N. and M. Duraiswami, (2004), ‘Economic Reforms, Efficiency Change and Productivity Growth: An InterState Analysis of Indian Unorganized Manufacturing sector’, Mimeo
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Indicator

Specific indicator
SO2, NH3) were reduced by 45% across the member countries between 1990 and 2005. In
the period 1997-2005, 16-45% of the urban population was potentially exposed to ambient
air concentrations of particulate matter (PM10) in excess of the EU limit value set for the
protection of human health, similarly exposed to NO2 were 21-47%, to ozone 13-60%, and
to SO2 the exposure decreased to less than 1%.

b) Land

Land use in agriculture: The organic farming area in the EU-25 was 4% in 2002 and is
increasing strongly. In 2002, the cross nutrient balance in the EU-15 was 55 kg N/ha with a
steady decline in the past 15 years.
Forest: Total greenhouse gas emissions in the EU-27, excluding emission and removals
from land-use, land use change and forestry (LULUCF), decreased by 0.7 % between 2004
and 2005 and by 7.9 % between 1990 and 2005.
Desertification: Soil quality is deteriorating especially in the Southern EU Member States.
Urbanisation: Land taken by the expansion of artificial areas and related infrastructure is the
main cause of the increase in the coverage of land at the European level. Agricultural zones
and, to a lesser extent, forests and semi-natural and natural areas, are disappearing in
favour of the development of artificial surfaces. This affects biodiversity since it decreases
habitats, the living space of a number of species, and fragments the landscapes that
support and connect them. Soil contamination requiring clean up is present on
approximately 250 000 sites in the EEA member countries, according to recent estimates.
Potentially polluting activities are estimated to have occurred at nearly 3 million sites
(including the 250 000 sites already mentioned). If current investigation trends continue, the
number of sites needing remediation will increase by 50% by 2025.
Natural resource stocks: The EU initial objective of breaking the link between economic
growth and resource consumption has not been reached so far.

c) Biodiversity

Number of species: Butterfly and bird species occurring in different habitat types across
Europe show population declines of between -2% and -37% since the early 1970s. Similar
trends can be observed in the land-cover change for related habitats between 1990 and
2000, especially for heaths and scrubs as well as mires, bogs and fens, which are specific
wetland habitats. In 2004, 147 Vertebrate species (mammals, birds, reptiles, amphibians
and fish) and 310 Invertebrate species (Crustaceans, Insects and Molluscs) occurring in the
EU25, are considered to be globally threatened, since they have been categorised as
Critically Endangered, Endangered and Vulnerable. All 20 globally threatened bird species
occurring in EU25 are protected.
Protected areas: The level of sufficiency in designating Natura 2000 sites for the Habitats
Directive is high for most EU-25 countries (18 countries have sufficiency above 80%) and
the new Member States are doing well.
Ecosystem: Exposure of ecosystems to acidification has clearly reduced, eutrophication has
fallen slightly since 1980 and most agricultural crops are exposed to ozone levels exceeding
the EU long term objective.

d) Environmental

Waste management: There is a general increase in per capita quantities of packaging being

quality

put on the market. However, the EU target to recycle 25% of packaging waste in 2001 has
been met and significantly exceeded. In 2004, the recycling rate in EU-25 was 54% and
was close to the 2008 target of 55%. Differences in the performance of individual countries
suggest further potential for improvement. The EU target to reduce municipal waste
generation to 300 kg/capita by the year 2000 was not achieved. No new targets have been
set.
Energy resources: Total primary energy consumption in the EU-27 increased by 9.8%
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Indicator

Specific indicator
between 1990 and 2005. Oil accounted for around 37% of primary energy consumption in
2005. Crude oil import was 547.3 million tons and natural gas imports were 216.2 million
tons in 2003.The share of renewable energy sources in primary energy consumption
increased slowly in the EU-27 from 4.4% in 1990 to 6.7% in 2005. The share of renewable
energy in EU-27 electricity consumption grew only slightly over the period 1990-2005 to
reach 14%, despite a substantial increase in the total amount of renewable electricity
generation (up by 48 % since 1990). Final energy consumption in the EU-27 fell by 0.3%
from 2004 to 2005 but has increased by 9.3 % overall between 1990 and 2005, and was
1725 million ton in 2003. Transport has been the fastest-growing sector since 1990 and is
now the largest consumer of final energy. Household final energy consumption increased by
about 16 % during 1990-2005. The average EU citizen uses 3.7 tonnes of oil equivalent per
year. The penetration of biofuels and other alternative fuels is low. The share of biofuels in
the EU-25 is less than 0.4%, still far off the 2% target set for 2005.

e) Fresh and

Quantity of water use: The water exploitation index (WEI) decreased in 17 EEA countries

waste water

between 1990 and 2002, representing a considerable decrease in total water abstraction.
But nearly half of Europe's population still lives in water-stressed countries. Water
abstracted for cooling in energy production is considered a non-consumptive use as the
water is returned to the environment. It accounts for around 30% of all water use in Europe.
Access to safe drinking water: Nitrate concentrations in Europe's groundwaters have
remained constant and are high in some regions, threatening drinking water abstractions.
Water quality: The quality of water at designated bathing beaches in Europe has improved
and in 2003, 97% of coastal bathing waters and 92% of inland bathing waters complied with
the mandatory standards. There has been no general reduction in eutrophication in the
Baltic Sea, the Greater North Sea or the coastal waters of Italy and Greece. Mean nitrate
concentrations in groundwaters in Europe are above background levels (<10 mg/l as NO3)
but do not exceed 50 mg/l as NO3.
Cleaning of waste water: Wastewater treatment in all parts of Europe has improved
significantly since the 1980s, however the percentage of the population connected to
wastewater treatment in southern and eastern Europe and the new countries is relatively
low. The Urban Waste Water Treatment Directive (91/271/ECC) is not fully implemented
since 158 of the 526 cities with population equivalents greater than 150 000 did not have a
sufficient standard of treatment by the end of 2001. Concentrations of phosphorus in
European rivers and lakes generally decreased during the 1990s, reflecting the general
improvement in wastewater treatment over this period. Concentrations of organic matter
and ammonium generally fell at 50% of stations on European rivers during the 1990s,
reflecting improvements in wastewater treatment. However, there were increasing trends at
10% of the stations over the same period.
Water supply: see Quantity of water use.
Water supply: see Quantity of water use.

Source: Eurostat and EEA.

3.5.2

India

Atmosphere: Urbanisation and Energy Use
Rapid economic growth has been associated with urbanisation and industrialisation. The
proportion of the population living in urban areas increased to 28.7% in 2005.
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The consumption of gasoline and HSD (high speed diesel) was 1552 and 9050 thousand
tonnes in 1980-81, respectively. By 1996-97, the respective volumes had increased to
4955 and 30 357 thousand tonnes. The total estimated load increased from 0.15mn tonnes
in 1947 to 10.3mn tonnes in 1997. Given that the number of motor vehicles increased by
120 times during this period, this 74-fold increase in pollution load actually meant that
was some improvement in the pollution efficiency of the average motor vehicle over
time. In 1997, carbon monoxide emissions claimed the largest share (43%) of the total
pollution load followed by nitrogen oxide at 30% and hydrocarbons at 20%. Table 3.22
looks at trends in pollution and energy use over time.
Table 3.22

Pollution Emissions by India over Time
Year

Kg of oil equivalents

CO2 emissions per

CO2 emissions in

CO emissions in

per person

capita (metric

Metric tons per

million metric tons

tonnes)

million international
$ (constant prices)

2000

501.4

1 (3.2)

399.3

55.1(6.5 app.)

2003

512.4

1

368.3

63.8

Note: Figures in parentheses indicate shares in world emissions; Source: Earth Trends

Land Use
Forests account for 19.3% of the country’s geographical area, grasslands accounting for
12% of its total landmass, and wetlands covering 3% of total land area. Other Indian
ecosystems include mangroves which account for 7% of the world’s total mangroves,
60% of the total coral reefs in the world and deserts which extend over 2% of its land
mass. Within deserts there are three categories – the sandy desert of Rajasthan, the salt
desert of Gujarat and the cold desert of Jammu and Kashmir and Himachal Pradesh.
Of India’s total geographical area of 328.73mn hectares, around 264mn hectares is used
for agriculture, forestry, pasture and other biomass production. The net area sown is
around 140mn hectares. Because of the immense pressure of population on land, around
57% of the total land area has been degraded in one way or another. Between 1980 and
1990, forests were depleted at a rate of 0.34mn hectares per year but afforestation efforts
covered about a million hectares every year meaning 0.66mn hectares was the net amount
of afforestation in the country. In subsequent years, deforestation more or less matched
afforestation, thus net afforestation has been close to nil.
From an agricultural view point, we can see that the total cropped areas showed a
continuous increase of around 50mn hectares (40% increase) from 1950-51 to 1990-91.
The next 12 years saw a reversal of the trend, with total cropped area declining by around
10mn hectares, a significant decline of 5.5%. While there was a 22% increase in net sown
area in the period, 1950-51 to 1990-91, there was a decline of 7% in net sown area in the
next 12 years. Area under fallow shows a similar but even more pronounced trend,
declining from 17.4mn hectares to 9.6mn hectares over the first period (45% decline) and
then recovering to 11.7mn hectares in 2002-03 ( an increase of around 21% in 13 years).
From the point of view of the environment, the recent decrease in net sown area and the
increase in the area of fallow land is a welcome development and should help in
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preserving agricultural productivity. However, the increase in cropping intensity should
have exactly the opposite effect.
Biodiversity
India is one of 12 megadiverse countries in the world. It occupies only 2.4% of the
world’s area but contains approximately 8% of the total number of species (Khoshoo,
1996) which equals 1.75mn. India ranks 10th in the world and 4th in Asia in plant
diversity. India has 12% of the world’s recorded flora which accounts for 47 000 species
of plants. It ranks 10th in terms of the number of endemic species of higher vertebrates in
the world.
India also possesses a lot of diversity in species that have contributed to agriculture animal species such as wild buffaloes and camels and plant species such as rice and
sugarcane which have proved to be extremely valuable to humans. Its agro-biodiversity is
especially impressive; there are 166 crop species and 320 wild relatives.
The number of species of flora and fauna which have existed in recorded history but are
now extinct, is minimal. However, one of the adverse effects of rapid economic
development and steady population growth is the fragmentation of animal habitat. This
has led to a number of species being classified as threatened species.
Water
India receives an average rainfall of 4000bn cubic metres (BCM). Most of the rainfall
(90%) is confined to the months from June to September but is characterised by a lot of
regional variation (from 100 mm a year in Rajasthan to 9000 mm a year in Meghalaya)
which in turn implies variation in access to water (See Engleman and Roy, 1993). Out of
the available water from precipitation, only 690 BCM is utilisable. Utilisable groundwater
resources in the country have been estimated at around 400 BCM. Thus, total utilisable
water resources in India amount to about 1090 BCM.
Water supply coverage is poor even in urban areas. Of the 299 Class I cities (urban
centres with a population exceeding 100,000) only 77 cities (around 25 percent) have
100% water coverage with per capita water supply ranging from 9 litres per capita daily
(lpcd) in Tuticorn to 584 lpcd in Triuvannamalai (CPCB, 2000a). Out of the 335 Class II
towns (population of 50 000 -100 000) about 203 have low per capita supplies of less
than 100 litres per day (CPCB, 2000b).
Discharge of untreated domestic wastewater is a predominant source of pollution of
aquatic life and other resources. A survey conducted by the Central Pollution Control
Board in 2000 indicates that most cities do not have organised wastewater collection and
treatment facilities. The following table encapsulates some of the findings of the survey.
Table 3.23

Status of Wastewater Generation, Collection and Treatment
Type

Number of

Wastewater

Percentage of

Percentage of

cities/towns

generated (million

wastewater

generated water

litres per day)

collected

that is treated

Class I

299

11938.2

72

24

Class II

345

1090.3

66

3.7

Total

644

--

--

--
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Source: CPCB, 2000a

Hazardous Waste and Municipal Waste
Some estimates of hazardous waste have been generated by indirect methods: OECD
used the correlation between economic activity and hazardous waste to estimate its total
generation at 0.3mn tonnes per annum in 1984. World Bank estimated this at four million
tonnes in 1995; even though the two estimates are not comparable as they are generated
through two different methods, these would surely indicate a big jump in hazardous waste
generation which can be attributed to the rapid growth in the industrial sector. In 2000,
the Central Pollution Control Board of India estimated hazardous waste generated at
7.2mn tonnes. Of this only 1.4mn tonnes were recyclable and 0.1mn tonnes were
incinerable. Thus, 5.2mn tonnes had to be disposed on land. The per capita generation of
municipal waste according to latest estimates ranged from 100 grams in small towns to
500 grams in large towns. Table 3.24 below shows various estimates of per capita
municipal waste generation over time.
Table 3.24

Estimates of Municipal Waste Generation in India
Source

Year Covered

Estimate of municipal waste per capita (grams

Bhide and Sundaresan (1983)

1971

374

Nath (1984)

1981

432

EPTRI (1995)

1995

456

per day)

46

TSIA for the EU-India FTA – Final Report

4 Consultations with Civil Society

4.1

Introduction
Throughout the study, the importance of the consultation process has continuously been
recognised. As the ToR indicated:
“Stakeholder input and consultation in both the EU and India is important for ensuring
the quality, credibility and legitimacy of the SIA process.”
Moreover, the study has two equally important goals (50%-50%): 50% modelling and
analysis and 50% stakeholder consultation in order to create a thorough and broad Trade
Sustainability Impact Assessment.

4.2

Engagement with Civil Society

4.2.1

Means & methods

In order to interact with civil society and key stakeholders, we used various methods
including public meetings, a TSIA Workshop, bilateral meetings in the EU and India and
digital tools like an opportunity to give feedback and participate in an online forum on the
TSIA EU-India website. Below we give a short description of these means and methods
and what each of them entailed.
Public Meetings Brussels
The first public meeting was held on 5 June 2008 in Brussels where constructive criticism
on the Global Analysis Report was gathered and documented. This included debates
regarding the methodology used in the TSIA and the outcomes this methodology
generated. Questionnaires were used to collect valuable comments, specific feedback and
opinions from members of civil society and key stakeholders. These questionnaires asked
specifically about the expected social and environmental impacts of the FTA and if there
were certain issues that the TSIA needed to take into account. The results of these
questionnaires were input for Criteria 4 of the screening exercise in the Global Analysis
Report.
The second public meeting was held in Brussels on 6 November 2008. During this
meeting, comments and feedback were gathered on the second phase of this study.
Several members of EU civil society including industry associations, NGOs and members
of academia gave their comments on this phase.
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The third and final public meeting took place on 29 January 2009 in Brussels. During this
meeting, several members of EU civil society provided feedback on the policy
recommendations in the final report and took the opportunity to make final comments on
the study as a whole.
The full minutes of the public meetings in Brussels are posted on the ECORYS TSIA
website (www.tsia.ecorys.com) and the EC website
(http://trade.ec.europa.eu/civilsoc/meetlist.cfm).
TSIA Workshop New Delhi
On 23 June 2008, the TSIA Workshop took place in New Delhi as part of the TSIA study.
The goals of the TSIA workshop were twofold:
•
To receive comments and feedback from civil society and key stakeholders in India;
•
To look ahead to Phase 2 and identify some of the main concerns which the study still
needed to address.
The workshop was jointly organised by the Consumer Unity & Trust Society (CUTS), the
Centre for Trade and Development (CENTAD) and ECORYS. There were 41 participants
present at this one-day event (see Annex III to this report). The event involved a detailed
presentation of the TSIA, its methodology and results, as well as more specific references
to the expected effects of the FTA on industry, services and EU-India business relations.
It also focussed on the social and environmental impacts of the FTA. Participants were
encouraged to take an active role in the workshop and discuss their main questions or
concerns about the FTA (see Table 4.2 for an overview of the main results and the full
minutes in Annex III of this report).
Bilateral Discussions
As a result of the second public meeting, several members of EU civil society expressed
an interest in taking part in an individual interview in order to give more detailed
feedback. The same opportunity was given to members of Indian Civil Society. In total,
we have spoken in-depth with nine representatives of industry federations, trade unions,
and environmental groups in the EU and India.
ECORYS TSIA Website
Over 1900 hits have been registered on the ECORYS website, on which all information
about the TSIA on the FTA between the EU and India have been collated and presented.
Of these visits to the ECORYS TSIA website, a number have resulted in comments that
have benefitted the various reports as part of this study, culminating in this Final Report.

4.3

Results of Consultations with Civil Society
In this section, we present the summarised results of the three public meetings (Table
4.1), the TSIA Workshop (Table 4.2), and bilateral in-depth interviews (Table 4.3). In
these tables, we include the participants in each consultation, their main comments and
how these comments were implemented in the study by us. Annex III to this report
contains the full results of these meetings.
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Public Meetings Brussels
The results of the public meetings are presented in the table below.
Table 4.1

Results overview Public Meetings with Civil Society in Brussels
Presence at the Public Meetings
ACEA (Eric Bergelin – 2x, Thomas Pfohl, Franziska Rothe, Hugo Clysters, Catherine Berckmans, Geoffroy
Peeters), Societat Catalana D’ Economia (Prof. Eduard Arruga I Valeri – 2x), CIAA (Kinga Malinowska), EICTA
(Sandra Alverà, Andreas Guth), EFPIA (Anthony Barren, Louis-Nicolas Fortin), Université Paris Dauphine (Remi
Bazillier, Pr Jean-Marc Siroen), CELCAA (Sandra Derocle) , Bundesarbeitskammer Österreich (Frank Ey),
EUROCHAMBRES (Paul Fournier, Martina Kuhlmann), ETUC (Tom Jenkins), DI (Kristoffer Klebak – 2x),
Coalition of the Flemish North-South Movement (Marc Maes – 2x, Johan Bosman), Danish Dairy Board (Katja
Murray, Lise Andreasen), a.v.e.c. (Marianne Nichols – 2x, Cees Vermeeren – 2x), Comite Europeen des
Fabricants de Sucre (Patrick Pagani), Freshfel Europe (Simon Pettinger – 2x), WIDE (Marzia Rezzin – 2x), IFPI
(Yolanda Smits), EESC (Andrea Subhan – 2x, Jan Simons, Tuula Turunen), APRODEV (Karin Ulmer), EDA
(Mr. Van Winsen), Danish Food and Drink Federation (Torben Vestergaad Nielsen), MEDEF (Lys Vitral),
Austrian Federal Economic Chamber (Christina Wührer), ESF (Anthony Zobl, Pascal Kerneis), WEED (Marie
Halbach), Center for European Policy Studies (Selen Guerin), ASSUC (Laura Girol Balanyà), Latvian Chamber
of Traders (Henriks Danusevics), economiesuisse (Matthieu Chavaz), Austrian Chamber of Labour (Thomas
Bernhardt), EURATEX (Roberta Adinolfi, Franceso Marchi), FTA (Stuart Newman), CEC (Céline Nicodeme),
ITUC (Helle Damgaard Nielsen), BusinessEurope (Eoin O’Malley), ITKIB (Patrick Pagani), RSPCA (Annamaria
Pisapia, Adolfo Sansolini), Traidcraft (Sophie Powell), Industrial Ethanol Association (Pascale Rouhier),
European Patent Office (Ludi Schlageter), European Crop Protection Association (Robby Schreiber).
Main points raised during the Public Meetings

Incorporation of comments into the Report(s)

Public Meeting Phase 1: Global Analysis Report
•

Selection of horizontal issues: Could IPR be

•

included as a horizontal issue? Why are

Intellectual property rights have been included in
the report as a horizontal issue after discussions

sustainable development and environmental

with Indian civil society;

issues are horizontal issues and not central to
the study?
•

How will TSIA assess the influence of China on
the FTA?

•

Poverty: How will poverty be incorporated in the

•

study?

More emphasis is placed on the effects of the
FTA on poverty;

•

More emphasis is placed on social impacts,
especially education and health insofar as they
have been, or are expected to be, affected by the
FTA.

•

Scope of model: The limitations of the CGE

•

The assumptions of the CGE model have been

model include not being able to capture inter-

explained in more detail, especially the baseline

state border tax differences and horizontal

scenario and the limitations in terms of FDI and

issues. Mitigating measures for regional

technological progress

economies and symmetry of liberalization
scenarios should be taken into account.

•

As suggested by several participants, we have
included more dynamics into the CGE model by
looking at the short-run as well as the long-run
effects of the FTA (for three scenarios)

Public Meeting Phase 2: Interim Report
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•

How can negative environmental impacts be

•

equated with positive social impacts?
•

The internal Indian barriers on textiles need to be

and India.
•

considered.
•

•

It is also important to take account of the

CO2 analysis will be carried out for both the EU

This has now been addressed more clearly in the
textiles chapter.

•

All suggested comments have been carried out;

Government of India’s 10-year plan on

as well as inclusion of the latest policy

automotives which will create 25 million jobs.

developments in this report.

The study does not take enough account of the

•

impact of FDI on the other businesses sector.

An additional gravity analysis on FDI impacts has
been done; these results have been more clearly
embedded in the separate chapters.

•

More attention might be needed on the effect of

•

the FTA on SMEs and poverty
Public Meeting Phase 3: Final Report
•
The textiles chapter should be more balanced

Additional analysis has been done on this in
Phase 3.

•

Parts of Chapter 17 have been adjusted to this
effect.

and more emphasis put on the measures the EU
can can to retain its competitive position in the
sector.
•

The fact that the CGE model does not analyse

•

FDI should be highlighted more.

This has been done in the methodological
section and the description of the gravity
analysis.

•

The model limitations need to be made more
prominent in the executive summary.

•

This has been made clearer in the executive
summary.

TSIA Workshop New Delhi
An overview of the results of the workshop which took place on 23 June 2008 in New
Delhi are presented in Table 4.2 below:
Table 4.2

Results overview TSIA Workshop New Delhi
Presence at the Workshop
JNU (Dr. Aparna Sawhney), ICRIER (Ms. Tanu Goyal, Dr. Suparna Karmakar, Mr. Gunajit Kalita) TERI (Nitya
Nanda) CENTAD (Linu Mathew Philip, Ms. Amita Puri, Mr. Kumar Gautam, Anurag Srivastava, Gopa Kumar,
Ms. Amita Puri, Bithu Sah), Milind Murugkar, Pragati Abhiyan, Heinrich Boll Foundation (Ms. Shalini Yog)
PIC (Sudipta Bhadra), CSD (Dr. M.K. Jabbi), PHDCCI (Mr. Mukesh Kalra), Plastic Export Promotion Council
(Sanjeev Rai Dewan), Amarchand Mangaldas (Seema Sapra), NCAER (Dr. Sanjib Pohit), Indian Machine Tool
Manufacturers Association (Rahul Acharya), DRAG (Dr. Gautam Vohra), ITLI (Mr. Mahesh C. Verma), Indian
Drug Manufacturers' Association (Gajanan Vakankar), Delhi Law Chamber (A.K. Singh), UNCTAD (Yogesh
B. Arya), Mahatma Gandhi University (Girish Kumar R), University of Manchester (Yugank Goyal),
NASSCOM International Youth Centre (Gagan Sabharwal), AS-SEMIG (Prof. J. George), Trade Policy
Analyst (Ms. Shefali Sharma), FISME (Mr. Mukesh Kalra), EQUATIONS (Mr. Rosemary Viswanath), BINTY
(G. C. Mathur), The Financial Express (Sandip Das), Oxfam Trust (Ms. Khushboo), ICC ( P Swami), ICCI (Ms.
Payal), DTA Consulting (Upendra Kumar Pandey), ICAROAP (Mrs. Savitri Singh), CITAAI (Vijay Sardana).
Main points raised during the Workshop
What is the impact on market access for the EU in
India?
Which EU subsidy levels are assumed in the study?
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Incorporation of comments into the Report(s)

Should India reduce subsidy levels?
How will the poor gain from this FTA?

Specific concerns regarding the agricultural sector,
unemployment levels and under-employment levels,
are taken into account.

NTBs are important in several sectors, like IT. The EU

Each of the sector-Chapters now mentions and

and India should agree on mutual recognition of

highlights the main horizontal issues affecting that

testing certifications and a comprehensive trade

sector (cross-links to horizontal issue-Chapters).

facilitation programme should be negotiated. FDI
opportunity liberalisation may be required for SMEs to
take advantage of this new policy.
Public procurement is an important issue and should
be more open in order to facilitate competition and
thus increase quality and reduce corruptive practices.
There is too much focus on the economic gains of the

This has been taken up in Phase 3: linking CGE to

FTA.

poverty.

Bilateral consultations
The results of bilateral discussions carried out after the public meetings, are presented in
Table 4.3 below. A full overview of the comments given by these members of civil
society is included in Annex III to this report. Table 4.3 gives an overview of the most
prevalent issues:
Table 4.3

Results overview additional bilateral consultations
Bilateral meetings with EU Civil Society
ACEA (Mr. Bergelin), Euratex (Francesco Marchi), Traidcraft (Sophie Powell), Spanish Permament
Representative to the EU (Cristina Calvo), ESF (Pascal Kerneis), a.v.e.c (Marianne Nichols), RSPCA, CWF,
WSPA, EUROGROUP (Adolfo Sansolini), Johan Kwia
Main points raised during discussions

Incorporation of comments into the Report(s)

•

•

The incorporation of animal welfare into the SPS
chapter, as in the EU-Chile FTA.

•

Autos and parts should be separated out and

This has been added to chapter 16 of this report
on SPS standards.

•

NTBs are very important in this sector, as well as

All comments on automotives and textiles have
been included in the sector-specific chapters.

in textiles.
•

Informal employment needs to be included.

•

Informal employment is not possible to include in
CGE modeling. However, this has been taken
into account in the Phase 2 and 3 in-depth sector
analyses of separate sectors.

•

FDI plays an important role in the services

•

sector; what are the exact estimated effects?

Clearer mentioning of effect of FDI in services
chapter.

Bilateral meetings with Indian Civil Society
Bhartiya Krishak Samaj (Krishan Bir Choudhary), Confederation of Indian Textile Industry (CITI) (Mr. D.K. Nair),
SKS Law Associates (Ms. Sunita K. Sreedharan)
Main points raised during discussions
•

The negative influence of EU subsidies for EU
famers on Indian farmers.
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Incorporation of comments into the Report(s)
•

The horticulture sector has been included in the
report as a case study in the SPS Chapter as per
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a request by Indian civil society.
•
•

Tariffs on textile and clothing should be cut.
Reciprocal arrangement for the recognition
of geographical indications of Indian origin that
have been registered by the GI Registry in India.

•

Acknowledgement of well-known Indian
trademarks by creation of a trademark register in
the EU to protect and enforce trademarks.
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•

These suggestions have been incorporated into
chapter 15 on Intellectual Property Rights in this
report.

5 Quantitative results and analysis

5.1

Introduction
In this section we employ Computable General Equilibrium (CGE) to look at the
quantitative expected impacts of the FTA for the EU and Indian economies. In addition to
the core methodology, we look at two aspects in more detail: FDI flows and poverty
impacts. We do so by employing gravity regressions to analyse the expected FDI impacts
following from the FTA and by combining the core CGE results with household survey
data and studies for India to look in more detail at poverty impacts.

5.2

Methodologies

5.2.1

Computable General Equilibrium modelling (CGE)

The CGE model we use for this study has proven to have specific advantages and
improvements during earlier studies on this topic. It is based on Francois, Van Meijl, and
Van Tongeren (2005) and incorporates a number of key issues relevant to the EU-India
FTA, including taxes; trade policy instruments; international trade costs; and frictional
trading costs.
As mentioned in the Handbook (2006), the CGE modelling exercise aims to quantify the
macroeconomic and sectoral effects of the trade measures concluded in the FTA
negotiations. Depending on the different scenarios modelled, different effects will result.
Within the sustainability framework of this study, it is this quantitative analysis that
provides the first indication of likely sustainability effects resulting from the FTA at the
macroeconomic level; the indicators that we measure at this level are: overall welfare
changes, average real income, employment effects, effects on high- and low-skilled
wages, price effects and net fixed capital formation. At the sector level – split out into 32
sectors – we investigate the effects of the FTA on sector output and sector employment.
Since the sustainability impacts - whether economic, social or environmental - must arise
directly or indirectly from an initial economic impact, the CGE model provides the
starting point for the sustainability analysis. This is illustrated in Figure 5.1.
A full – and more technical – description of the model is provided in Annex V, where we
also provide an overview of the limitations of this quantification technique as well as
some of the added features for the purpose to this study, two of which are 1) a distinction
between the short- and long-run impacts and 2) third-country effects of the FTA.
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Figure 5.1

CGE Methodology

5.2.2

Gravity modelling

Although capital mobility is assumed in the long run, the CGE model does not explicitly
integrate FDI flows. Therefore, we add a gravity analysis for service sectors to the CGE
methodology. In essence, we carry out a gravity-based analysis of the policy impact of
India’s FDI regime. We focus on FDI restrictions in the services sectors in the EU and
India. This involves a gravity model of bilateral services trade. In this model (based on
Francois 2008) we estimate the impact of FDI restrictions on services trade. The result of
these impacts is then converted into trade costs (using the same trade elasticities as
employed in our CGE model). The estimates calculated provide an indication of the
impact of the FDI regime in India on the ability of India’s trading partners to export
services.

5.2.3

Poverty impacts based on CGE analysis

Poverty is the outcome of the interplay between income distribution and change in
consumer prices. Many studies have assumed different types of income distribution to
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assess the impact on poverty through general equilibrium models. Studies by Pradhan and
Sahoo (2006)6 and Ten Raa and Sahoo (2007)7 have used a methodology to capture the
impacts of India’s trade policies (tariff and non-tariff) and competitive pressure
respectively on household poverty. A popular lognormal income distribution is assumed
within each household with the variance estimated using the base year data. The CGE
model estimates the change in average income, while variance of this income is assumed
to be fixed. The poverty line can be endogenised in the model via changes in relative
prices. Apart from the change in average income, a change in the poverty line results in a
change in poverty ratios of the household groups.
We follow the methodology of above-mentioned studies of Pradhan and Sahoo (2006)
and Ten Raa and Sahoo (2007) as well as the Francois, Van Meijl and Van Tongeren
(2005) CGE specification with several additional assumptions. As we do not have a ruralurban classification with disaggregated household categories, we have used the aggregate
poverty line8 and made likely assumptions about aggregate income distribution
parameters9. The poverty line is based on a unique and constant basket of commodities
required for basic nutritional levels. Since consumer prices are endogenously determined
in the model, the monetary value of the poverty line is also endogenously determined.
Each FTA experiment (shock) of our CGE model yields sets of new consumer prices and
average incomes, which are then used to calculate changes in the poverty line and mean
incomes from the baseline (benchmark) level. These changes will result in changes in the
poverty ratio.

5.3

Computable General Equilibrium modelling, results and analysis

5.3.1

Sector specification for model analysis

In order to use the CGE analysis, we apply various sector divisions. In the GTAP
database, a total of 57 sectors are specified, but given the limited size of some,
aggregations had to be made. The final list of 32 sectors that are analysed, is shown in
Table 5.1.
Table 5.1

CGE sector specifications
Sectors
1

Agriculture

2

Forestry

3

Fishing

6

Pradhan, B.K. and A. Sahoo (2006), Impact of trade liberalization on household welfare and poverty in India,
MPIA Working Paper 2006-01, Poverty and Economic Policy (PEP), IDRC, Ottawa, Canada.
7
Ten Raa, T. And A. Sahoo (2007), Competitive pressure on Indian households: A general equilibrium approach, Economic
Systems Research, VOl. 19, No. 1, 57-71.
8
The poverty line is based on National Sample Survey Report, No.508: Level and Pattern of Consumer Expenditure, 20042005.
9
The aggregated lognormal variance is estimated from Pradhan and Roy (2003) by using weighted average of variances of
household groups.
Pradhan, B.K. and P.K. Roy (2003), The well-being of Indian households, MIMAP-India Survey Report, New Delhi: Tata
McGraw-Hill Publishing Company Limited.
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Sectors
4

Mining

5

Processed foods

6

Beverages and tobacco products

7

Textiles

8

Wearing apparel

9

Leather products

10

Wood products

11

Paper products, publishing

12

Petroleum, coal products

13

Chemical, rubber, plastic products

14

Mineral products, nec

15

Ferrous metals

16

Metals nec

17

Metal products

18

Motor vehicles and parts

19

Transport equipment nec

20

Electronic equipment nec

21

Machinery and equipment nec

22

Manufactures nec

23

Utilities

24

Construction

25

Trade

26

Air transport

27

Communication and information services

28

Financial services nec

29

Insurance

30

Business services nec

31

Recreation and other services

32

Other services

Scenario specifications: tariffs & non-tariff barriers
India has high overall levels of import protection, although tariff rates have been falling
in the last years. The EU tariff rates are lower than both the US average and the global
overall average. The Highest levels of import protection are for agriculture and processed
foods, most notably so for Beverages and Tobacco products, Sugar and Vegetables, Fruits
and Nuts. In addition, for automotive vehicles, tariff rates (combined in some cases with
counterveiling duties) top 100%.
In general, in the EU, protection against Indian imports follows the same pattern as
protection levels against ROW. The most protected sectors can be found in Processed
Foods, followed by Agricultural goods, and Manufacturing. Other primary sectors have
less protection. The table below presents applied rates in 2004, and estimated post Doha
rates.
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Table 5.2

Pre- and post-Doha Round tariff rates
tariffs 2004
India imports

tariffs 2014

EU imports India imports

EU imports

from EU

from India

from EU

from India

6.1

53.6

3.8

0.0

Vegetables, fruit, nuts

44.8

0.9

37.7

0.0

Oil seeds

26.7

0.2

26.7

0.1

Livestock

6.7

9.7

6.7

0.0

Other agriculture

12.3

2.2

11.8

0.1

Forestry

10.6

1.0

10.5

0.0

Fishing

7.4

3.5

5.2

2.4

13.4

0.0

13.3

0.0

Oil

8.9

0.0

6.0

0.0

Gas

2.3

0.0

1.6

0.0

Minerals nec

15.0

0.0

15.0

0.0

Sugar

48.8

134.6

44.1

0.0

Processed foods

41.5

16.7

35.0

2.4

Cereal grains nec

Coal

Beverages and tobacco

136.6

20.3

86.9

0.1

Textiles

15.7

7.4

14.0

3.8

Wearing apparel

14.9

8.6

9.8

4.1

Leather products

13.8

3.4

10.8

2.4

Wood products

15.0

0.1

9.3

0.1

Paper products, publishing

14.4

0.1

13.4

0.0

Petroleum, coal products

14.8

0.0

9.2

0.0

Chemical,rubber,plastic prods

15.2

0.6

13.1

0.5

Mineral products nec

15.0

1.1

12.7

0.9

Ferrous metals

18.9

0.0

13.7

0.0

Metals nec

15.0

1.7

10.6

1.4

Metal products

15.0

0.2

8.8

0.2

Motor vehicles and parts

31.3

4.1

14.4

2.4

Transport equipment nec

7.6

0.7

6.6

0.6

Electronic equipment

4.2

1.1

3.5

0.9

Machinery and equipment nec

14.2

0.1

13.1

0.1

Manufactures nec

15.0

0.0

11.4

0.0

Source: calculations supplied by Johann Heinrich von Thünen Institut (vTI) Bundesforschungsinstitut für
Ländliche Räume, Wald und Fischerei Institut für Marktanalyse und Agrarhandelspolitik (MA), based on 2008
draft text and medium-range of formula coefficients, and including developing country exemptions and special
provisions.

Another important aspect of trade policy concerns non-tariff barriers in services. This
includes not only restrictions on cross-border trade, but also regulatory variations,
restrictions on foreign investment and foreign ownership, and market share limitations.
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Estimates of the net effect in tariff rate equivalents of these measures in the service
sectors are summarized in the table below.
Table 5.3

Estimated trade restrictions (tariff equivalents) in services
EU27

India

Construction

17,2

24,9

Trade

22,1

45,4

Transport

14,2

28,5

Communication

8,6

45,4

Financial services nec.

27,9

57,7

Insurance

26,3

57,7

Business services nec.

21,3

38,6

Recreational and other services

17,0

47,7

Other services

18,0

41,9

Source: J. Francois, B. Hoekman, and J. Woerz (2007), “Does Gravity Apply to Nontangibles: Trade and FDI
Openness in Services,” plenary paper at the 2007 ETSG meetings, and an unpublished 2008 updated version.

Service sector openness is a function of many factors, and not all of them can be
addressed through FTAs, or even in the GATS. As discussed in the Annex, the
econometric estimates summarised above come from a set of estimation procedures that
also proved a summary measure of increased intra-EU trade in services, once we control
for general levels of openness in services by country. This suggests possible increased
trade flows of up to 40% as a result of Customs Union and FTA-related services
initiatives.
Finally, as discussed in this report, regulations and non-tariff measures, including
customs clearance procedures, can also act as barriers to trade in goods. For example,
Article XVIII (B) of the GATT allows import restrictions to be maintained on grounds of
‘Balance of Payment’ (BOP) problems. Presently only seven countries maintain import
restrictions on account of BOP problems. India is one of them. In line with the recent
literature, and as discussed below in the context of scenario definitions, we model
improvements in this area as a reduction in trade costs.
Trade liberalisation scenarios applied in CGE modelling
Given the above information and pre-analysis of the situations and trends in India and the
EU, we have developed three scenarios. A limited FTA agreement, an ambitious FTA
agreement and an ambitious FTA plus agreement. The assumptions made in each scenario
are presented in Table 5.4 below.
Table 5.4

Trade liberalisation scenarios
Description

Food

Non-food

Services

Trade

Limited FTA

90 % bilateral

90% bilateral

25 % bilateral

1 % of the

Agreement

tariff

tariff

services

value of trade

reductions

reductions

reduction

facilitation
Scenario 1
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Description

Food

Non-food

Services

Trade
facilitation

Scenario 2

Scenario 3

Broad FTA

97 % bilateral

97% bilateral

75 % bilateral

2 % of the

Agreement

tariff reduction

tariff

services

value of trade

reductions

reduction

Broad Plus

97 % bilateral

97% bilateral

75 % bilateral

2% of the

FTA

tariff reduction

tariff

services

value of trade-

reductions

reduction

plus an

Agreement

additional 1%
reduction on
certain
sectors.
Note: On basis of bilateral service regressions, liberalisations scenarios are based on full FTA liberalisations
yielding a 40% expansion on services trade. This means we model 10% trade expansion for the 25%
liberalisations scenario, and 30% expansion for the 75% scenarios.

The sectors mentioned in Scenario 3, which are open for additional 1% trade facilitation,
are those sectors where NTBs are high – according to the TRAINS NTM database. The
additional 1% trade facilitation reflects the effects of successful harmonisation,
implementation and monitoring of NTBs. The sectors this relates to are: paddy rice;
wheat; cereal grains nec; vegetables; fruit; nuts; oil seeds; sugar cane; sugar beet; plantbased fibres; crops nec; cattle; sheep; goats; horses; animal products nec; raw milk;
fishing; meat; cattle; sheep; goats & horse; meat products nec; vegetable oils and fats;
dairy products; processed rice; sugar; food products nec; beverages and tobacco products;
chemical; rubber; plastic products; motor vehicles and parts; transport equipment nec;
electronic equipment; machinery and equipment nec; manufactures nec; air transport and
public administration; defence; health & education.

5.3.2

Overall model results and analysis

In the overall changes caused by the FTA, we look at the limited scenario (scenario 1),
the ambitious FTA scenario (scenario 2) and the ambitious plus FTA scenario (scenario
3) in line with Table 5.4. For all scenarios we have looked at the short and long-run
effects to allow for comparative-dynamical effects to become visible. Given the 2014
baseline, the short-run estimates provide an immediate impact assessment of imposing the
FTA in 2014. The long-run estimates, in contrast, provide a longer-term view of a 2014
global economy where the FTA has already been in place and dynamic linkages between
the FTA and investment levels have had a chance to work through the economic system.
Hence the long-run estimates provide an insight into likely dynamic effects that take a
longer time (perhaps a decade) to be fully realised.
Table 5.5

Summary of macroeconomic changes
Scenario / variable

India

EU-27 Bldsh

SriLa

Pak

RoSA

RLDC

ROW

Scenario 1: Limited FTA (short run)
National income (change in mln €)
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1.460

2.910

-10

-30

-20

-30

-780

-2.140
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Scenario / variable

India

EU-27 Bldsh

SriLa

Pak

RoSA

RLDC

ROW

Skilled Real Wage (% change)

0,78

0,01

0,05

-0,04

-0,01

0,10

-0,01

0,0

Unskilled Real Wage (% change)

0,81

0,02

0,04

-0,08

-0,01

0,06

-0,02

0,0

4,9

0,3

-0,2

-0,8

-0,1

-1,3

-0,1

0,2

9.570

350

-80

-50

-110

-40 -4.110 -10.880

Skilled Real Wage (% change)

1,02

-0,02

-0,23

-0,14

-0,07

0,03

-0,07

0,0

Unskilled Real Wage (% change)

1,03

-0,01

-0,27

-0,18

-0,08

0,00

-0,08

0,0

6,7

0,3

-0,2

-1,1

-0,2

-1,4

-0,1

0,1

4.270

4.040

-30

-40

-40

-30 -1.180

-3.270

Skilled Real Wage (% change)

1,18

0,01

-0,02

-0,09

-0,02

0,08

-0,03

0,0

Unskilled Real Wage (% change)

1,14

0,03

-0,04

-0,13

-0,03

0,04

-0,03

0,0

6,7

0,4

-0,3

-0,8

-0,1

-1,3

-0,1

0,2

15.940

1.370

-150

-70

-190

-40 -2.630 -17.150

Skilled Real Wage (% change)

1,52

-0,02

-0,45

-0,22

-0,13

-0,01

-0,12

0,0

Unskilled Real Wage (% change)

1,45

-0,01

-0,50

-0,26

-0,13

-0,01

-0,12

0,0

9,3

0,3

-0,4

-1,3

-0,4

-1,4

-0,2

0,2

4.990

4.410

-30

-40

-40

-30 -1.240

-3.620

Skilled Real Wage (% change)

1,29

0,02

-0,03

-0,09

-0,03

0,07

-0,03

0,0

Unskilled Real Wage (% change)

1,25

0,03

-0,07

-0,14

-0,03

0,02

-0,03

0,0

7,6

0,4

-0,4

-0,8

-0,1

-1,3

-0,1

0,2

17.700

1.600

-170

-80

-220

-40 -7.570 -18.950

Skilled Real Wage (% change)

1,66

-0,02

-0,50

-0,24

-0,15

-0,02

-0,13

0,0

Unskilled Real Wage (% change)

1,59

-0,01

-0,57

-0,29

-0,16

-0,03

-0,13

0,0

Value of exports (% change)

10,3

0,4

-0,5

-1,3

-0,4

-1,3

-0,2

0,2

Value of exports (% change)
Scenario 1: Limited FTA (long run)
National income (change in mln €)

Value of exports (% change)
Scenario 2: Extended FTA (short run)
National income (change in mln €)

Value of exports (% change)
Scenario 2: Extended FTA (long run)
National income (change in mln €)

Value of exports (% change)
Scenario 3: Extended FTA Plus (short run)
National income (change in mln €)

Value of exports (% change)
Scenario 3: Extended FTA Plus (long run)
National income (change in mln €)

National Income effects (mln Euro)
From the results presented in Table 5.5, it becomes clear that the welfare effects for India
and the EU are positive and largest in the extended FTAs; i.e. in scenarios two and three,
where the integration is most far-reaching. For scenario three, India gains €4.9bn in the
short run and €17.7bn in the long run, while the EU gains €4.4bn in the short run and
€1.6bn in the long run. While large in absolute numbers, in percentages, this only
amounts to an additional 0.3% growth for the Indian economy. In the long run, scenario
three leads to 1.6% additional growth for the Indian economy. For some third countries
there are very small negative effects of up to -0.1% change in GDP for Sri Lanka
(scenario two) and Other South Asia (all scenarios). The deeper the integration between
the EU and India, the larger these small negative effects will be for third countries.
Overall, the EU-India FTA will lead to higher levels of national income worldwide in the
short-run (all scenarios) and long run (scenarios two and three).
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It is worth mentioning that every FTA scenario leads to larger welfare gains for both the
EU and India than the baseline scenario (which includes a notional Doha Round
completion) does. The long-run gains for India can be explained because in the long run
the Indian capital stock is allowed to adjust towards the steady state. These outcomes
reflect the pro-competitive effect of trade as well as the increased use of comparative
advantage between the EU and India. In addition, with tariff reductions the cost of
investment in India falls, while the returns to (and hence incentives for) investment
improve. Overall the FTA appears to be a non-zero-sum game with the more extended
FTA leading to larger welfare gains than the more limited scenarios.
A final important aspect to mention is the fact that the loss in tariff revenue for the EU
and India as a consequence of the FTA has been included in the overall welfare effect
calculations in the CGE model. Analysing this effect, we believe it to be of minor
importance in the case of the EU and India. India has already reduced its tariffs
considerably over the past years due to the fact that tariff lines were already low. The
Indian government has also – over the past decade – engaged actively in reducing
dependency on tariff revenues.
Decomposition of income effects (mln Euro)
It is interesting to decompose the income effects that we observe. In the short run, for
India, with limited liberalisation, the lion’s share of the income gains come from
reductions in NTBs (€1.060mln) while tariff reductions cause a small negative income
effect. In the more ambitious scenarios, further tariff liberalisations cause a larger, but
still relatively small, negative income effects in the short-run compensated by large
increases in services gains and income gains from NTB reductions. In the long run,
between 38% and 63% of the income gains for India stem from tariff liberalisation. This
fits well with expectations about tariff reductions lowering the cost of investment. This
amounts to around €6.5bn.
For the EU the picture is slightly different. In the short-run the EU income gains come
from tariff liberalisation (64% to 82%, depending on the scenario) but in the long run,
most EU gains stem from services liberalisation and trade in services. This is summarised
in Table 5.6 below.
Table 5.6

Decomposition of income effects
National Income Effects, 2014 baseline - millions of constant (2007) euro, and %
short-run

long-run

India

EU27

India

EU27

Euro (€)
1.460

2.910

9.570

350

-140

2.380

6.020

-140

540

250

1.100

670

NTBs on goods

1.060

280

2.450

-170

Scenario 2

4.270

4.040

15.940

1.366

-330

2.780

6.680

40

Scenario 1
Tariffs
Services

Tariffs
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National Income Effects, 2014 baseline - millions of constant (2007) euro, and %
short-run

long-run

India

EU27

India

EU27

services

2.460

670

4.280

1.650

NTBs on goods

2.150

590

4.980

-320

Scenario 3

4.990

4.410

17.700

1.590

tariffs

-350

2.850

6.780

140

services

2.440

670

4.260

1.650

NTBs on goods

2.900

880

6.670

-200

100,0

100,0

100,0

100,0

tariffs

-9,3

81,7

62,9

-39,8

services

36,7

8,7

11,5

188,8

NTBs on goods

72,6

9,5

25,6

-48,9

100,0

100,0

100,0

100,0

tariffs

-7,8

68,7

41,9

3,1

services

57,6

16,7

26,8

120,5

NTBs on goods

50,2

14,6

31,2

-23,6

100,0

100,0

100,0

100,0

tariffs

-7,0

64,7

38,3

8,9

services

49,0

15,3

24,0

103,4

NTBs on goods

58,1

20,0

37,7

-12,3

Percent share
Scenario 1

Scenario 2

Scenario 3

In CGE, the loss of tariff revenue is taken into account, however, both for the EU and
India the loss in tariff revenues is limited. For the EU this is so because tariff levels are
already at low levels. For India the share of customs duties in India’s total tax revenues
has already gone down significantly as the consequence of a deliberate policy decision of
India to reduce customs duties’ share. The share of customs duties in total tax revenue
decreased from 32% in 1995-6 to 18% in 2007-8.10 From government plans in India, we
note that revenues from services trade is becoming a much higher priority.
Wage effects for low- and high-skilled workers
We observe a significant increase in the real wages of both skilled and unskilled workers
in India as a consequence of the FTAs, and a very small but positive increase in wages for
skilled and unskilled workers in the EU. For unskilled labour, in the short run, the
predicted wage increases are 0.8%, 1.1% and 1.3% for India for the three scenarios
respectively, while in the long run, these percentages are 1.0%, 1.5% and 1.6%. For
skilled labour, real wage increases are very similar, although slightly higher in scenario
three in the long run, at 1.7%.

10
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Change in value of Exports (%)
For all three scenarios, the percentage change in the value of exports comes out positive
and the more ambitious the liberalisation scenario, the higher the increase in export
values. For India, scenario one is expected to lead to a 4.92% increase in the short-run
and 6.71% increase in the long-run, which goes up to 7.57% in the short-run and 10.31%
in the long run for scenario three. Also for the EU a positive change in export value is
predicted of between 0.26% and 0.39%.
For more details on the quantitative results, we refer to Annex IV.
Third country effects and preference erosion
One of the aspects for analysis relates to third country effects. The EU has explicitly
requested that this TSIA looks into potential regional effects of an EU-India FTA as a
result of changing relative market access. When we analyse the third country effects of
the FTA between the EU and India, especially for neighbouring countries like Pakistan,
Bangladesh, Sri Lanka, and Rest of South Asia, we make several observations (based on
Table 5.5):
•
The negative impacts of the EU-India FTA on the neighbouring countries are rather
limited. This is a re-assuring result from the perspective of both the neighbouring
countries (they do not see too strong negative welfare effects) and the EU (who is
keen to integrate development objectives into the EU's trade policy). We expect that
this is mainly due to the limited export volumes and the fact that some of India’s
neighbouring countries already enjoy preferential treatment through GSP+ and EBA.
Our study result is confirmed by CARIS (2008) on EU-Pakistan relations.
•
The remaining negative impact on neighbouring countries is – when studying export
patterns and trade volumes – mostly due to losses in market shares in the textiles
sectors. It is in this sector that most neighbouring countries export heavily and it is
also this sector in which we observe most overlap in exports between India (that is
getting now a better relative position) and its neighbouring countries.
•
The negative impacts of the EU-India FTA on the neighbouring countries is more
negative the more ambitious the liberalisation scenario between the EU and India.
This is logical, because the deeper the EU-India integration, the larger the relative
gain in market access for India vis-à-vis its neighbours.

5.3.3

Sector-specific model results and analysis

Detailed sector effects are provided in the Tables in Annex IV. These provide estimates
of changes in output, prices, exports, imports, and employment by sector with all three
scenarios, under both short-run and long-run scenarios. We focus here on the basic
pattern that emerges from these tables.
First, in India, the greatest sector impacts are in clothing, leather products, metals (steel
and non-ferrous metals), electronic equipment, and the communications and information
services sectors. Of these, both the short- and long-run experiments point to a dramatic
expansion of the clothing sector. We estimate output increasing across scenarios and time
horizons by between 20 and 30 percent. Employment increases by a similar amount,
while exports in the sector expand by between 30 and 40 percent across scenarios and
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time horizons. The impact on leather goods is similar. From the tariff Tables above, both
sectors benefit dramatically from improved access to the European market. On the import
side, there is a significant increase in textile imports to feed the expansion of clothing
production. Other sectors with large increases in imports include motor vehicles,
processed food products, beverages and tobacco, and machinery and equipment. These
sectors see import expansion of between 30 and 50 percent. The surge in machinery and
equipment exports helps to fuel the rise in investment in India and the subsequent
dynamic gains. Interestingly, the increased import of motor vehicles and parts also takes
place, in the long-run, in the context of an expanded motor vehicle industry in India itself.
This suggests that the imports serve, in part, as inputs fuelling the expansion of the
domestic industry. There is also a dramatic shift in output and exports in the electrical
machinery sector. Beyond the dramatic clothing sector expansion, the general pattern is
one of expansion of light and heavy industry on the export and output side, with
machinery and vehicle parts imports also supporting rising investment in India (evident
from the dynamic effect estimates) and some expansion of the domestic vehicles industry.
Focusing on employment, some sectors in India will be more affected than others.
Employment in the transport equipment sector for example is expected to decrease by
between 3.6 to 6.7 percent. This is sustained in both the short-run and the long-run. In
machinery and equipment, the short-run impact is also negative (1.1 to 1.6 percent drops)
but this is offset in the medium run as dynamic effects pull employment effects in this
sector into a positive range of outcomes. Some jobs will also be lost in the processed food
sector in India under pressure from imports from Europe. Tracing through the trade,
output, and employment effects, we see imports rising between 27.5 and 47.3 percent
across the various scenarios. Similar increases are observed for beverages and tobacco.
This dramatic increase in imports of processed foods and beverages from Europe drives
output down in these sectors by between 1.1 and 2.3 percent. This leads to similar drops
in employment in these two sectors as well.
On the European side, overall there is limited impact, positive or negative, on European
output. Not surprisingly, the relatively greatest impacts are in clothing (output falls by
approximately 2 to 3 percent), leather (also a 2 to 3 percent drop) and electronic
equipment (approximately a 0.5 percent drop). On the export side, the main gains are in
processed food products, fabricated metal products, and textiles. Basically, the expansion
of India clothing exports creates demand for European textiles and inputs in the process.
The European metals industry also faces price pressure resulting in (price drops) due to
increased Indian exports.
The impact on the EU clothing sector is a consequences of the expansion of Indian output
(20.3 to 29.7 percent increase) which is largely directed to exports (29.1 to 43.4 percent
increase). These rising Indian exports in turn translate into a dramatic increase in
European imports in the sector. We observe an increase between 2.3 and 8.2 percent in
total imports in the sector across scenarios. This leads to a drop in EU output of between
1.0 percent and 1.6 percent, and a drop in employment of between 1.0 and 1.7 percent for
unskilled workers and between 1.0 percent and 1.6 percent for skilled workers. Similar
patterns are observed for the EU leather sector, with rising Indian output and exports to
Europe, and a corresponding drop in output and employment in Europe. There are smaller
negative impacts in employment in communications and information services (0.1 to 0.2
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percent), miscellaneous manufacturing (up to -0.2 percent), metal products (up to -0.4
percent) and in electronic equipment (up to -0.6 percent).
Despite the negative impact in output and jobs across a number of European sectors, there
is very little overall short run impact (0.01 to 0.0 percent average wage changes).
Similarly, negative wage pressures in the long-run only amounts to a wage decrease of 0.01 to -0.02 percent, which is essentially ± 0 percent. In other words, overall there is no
discernable impact on labour incomes, though there is some displacement of labour
across sectors. In this regard, the standard deviation of labour displacement across sectors
is between 0.49 and 0.73, with a mean absolute change in employment by sector of
between 0.25 and 0.36 percent of baseline employment. In other words, the Indian FTA
scenarios displace between 250 and 360 workers in the EU27 per 100,000. The number
for India is larger, between 1,830 and 2,650 workers change sector per every 100,000
workers. The EU experience is close to zero, as there is no real labour income gain
despite labour reallocation. By contrast, the Indian experience is clearly positive. We
estimate real gains of between 1.02 and 1.66 percent (skilled workers) and between 1.03
and 1.59 percent (unskilled workers) in the long-run scenarios. In other words, in the
Indian case, workers are relocating between sectors because they are attracted by higher
wages.
When looking at the land use of sensitive sectors like fisheries, grains/cereals, oils, fats
and livestock, we find that the effects are very small. For the detailed figures, we refer to
Annex IV.

5.4

Gravity modelling, results and analysis
Now we turn to our analysis of potential FDI flows and their effects on the EU and Indian
economies.

5.4.1

Basic Trends

FDI inflows in the EU from India are very modest and averaged about 200 million Euros
during the period 2001-2005. However, the OECD (2006:1) also points out that these
official statistics likely underestimate actual flows. They also indicate a number of
reasons why it is likely that Indian outflow of shared FDI shared will increase rapidly (see
below).
Among the European countries, Germany and the United Kingdom were the main
contributors11 of EU outflows of FDI to India in the period 2001-2005.
Indian growth rates in the last years have attracted a big increase in inflow of FDI. During
the period 2001-2005, EU25 outward FDI stocks in India doubled (from € 6276 mln to
€13682 mln). According to the OECD (2006:1), these figures are likely to underestimate
11

According to Eurostat (2007), the German and British investments in 2005 amounted to close to 90% of the overall EU outflow
of investments to India.
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actual stocks, since there have recently been liberalisation measures implying that an
increasing proportion of inward FDI now arrives unscreened via the “automatic route”,
which requires only notification to the Central Bank. However, this obligation is not
enforced, and therefore widely ignored. OECD (2006:1) also points out that a large
number of international information technology and communication companies have
announced plans to increase their corporate presence in India, indicating that future
investments in India are likely to continue to increase. Indeed, according to Eurostat, FDI
from the EU27 into India increased sharply in 2007, rising to € 11.9 billion from € 2.5
billion in 2006, even surpassing EU FDI to China.
Table 5.7

Top sectors attracting Indian FDI inflows 2000-2007
Rank

Sector

Share of total
FDI inflow (%)

1

Services sector (financial and non financial; other than computer services,

20

construction and telecomm.)
2

Computer software and hardware

16

3

Telecommunications

8

4

Construction activities

5

Source: Indian government.

5.4.2

Policy

By various measures, the OECD countries are generally the most open to foreign
investments. In contrast, India is one of the most closed regimes. For example, in a
number of “key sectors” – sectors of strategic interest to the government for reasons of
taxation or national defence – India has maintained a policy of compulsory licensing (see
Table 5.8). In theory, these are maintained for “security, safety, strategic, social, and
environment” reasons (WTO 2007). In practice, these can be a significant impediment to
foreign investment and are de facto protectionist measures.
Table 5.8

Indian sectors subject to compulsory licensing
Sector
Distillation and brewing of alcoholic drinks
Cigars and cigarettes of tobacco and manufactured tobacco substitutes
Electronic aerospace and defence equipment: all types
Industrial explosives, including detonation fuses, safety fuses, gun powder, nitrocellulose, and matches

One measure of the impediment to inward FDI is the OECD’s Regulatory Restrictiveness
Index (OECD 2006:2, 2007). Among the 42 countries surveyed (29 OECD members and
13 non-member countries), India is one of the two countries, together with China, with
the highest levels of restrictions to FDI. India’s overall index of restrictiveness is
estimated at 0.4. Table 5.9 shows the sector specific restrictiveness for FDI in India.
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The FDI restrictiveness indicator captures discrimination against foreign investment, i.e.
deviations from national treatment. The measure covers three categories of restrictions,
namely i) limitations on foreign ownership, ii) screening or notification procedures and
iii) management and operational restrictions. These three measures are weighted
according to importance and captured as an overall index measured on a scale of 0 to 1,
where 0 represents full openness and 1 prohibition of FDI. The restriction pattern by
industry is broadly similar across all countries in the sample. In general, the most
restricted sectors are Electricity, Transport, Telecommunications and Finance.
Meanwhile, Manufacturing, Tourism, Construction and Distribution are among those
sectors that generally exhibit fewer restrictions to FDI.
Table 5.9

OECD FDI restrictiveness index for selected countries and regions
India

Russia

South Africa EU-27

OECD

non-OECD

Business
Legal

1.000

0.175

0.125

0.246

0.217

0.268

Accounting

1.000

0.175

0.125

0.161

0.192

0.178

Architecture

1.000

0.175

0.125

0.071

0.090

0.153

Engineering

0.050

0.175

0.125

0.071

0.090

0.086

Total

0.863

0.175

0.125

0.139

0.148

0.179

Fixed

0.350

0.400

0.650

0.113

0.194

0.244

Mobile

0.350

0.350

0.600

0.104

0.139

0.194

0.388

0.638

0.111

0.180

0.232

Telecoms

Total

0.350

Construction

0.250

0.200

0.150

0.045

0.070

0.125

Distribution

0.600

0.100

0.150

0.043

0.068

0.137

Finance
Insurance

0.450

0.850

0.350

0.102

0.131

0.205

Banking

0.350

0.550

0.250

0.107

0.153

0.203

Total

0.373

0.619

0.273

0.106

0.148

0.204

Hotels & Rest.

0.050

0.100

0.100

0.043

0.068

0.075

Transport
Air

0.550

0.600

0.250

0.404

0.439

0.460

Maritime

0.050

0.400

0.250

0.200

0.276

0.266

Road

0.050

0.200

0.300

0.071

0.102

0.183

Total

0.215

0.424

0.261

0.242

0.295

0.313

Electricity

0.150

0.750

1.000

0.370

0.322

0.537

Manufacturing

0.200

0.230

0.200

0.048

0.072

0.114

Overall

0.174

0.173

0.065

0.115

0.087

0.132

Services

0.356

0.345

0.337

0.137

0.162

0.225

Commercial Services

0.377

0.333

0.348

0.122

0.143

0.213

Source: OECD (2006:2).

As can be seen from Table 5.9, in India the Business Services sectors exhibit the highest
levels of restrictions to FDI: the Legal, Accounting and Architecture sectors are all
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completely closed to foreign investments (i.e. the index is equal to 1). Distribution,
Telecom and Distribution and Finance are also among the sectors that are highly
regulated in terms of FDI. Despite the high levels of restriction, Business Services and
Telecom, together with Computer Software and Hardware, are the top three sectors in
terms of receiving FDI12. During the period 1991-2007, they received 20% and 8% of
total Indian inward investment respectively. For comparison purposes, Table 5.9 also
presents India’s level of restriction relative to a number of other emerging markets, in
addition to the average across the EU27.

5.4.3

Policy Impact

The gravity-based analysis of the policy impact of India’s FDI regime, following Francois
(2008), generates trade cost equivalents of FDI restrictions for certain sectors, based on
the aforementioned OECD FDI restrictiveness indicators.
Table 5.10

The impact of FDI restrictions on services trade
India

Russia

South Africa EU-27

OECD

non-OECD

Transport

18.6

6.0

4.5

4.9

5.2

6.2

Communications

13.6

14.5

19.0

5.5

8.3

10.1

Construction

10.7

9.0

7.1

2.4

3.6

6.1

Insurance

18.1

22.8

15.8

6.3

7.8

11.1

Finance

8.4

11.9

6.4

3.0

4.1

5.3

Trade

14.1

3.2

4.7

1.4

2.2

4.3

Business

18.6

6.0

4.5

4.9

5.2

6.2

Personal

2.6

5.0

5.0

2.3

3.5

3.9

Source: Francois (2008).

The estimates reported above in Table 5.10 provide an indication of the impact of the FDI
regime in India on the ability of India’s trading partners to export services. Recall from
the discussion above that these are the most important sectors, in a dynamic sense, for
FDI in India. Reading across the columns, India’s restrictions on FDI in insurance raise
the cost of selling insurance services in the Indian market by 18.1 percent. In contrast, the
impact in the EU27 is only 6.3 percent. Similarly, the impact of Indian restrictions on FDI
in business services raises the cost of selling business services to India by 18.6 percent. A
similar impact (18.6 percent) is identified for transport services.
Overall, the estimates above indicate a very strong impact from India’s FDI restrictions,
as they significantly raise the cost of selling services in the Indian market. EU policies
also have some impact, but generally the cost impacts on India’s side are 3 to 6 times
higher than on the EU side. This points to potentially significant gains for India in
particular, from improved market access through a more liberal FDI regime. This point is
also made by the WTO (2007).
12
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According to Fact Sheet on Foreign Direct Investment (FDI).
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5.5

Poverty impacts, results and analysis
In the era of globalization, most developing countries, including India, worry whether the
gains from trade liberalisation will benefit the poor. Although India has seen impressive
growth rates with its increasing integration into the global economy since 1991, it still
faces substantial challenges in terms of poverty and income inequality. Given the
economy-wide nature of trade policy, the impact of trade policies is not expected to be
uniform. Computable General Equilibrium (CGE) models have been useful techniques to
capture the inter-linkages of the economy and the complexity of the impact studies on the
household poverty, as they involve wage rates, returns to capital, consumer prices,
subsidies and taxes, but can benefit from further substantiation by combining outputs with
household (income) surveys.
The most frequently used poverty index is the head count index or poverty ratio, i.e. share
of population living below the poverty line. The poverty line is defined in terms of per
capita consumption with diverging levels between rural and urban India.13 Since, 1973,
the Indian poverty ratio has been declining from as high as 55 % in 1973-74 to 36% in
1993-94. After the initiation of the reform process in 1991, the poverty ratio has declined
at an even faster rate to 27.5% in 2004-05 and is projected to be round 19.3 in 2007. If
one looks at the head count poverty ratio for rural and urban India, is clear that the rural
poverty ratio has always been higher than the urban one even though there has been a
decline in both rural and urban poverty. However, the projected poverty ratio in 2007
indicates that urban poverty rates may fall more sharply than rural poverty rates.

Table 5.11

Poverty head-count ratio from 1973 to 2004-2005 (%)
Year

Rural

Urban

All India

Jul 1973-Jun 74

56.40

49.00

54.9

Jul 1977-Jun 78

53.10

45.20

51.3

Jan 1983- Dec 83

45.31

35.65

44.5

Jul 1987-Jun 88

39.23

36.20

38.9

Jul. 1993-Jun 94

36.66

30.51

36.0

1999-2000

27.09

23.62

26.1

2004-2005

28.30

25.70

27.5

2007*

21.1

15.1

19.3

Sources: Government of India (2003); Planning Commission Press Release (2007), * Poverty projection

After a somewhat limping growth rate during the period of 1997-2001, the Indian
economy was marked by an impressive average growth of over 7 per cent during 20022006. Since the inception of drastic reforms in the late 1990s, the service sector has
shown tremendous growth and during 2003-2006 the industrial sector showed growth
rates of over 9 percent.

13

Poverty line: based on per capita poverty consumption in 30 days (year 2004-05). Rural: 356.30 (Rupees) 6.86 (Euro);
Urban: 538.60 (Rupees) 10.37 (Euro); All India: 461.54 (Rupess) 8.88 (Euro)
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Table 5.12

Sectoral growth in recent plans (% p.a.)

Sector

8th Plan

9th Plan

10th Plan

(1992–96)

(1997–2001)

(2002–06)

Agriculture

4.72

2.44

2.30

Industry

7.29

4.29

9.17

Services

7.28

7.87

9.30

Total

6.54

5.52

7.74

Source: Government of India, 2008

This is linked to the observation that the poverty ratio has declined from 36 percent in
1993-94 to 27.5 percent in 2004-05. However, the rate of decline in the poverty ratio has
not matched the growth rate of the economy. In particular, the agricultural sector has been
major area of concern from the point of view of inclusiveness, especially since half of the
population derives a greater part of its income from this sector (Government of India,
2008)14.
It is also important to take into account the level of vulnerability of the population just
above the poverty line. Vulnerability is a relative term and could be judged from the
measured consumption patterns. National Sample Survey Organization (NSSO) data
reveal that the rural population on average spends 55% of their consumption on food and
the rest of their income on non-food, while the rural poor below the poverty line (PL)
spend about 64%-68% on food items. On the other hand, 43% of consumption on average
is spent on food items by the urban population and roughly 57%-65% of consumption is
spent on food items by the urban poor. The dichotomy shows that rural households spend
more on food items than their urban counterparts. But, the poor households in rural and
urban areas do not show significant differences in their food consumption patterns.
Table 5.13

Consumption patterns of rural and urban poor (%)
Food
Rural
Poor

Non-food
55

45

65-68

32-35

Urban

43

57

Poor

57-65

35-43

Source: National Sample Survey Report, No.508: Level and Pattern of Consumer Expenditure, 2004-2005.

Aggregate poverty impact of the FTA scenarios
We apply the methodology explained above, making use of the CGE results based on the
three short-run and long-run scenarios for overall levels of poverty. Table 5.14 shows that
in general the FTA is expected to result in a reduction in the overall poverty ratio of the
Indian economy with more pronounced poverty reduction in the long run than in the short
run. In the short run, Scenario 1 yields the higher poverty reduction, because of the
highest decline in consumer prices (translating into lower costs of living) with an increase
in incomes. The level of poverty reduction decreases in scenarios 2 and 3 though the
ambitious FTA (Scenario 2) and more ambitious FTA (Scenario 3) have given rise to
14
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Government of India (2008), Economic Survey 2007-08, Ministry of Finance, New Delhi, India.
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higher positive income changes than the limited Scenario 1. It is the lower level of price
decline in Scenario 2 and even a small price increase in Scenario 3 that offset the income
effects and result in less poverty reduction than under Scenario 1.
However, if we look at the long-run effects of the three scenarios, we estimate that the
positive income effect will outweigh price effects ultimately resulting in a more
pronounced decline in poverty in India. Our calculations show a significant gain in
income levels due to the long run pro-competitive effect of FTA, with the ambitious and
more ambitious FTA scenarios leading to even higher income gains than the more limited
scenario. However, unlike in the short run scenarios, the pro-competitive effect of trade
would push the consumer price up in the long run15. Even though this price effect
mitigates the positive income effects, the gain in income outweighs the increase in prices
resulting in the highest welfare gains in terms of poverty reduction in Scenario 2 and
Scenario 3.
Table 5.14

Impact of the FTA on aggregate poverty of India
Percentage change from the base
Income

Price

Poverty

Short run
Scenario 1

0.14

-0.28

-0.18

Scenario 2

0.29

-0.09

-0.16

Scenario 3

0.32

0.01

-0.13

Scenario 1

0.98

0.08

-0.38

Scenario 2

1.49

0.43

-0.45

Scenario 3

1.62

0.57

-0.44

Long run

Disaggregate poverty impact of the FTA scenarios
For this study, we have conducted an aggregate poverty impact analysis of potential EUIndia FTAs. As we have already mentioned before, there are two studies: Pradhan and
Sahoo (2006) and Ten Raa and Sahoo (2007), which have undertaken some disaggregated
impact studies on poverty. These studies are based on a single country assumption. The
first study focuses on the impact of (partial) trade liberalisation on disaggregate poverty
levels while the latter focuses on the impact of a complete competitive environment on
disaggregated poverty levels. We look at the possible impact of the EU-India FTA on
Indian poverty at a disaggregated level by linking our study to the above-mentioned two
studies.
Table 5.15 gives a glossary of the disaggregated poverty impact based on the earlier two
Indian studies. In both studies, trade openness seems to have led to a decline in poverty.
However, there is a difference in the outcomes as regards the impacts on rural and urban
poverty. Study 1, which captures the impact of partial trade liberalisation on poverty,
indicated that the poverty ratio would decline more in case of overall rural households
than for urban households. Though average income would decline for household groups,
15

This effect is due to increases in the domestic producer price index (PPI) that is a component of the consumer price due to
larger exports onto world markets.
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the decline in consumer price would outpace average income decline and helped reduce
the poverty ratio. The rural agricultural labour and urban salaried class and casual labour
gain most in terms of lower poverty ratios. The gap between rural and urban households
is expected to decrease.
The second study (Ten Raa and Sahoo) deals with the effects of complete openness on
poverty ratios and argues that urban households would gain more in terms of poverty
reduction than rural households. In this study, both average household income and
consumer prices would go up. Overall, the positive income effect seems to dominate the
price effect leading to a decline in poverty, but this effect is larger in urban households.
Even though the impact across subsectors is undetermined, the average, for both rural and
urban households is that poverty levels fall.
Table 5.15

Impact of openness on household poverty in India

16

Pradhan & Sahoo (Study 1)

Ten Raa & Sahoo (Study 2)
Poverty ratio

Poverty ratio (% change)

Household Group

Tariff

Quota

reduction

removal*

Direction of change

Direction of change

(% change)
Competitive

Income

Price

pressure

Income

Price

Rural

-0.48

-0.24

-ve

-ve

-0.62

+ve

+ve

Cultivator

-0.34

-0.34

-ve

-ve

2.44

+ve

+ve

Agricultural labour

-0.79

-0.4

-ve

-ve

3.51

+ve

+ve

Artisan

-0.39

0

-ve

-ve

-11.69

+ve

+ve

Rural Other

-0.31

0

-ve

-ve

-2.10

+ve

+ve

Urban

-0.35

-0.10

-ve

-ve

-11.38

+ve

+ve

Urban farmer

-0.39

0

-ve

-ve

-17.39

+ve

+ve

self employed

-0.31

0

-ve

-ve

-16.72

+ve

+ve

Urban Salary

-0.35

-0.18

-ve

-ve

-5.57

+ve

+ve

Urban Casual labour

-0.39

0

-ve

-ve

-23.86

+ve

+ve

Urban Other

-0.34

0

-ve

-ve

-15.42

+ve

+ve

Non agricultural

*40% relaxation of quota control on some of the food and non-food items

Our simulation results based on restricted FTA in the short run (Scenario 1, short run)
resemble most the outcomes of Study 1, where there is very low increase in income, but
there is a decline in the consumer price, leading to poverty reductions. In addition to this
overall conclusion, we add several considerations that affect the impact of the FTA on
poverty levels as measured in this study:
•
The disaggregated sector-wise change in domestic prices in Table 5.5 for the short
run reflects that there have been declines in domestic prices of agriculture and food
items. We have discussed above in Table 5.13 that poor households below the
16

Looking at the disaggregations, cultivators are the landowners, agricultural labour are the rural farmers, artisans are the
labour intensive producers of pots and handicrafts materials and the rest is captured in rural other.
The overall average per group is a weighted average of the disaggregated impacts. The weights are based on household
consumption at the poverty line and presented in Annex VI.
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•

•

poverty line are vulnerable to food prices in light of their high share of income spent
on food consumption. Hence, lower food prices along with gains in unskilled wages
predict that decline in the rural poverty would be more than decline in the urban
poverty in case of short run restricted FTA scenario.
Our CGE analysis does not include changes in land prices as is done in the quoted
studies. Inclusion could lead to further poverty reductions for the rural population due
to lower land prices in Scenario 1.
Inclusion of services-related gains, not included in the quoted studies but carried out
in our CGE analysis, is likely to strengthen the gains beyond those presented in Table
5.5 for the urban population.

When we look at the FTA simulations for the long run a combination of Study 1 and
Study 2 is the closest resemblance. This is the situation where we see tariff liberalisations,
and reductions in quotas and ad valorem equivalents in services combined with the
impact of increased competitive pressure (due to increased openness). The long run does
not fully resemble Study 2 because we do not assume full openness (i.e. no tariffs, quotas,
AVEs or NTBs). Our long run Scenarios 1, 2 and 3 have clearly shown that there is an
increase in income as well as an increase in consumer prices and that the positive income
effect outweighs the negative price rise leading to a reduction in poverty levels. Long run
scenarios (mainly Scenario 2 and 3) have revealed that there will be higher wage gain for
the skilled labour than for the unskilled labour (Table 5.5). Although there will be overall
price increases in the economy in the long run scenarios, domestic prices of primary
sectors will go up while domestic prices of most of the non-food industrial goods will go
down (Table 5.5). Hence, we would expect that urban households would gain more than
the rural ones in terms of poverty reduction.
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6 Grains

6.1

Introduction
This chapter assesses the potential impacts on the grains sector for both the EU and India
resulting from three possible scenarios of the FTA under negotiation between the EU and
India. Section 6.2 summarises the results from the CGE model for the grains sector and
Section 6.3 describes the sector and highlights the main issues in India and the EU.
Subsequently, Sections 6.4.1 and 6.4.2 (part of Section 6.4) assess the expected
economic, social and environmental impact for the EU and India, respectively. The
chapter ends with conclusions.
This chapter also contains a case study of the rice sector – part of the grains sector – that
serves to illustrate some issues in the grains sector.
In this Chapter, the cereals & grains sector as a whole – as analysed as a sector in the
model – is at the heart of the analysis. As rice is an important sub-product of this sector,
specific attention is given to rice where possible. Rice can however not be disaggregated
from the modelling results, which pertain to the whole sector. Where possible, the
analysis will make use of secondary data to distinguish between the different sub-sectors.

6.2

Summarised results from the CGE model
Table 6.1 summarises the outcomes of the CGE model for the cereals & grains sector. It
should again be noted, that the CGE model does not differentiate between the various
grain products, e.g. wheat and rice. In the EU, the share of rice in total grain production is
negligible (wheat, barley and maize together account for over 85 percent and rice for just
1 percent). In India however, rice makes up almost 45 percent of cereal & grain
production. Also, EU – India trends in sub-products differ. For example, the EU is a net
exporter of wheat (and is expected to continue to do so), whilst India is a net importer.17
For rice, the EU is a net importer and, at present, India is a net exporter. But whether this
will remain so for India in the future – particularly in light of the issue of food security –
remains to be seen.
The percentage change as a result of the FTA for both India and the EU-27 is expected to
be small for the cereal & grain sector. For India, the impact on prices is projected to be
negative in the short run and slightly positive in the long run, while for the EU, impacts
are slightly positive both in the short and long run. Regarding trade patterns, India is
17

Cereals Balance Sheet (EU 27: June 2008) http://ec.europa.eu/agriculture/markets/crops/balance.pdf.
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expected to increase its export of grain, while imports will decline in the short run but rise
in the long run, the more so as the scenarios get more ambitious. EU grain imports may
rise and exports fall. Finally, the impact on employment for India is projected to be
slightly negative for skilled and unskilled labour; for the EU this impact is almost
negligible. Given current production patterns, consumption and trade in the EU and India
with respect to sub-sectors, the increased export of grains from India is likely to pertain
particularly to rice, and wheat, barley and maize for the EU.
These results need some explanation, given the modelling assumptions. The short run is
determined by how long it takes for capital to become mobile, which in most cases is
longer than 1 – 2 years. So, whereas in the short run there is no relocation of capital, the
long run is defined after this period, when capital is mobile and relocated adding the procompetitive effect of trade and gains from specialisation to the analysis.
The figures below show a comparatively large percentage increase in Indian exports in
the short run. Also, the percentage changes in Indian imports of grains seem relatively
large (negative) for India in the short run, ande positive in the long run. These results
must be interpreted with caution. The reason for these diverging numbers is that they
arise from relatively small trade flows in the baseline. The 2014 baseline position showed
that 0.5 percent of India’s exports entering the EU are grains, whilst only 0.1 percent of
EU exports to India are in grains. In terms of quantity, the base flows of EU grain exports
to India are € 5 mln (0.08 percent of the total), whilst the corresponding figure for Indian
grain exports to the EU is € 397 mln (0.45 percent of the total). These baseline figures
explain why changes are so big in percentage terms, even though the flows are small. To
illustrate the small change in flows, a 5 percent change in EU exports only has a monetary
value of € 250,000. For Indian exports, the same change only has a monetary value of €
20 mln.
Table 6.1

Model outcomes of the FTA impact on the sector Grains (including rice) (% change): EU and India
EU27
Indicators

Scenario 1
SR

LR

Scenario 2

Scenario 3

SR

LR

SR

LR

Grains
Output

-0.2

-0.1

-0.2

-0.2

-0.2

-0.2

Prices

0.2

0.2

0.3

0.3

0.3

0.3

Exports

-0.3

-0.3

-0.3

-0.4

-0.4

-0.4

Imports

0.6

0.6

0.8

0.7

0.9

0.8

Skilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

Unskilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

India

Scenario 1

Indicators

SR

Output

-0.1

Prices

LR

Scenario 2

Scenario 3

SR

LR

SR

LR

0.1

-0.1

0.1

-0.1

0.2

-0.8

0.0

-0.7

0.4

-0.7

0.6

Exports

5.4

1.5

6.4

0.9

6.2

0.3

Import

-3.9

0.9

-3.2

3.8

-3.0

4.7

Grains
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India
Indicators

Table 6.2

Scenario 1
SR

LR

Scenario 2
SR

LR

Scenario 3
SR

LR

Skilled labour

-0.4

-0.2

-0.5

-0.2

-0.6

-0.2

Unskilled labour

-0.4

-0.2

-0.5

-0.2

-0.6

-0.2

Percentage change in activity / resource usage sector Grains
Scenario 1
SR

Scenario 2

LR

SR

Scenario 3

LR

SR

LR

India

-0.1

0.1

-0.1

0.1

-0.1

0.2

EU 27

-0.2

-0.1

-0.2

-0.2

-0.2

-0.2

While the economic impacts (output and employment) from the FTA will not be very
large, it needs to be kept in mind that this is a sector which is relevant for some of the
poorest areas in India employing a considerable number of unskilled workers.
In addition, the grains sector, including rice, is one of the most important sub-sectors for
trade in agriculture in India. Due to the size of the sector, environmental impacts are
expected mainly on land use and biodiversity, even though the percentage change in
resource use is limited (see Table 6.4).

6.3

Vertical dimension: main issues in the grains sector
Paragraph 6.3.1 and 6.3.2 below highlight the main issues for the EU and India
separately. With respect to horizontal issues and non-tariff barriers between the EU and
India, SPS measures are mainly affecting trade in the grains sector. Whereas Indian
exporters face difficulties meeting the high level of SPS standards of the EU, EU
exporters face difficulties with a lack of transparency or scientific support for some SPS
measures. The horizontal issue of SPS measures is elaborated on in Chapter 13.

6.3.1

European Union

EU grains sector
The grains sector accounts for the largest share of EU’s arable crop production. The
grains sector consists of the following sub-sectors: wheat and meslin; rye in the grain;
barley; oats; corn (maize); rice; grain sorghum; buckwheat, millet & canary seed; and
cereals which are not specified or indicated elsewhere.
In terms of EU production, common wheat is by far the product with the highest level of
production, followed by barley and corn (maize) respectively. The production in other
sub-sectors is much lower, as can be seen in Table 6.3 (although a different sector level
breakdown is presented in the Table, which excludes rice).
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Table 6.3

EU Grains Market: Expected figures marketing year 2008-2009, in millions of tonnes
(mio.

Common

Tonnes)

wheat

Production

Barley

Durum

Maize

Rye

Sorghum

Oats

Triticale

Others

130.0

63.1

9.2

57.8

8.4

0.4

9.0

9.4

5.4

Import

5.2

0.8

2.0

5.0

0.0

1.0

0.0

0.0

0.3

Export

13.0

7.0

0.8

2.0

0.1

0.0

0.2

0.0

0.0

Source: Cereals balance sheet, June 2008, DG Agriculture.

Despite the limited trade compared to production, the EU is an important player in world
grains trade.18 It is among the world’s top 5 exporters and importers for wheat, coarse
grains, corn (imports), barley, oats and rye (exports).
For rice, similar figures are not available for recent years, but production figures of rice
for the EU show production of around 2.7 million tonnes in 2007. Rice production is
concentrated in Southern Europe.19 Export of rice is very limited, while imports of rice
are significant with around 1.3 million tonnes per year. India is the most important
sourcing country for rice, accounting for more than 25 percent of all rice imports (and in
value terms, even over 30 percent).20
Grains are mainly used as input for animal food for all sub-sectors except durum. Human
use (food) is the second most important use of grains (notably wheat). The use of grains
for bio-ethanol/ bio-fuel is (still) limited, with only 5 million tonnes of all grains used for
this purpose.
In the last reform of the EU’s Common Agricultural Policy (CAP), an important element
was the decoupling of payments to farmers from production levels (Single Payment
Scheme) and the strengthening of cross compliance. For grains, some partial coupling is
still possible (up to 25 percent of payments). Intervention in the cereal market has been
retained, with the exception of rye. For rice, it was agreed that the intervention price
would be cut by 50 percent to bring it more in line with world market prices, and in
addition, intervention was limited to 75,000 tonnes per year. Also, as part of the EU’s
initiative to simplify the Common Agricultural Policy (CAP), cereals (as of 1 July 2008)
and rice (as of 1 September 2008) will fall under the single Common Market
Organisation (CMO), which replaces all CMOs for different agricultural sectors. This will
lead to a comprehensive single regulation, but without underlying policies. The main
purpose is to have a clear and transparent legal framework for the agricultural sector.
Currently, the EU discusses the so-called CAP Health Check for streamlining and further
modernising the CAP. Further reducing intervention in cereals is one of the issues under
discussion.
Regarding employment in the sector, the percentage of agriculture of total employment in
the EU 27 amounted to 5.9% in 2006. The differences between countries are large. In

18

19
20
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For figures, see Cereals Balance Sheet EU 27 (June 2008) Source:
http://ec.europa.eu/agriculture/markets/crops/balance.pdf.
Eurostat data.
Source: Trade statistics 2006, SG Agriculture and Rural Development.
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Romania it is 30.6 % while in UK the percentage of agriculture of total employment lies
around 1.4 %. However, those figures do not take informal employment into account.21
The size of farms in the agricultural sector differs by region in the EU. The smaller units
(the smallest being 1-8 ESU) are to be found in the new Member States. More than 90
percent of small farms are to be found in Romania, Lithuania and Bulgaria. Those small
units use 40% of the total regular farm labour force (expressed in persons) and 24% of the
total farm labour work (in AWU).In Bulgaria for example the number of sole holdings
amounts to 77.9 percent of the total and they employ 70.7 percent of the regular labour
force (in persons) and 63 percent of the regular labour force (in AWU) 22 In the specialist
cereals sector (oilseed and protein crops), the small farms (smaller than 8 ha) are also
mostly to be found in the new Member States23. This is most probably also true for the
grain sector.
The structure of employment in agriculture – and the grain sector – has also other
distinctive features. There is a relatively high percentage of self employed (45.8% for
men and 20.4% for women for the EU 27). There is also a high percentage of temporary
workers and assisting spouses. In 2005, assisting spouses amounted to 24.3% of labour
force in the agriculture sector in the EU 27.24
Main issues for grains in the EU
The surge in food market prices over the last two years also affects the grain market,
where prices were at a historically high level. Reasons for these high prices include low
stocks of grains, increasing world demand, competition for land (as other agricultural
commodities like oilseed also experience price increases), and rising oil prices, which
increases the costs of fertilisers and transport. New market outlets for grains (bio-fuel)
also contribute to increased price levels. These developments already led the EU to put
the set-aside rate (cereal farmers were required to set aside 10 percent of their production
area in order to be eligible to direct payments under CAP) at zero percent as of Autumn
2007, in order to give grain production a boost in the EU (estimates of 20 percent increase
in grain production)25. Intervention in the grain market is not expected to be required in
the next few years, as domestic grain prices are expected to stay above the intervention
price for grain (although prices are expected to decrease from their record levels).
Nevertheless, price volatility will always be an issue for agricultural products like grains.
The need for EU intervention in the grains market, the creation/improvement of social
safety instruments, and the possible adverse effects of EU bio-fuel policies are all under
discussion as a result of the higher food prices.

21

European Union, Directorate General for Agriculture and rural development, Agriculture in the European Union, Statistical
and economic information 2007. Table 3.5.1.3 Employment in agriculture and in the other sectors.
22
Eurostat, Agricultural statistics, Main results 2006-2007.
23
Eurostat,
http://epp.eurostat.ec.europa.eu/extraction/retrieve/en/theme5/ef/ef_ov_kvftesu?OutputDir=EJOutputDir_723&user=unkno
wn&clientsessionid=3179245F2360E419EF5A772093DC8F5C.extraction-worker1&OutputFile=ef_ov_kvftesu.htm&OutputMode=U&NumberOfCells=600&Language=en&OutputMime=text%2Fhtml&.
24
European Union, Directorate General for Agriculture and rural development, Agriculture in the European Union, Statistical
and economic information 2007.
25 Source: IP/07/1402. Brussels, 26 September 2007. Cereals: Council approves zero set-aside rate for autumn 2007 and
spring 2008 sowings. http://europa.eu/rapid/pressReleasesAction.do?reference=IP/07/1402.
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In this context, it is interesting to note that the yield growth of grains has slowed down in
the EU-15 over the past decade, which suggests that production is at the technological
frontier and that new technologies have not been introduced in the EU. Higher production
standards and constraints on resources (e.g. water availability in Southern Europe) further
limit the possibilities for a higher yield rate. On the other hand, yields in the 12 recently
acceded Member States are increasing, albeit at a lower rate than expected.26
The food safety standards of the EU, relevant for the grains sector, are among the highest
and most advanced in the world. These standards apply to EU farmers, food-processing
industries, and countries exporting to the EU. The issue of Sanitary and Phytosanitary
(SPS) measures is further discussed in Chapter 12.
An issue also related to food safety and environmental concerns, and relevant for the
grains sector, is the use of Genetically Modified Organisms (GMOs). GMO cultivation is
limited in Europe, both for feed production and for bio-fuel production. The EU legal
framework sets out a pre-marketing authorisation of GMOs as well as labelling
requirements, ensuring strong EU control over GMO imports (e.g. from the US).27
The use and benefits of GMOs, in terms of increasing yields is a growing area of debate
between nations. When discussing EU and India yields, it is useful to differentiate
between the different policies on cotton and grains. The cultivation of cotton is not
approved by the European Union, but it is used for cultivation in India.28 Although India
has approved GMO trials in 10 of its 25 states29, including the production of maize, this
seed and wheat have yet to be approved for GMO commercial cultivation.
In conclusion, the issue of GMO products does not currently play a major role in EU –
India trade and investment flows. However, this situation could change if Indian trails of
GMO grains are further pursued.
Regarding social issues, the main issues relate to decent work conditions including safety
at work. Migrant workers are particularly exposed to dubious health and safety
conditions, wage conditions close to the legal minimum and long working hours.30 The
wage differences within the EU are high; this is also the case within the agricultural
sector. In agriculture, worker's gross wages vary from € 0.69 per hour in Bulgaria to more
than € 14 per hour in Denmark.31 We assume this also holds for the grain sector.
Regarding environmental issues in the grains sector, the EU puts a strong emphasis on
sustainable agriculture in its policies. This relates to viable production and trade modes,
but equally important are maintaining the landscape and protecting the biodiversity of the
habitat. Eco-system services for current needs and for future generations do need to be
considered as an added value to rural agricultural development. Internationally, there is
26
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Source: European Commission, DG Agriculture and rural development (2008) Prospects for agricultural markets and
income in the European Union, 2007-2014, March 2008.
Source: Brussels, 20.5.2008 COM(2008) 321 Final Communication from the Commission to the European Parliament, the
Council, the European Economic and Social committee and the committee of the regions.
Source: http://www.gmo-compass.org/eng/database/plants/21.cotton.html.
Source: Press Information Bureau, July 26, 2007. http://www.merinews.com/catFull.jsp?articleID=139624.
ILO, Decent work in the agriculture, labour education 2003/2-3 No. 131-132.
www.agri-info_eu - Wages and Labour Costs.htm.
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however no consensus on the definition of sustainable agriculture and the definition of
sustainable development.
Environmental pressures related to global climate change like greenhouse gas emissions
from agriculture, primary and secondary impacts of increased use of bio-fuels and
adaptation to climate change (flooding, hurricanes, desertification etc) are key issues for
the EU (and India). Here the impact from increasing marine transports causes additional
pressure to marine eco-systems of the coastal EU.

6.3.2

India

India grains sector
The grain sector in India has taken massive strides after independence. The area
cultivated has gone up by close to 30 percent; more significantly, a massive increase in
yield by around 240 percent (522 kg per hectare in 1950-51 to 1707 in 2006-07) has
implied that actual production has seen a fourfold increase (50.82 million tonnes to
211.78 million tonnes). Part of the reason for the increase in production has also been the
increase in proportion of cultivated area that is irrigated; from 18.1 percent in 1950-51 to
42.2 percent in 1999-00.
Table 6.4

Food grains production
Year

Area (Million

Production (Million

Yield

% Coverage Under

Hectares)

Tonnes)

(Kgs/Hectare)

Irrigation

1950-51

97.32

50.82

522

18.1

1980-81

126.67

129.59

1023

29.7

1999-00

123.10

209.80

1704

43.9

2003-04

123.45

213.19

1727

42.2

2004-05

120.00

198.36

1652

NA

2005-06

121.60

208.60

1715

NA

2006-07*

124.07

211.78

1707

NA

* Advance Estimates as on 04.04.2007.
Source: www.indiastat.com.

In the very recent past, there has been stagnation in the food grains sector. The area
cultivated has hardly seen any growth while yields and the proportion of area under
irrigation have remained stagnant. With a population still growing at around 1.5 percent
per annum, such stagnation might imply greater import dependency in the future.
Rice and wheat are the major food grains produced in India. The other food grains
produced are bajra, jowar and ragi, which are inferior grains. The share of rice in India’s
food grain production has remained almost constant at 40 percent. Unchanging shares
since 1950 imply a large absolute increase in rice production caused by technological
advances and increase in area under irrigation and under cultivation. The share of wheat
in grain production has increased from only 12.71 percent in 1950-51 to around 34.80
percent in 2006-07 with a 12-fold increase in production in absolute terms. This is again
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attributable to factors that are similar to those for rice. The period after 1999-00 though,
indicates a slight decline in yield and production.
Table 6.5

Rice production statistics
Year

Area

Area under

Production

(Mio

rice

(Mio tonnes)

hectares)

cultivation

Rice

Yield (Kgs

% Area

production

per hectare)

irrigated

as % of food

as % of area

grain

under food

production

grains
1950-51

30.81

31.66

20.58

40.50

668

31.7

1980-81

40.15

31.70

52.63

41.38

1336

40.7

1999-00

45.16

36.69

89.68

42.75

1986

53.9

20003-04

42.59

34.50

88.53

41.53

2077

52.6

2004-05

41.91

34.93

83.13

41.91

1984

NA

2005-06

43.66

35.90

91.79

44.00

2102

NA

2006-07*

43.70

35.22

91.05

42.99

2084

NA

* Advance Estimates as on 04.04.2007.
Source: www.indiastat.com.

The Indian grains sector is subject to the broader set of policy measures for the
Agricultural Pricing Policy (APP) of the Indian government. The objective of this policy
is to set remunerative prices, thereby encouraging investment and production. The APP
instruments include minimum support prices (also for cereals), procurement prices, a
public distribution system and zonal restrictions. Minimum support prices are announced
each year and determined on the basis of factors like cost of production, cost input/output
price parity, effect on cost of living, etc.
Government involvement in the sector is thus still substantial. Besides centrally
determined prices, many inputs were heavily subsidised until recently. However, since
the 1990s, the Indian Government has embarked on a process of reform and liberalisation
of its economy in general and the agricultural sector in particular. Thus subsidies for
fertilisers and electricity have been decreased. In addition, in compliance with WTO
rules, India removed all quantitative barriers to agricultural imports by 2001 and
voluntarily reduced tariffs below required levels for a number of commodities, including
edible oils, pulses, and cotton32. The consequently cheaper imports have subsequently put
downward pressure on prices, despite the central pricing policies. Particularly the small
landholders and landless peasants have found it hard to compete, with constrained
markets for their products, and an overdependence on subsidies for power and fertilizer,
these farmers were ill-equipped to compete when the national government undertook the
economic reforms in 1991. In addition the sector is still very susceptible to droughts and
relatively inefficient.
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Main issue for grains in India
As described above, the importance of the two superior grains, rice and wheat has
increased significantly in the Indian economy after independence. Yet, even though the
trends over the entire period are encouraging, the stagnation observed after 1999-00 is
cause for concern. Yields for rice have stagnated and those for wheat have even declined.
India needs to make a breakthrough in wheat and rice productivity through an increase in
the spread of irrigation and the development of higher yield technologies and cultivation
practices.
Rice and wheat production are important in the overall agricultural Indian economy
including agricultural incomes. Stagnation in their yield increases imply that incomes
stop increasing and therefore the gap between the rural economy and the urban economy
has increased further which in turn might lead to certain social tensions. This might be
exacerbated by a shortage in food grains, especially food stocks. Support pricing which
benefits only medium and large farmers, who alone are net producers, continues to
increase the gap between these and small and large farmers ( net consumers).
The environmental issues mainly relate to the damage caused by increasing run-offs of
pesticides and fertilisers. There is a strong demand from certain sections of the society for
a switch to organic farming methods. Whether this will have a further depressing impact
on yield, is still to be ascertained. To add to these woes, it is predicted that global
warming and associated climate change might hit rice and wheat yields in tropical
countries like India hard.
Box 6.1

Case study: Rice
Rice sector in India
Over the years India has become an increasingly important exporter of rice to the rest of the world. In 1960,
before the green revolution took off, it exported just 67,000 tonnes to the rest of the world which accounted for
just 1.5 percent of world trade. By 1980 it had been able to capture a sizeable chunk of world markets – 7.25
percent of international trade equal to 0.9 million tons of rice. The generation of export surpluses in rice could be
attributed to the green revolution which had led to a tripling of yields and an increase in area under rice
cultivation by around 50 percent as well as to increase in irrigation coverage. Indian presence in world markets
reached a peak in the period 2001-2006 when it accounted for around 17 percent of world trade through its
exports.

Year

Total

Exports from

export

India as a % of world trade

(1000ton)
1960

67

1.05

1980

900

7.25

1999

1,400

6.13

2000

1,685

6.99

2001

6,300

23.44

2002

5,440

18.97

2003

3,100

11.33

2004

4,569

16.04

2005

4,688

15.44
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Rice sector in India
2006

5,500

17.84

2007

2,500

8.83

2008

2,000

7.23

Source: http://worldfood.apionet.or.jp/index-e.html
The main producers of rice in India are West Bengal, Uttar Pradesh, Orissa, Andhra Pradesh, Chattisgarh and
Bihar in that order. Given that these regions are in Southern and Eastern India, which are also the major
consumers of rice, costs involved in transporting rice from the farm to the fork are minimised. There have been
some worrying developments in the recent past. A sudden decline in production saw a massive depletion in
India’s rice stocks from 25mn tonnes to 8.5mn tonnes in 2004. Though stocks have recovered slightly since
then, this recovery has not been large enough to allow the fear of stocks running out to subside. In 2007, rice
stocks attained their highest level after 2004 but even that was 13 mn tonnes, much lower than those in 2000.
As a reaction to these developments, India imposed a ban on non-basmati rice exports in 2008 and basmati rice
exports in 2008. Exports from India fell by 3mn tonnes in 2007 – quite a significant fall in a world market where
the total amount traded on the international market varies between 27 and 30mn tonnes. These measures may
have secondary social and economic impacts.
The decline in rice exports from India has not only contributed to the increase in international rice prices but has
also led to a massive decline in foreign exchange earnings from this sector. With consumption steadily
increasing in this sector due to a population growth rate of around 1.5 percent and no major change in rice
yields in the recent past, India is in real danger of, not just a further decline in exports, but of becoming a net
importer of rice. A facilitative role of an FTA to allow India access to new production techniques could be very
helpful.
What are the options available to India in this regard? One is greater access to irrigation in order to increase
total rice production, thus generating positive employment and wage benefits for a part of the Indian farmers.
Currently, only around 52.6 percent of area under rice cultivation is irrigated. Thus, there is enough scope for an
increase in irrigated area. The spread of irrigation in the case of rice has been slower than that in the case of
wheat. Over the 54-year period from 1950-51 to 2004-05, the irrigated area as a proportion of cultivated land
area increased from 32 percent to 52.6 percent in the case of rice and from 34 percent to 88.4 percent in the
case of wheat. There is no reason why the availability of irrigation for rice cultivation should not match that of
wheat.
As noted above, there is some debate on the use of GMO’s to increase yields. Even if this were an option to
increase yields, current EU practice would for sure have Indian GMO exports encounter difficulties in accessing
the EU Market. From the EU perspective, two main issues are important. First of all, making sure rice prices do
not skyrocket in order to protect purchasing power of consumers and second, to guarantee EU citizens food
safety by insisting on high food safety standards through SPS provisions, based on scientific evidence. With
respect to these issues, it is important that India – corrected for its own domestic population growth – continues
to export rice that meets EU SPS standards. This can occur via two mechanisms. First of all, increased levels of
production and yields of Indian rice production that outstrip its population growth, and secondly a continued
focus on improving Indian regulation, implementation and monitoring standards on food safety, resulting in ever
larger shares of Indian rice finding its way to the EU-27. Given the relative competition inside the EU, there may
be some competitive effects on rice producing sectors in some regions, but these effects are expected to be
minimal. EU overall effects, either economic, social or environmental, are not expected.
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6.4

Impact assessment grains sector

6.4.1

EU impacts

Economic impacts EU
The predictions from the model show a limited impact on the grain sector in the EU.
Decreases in both output and employment are expected to be limited (less than 0.2
percent). Exports are also expected to marginally decrease (0.3 to 0.4 percent), whilst the
biggest (though still limited) effect is projected for grain imports, which is estimated to
rise by 0.6 to 0.8 percent, depending on the scenario. Prices are expected to rise by 0.2 to
0.3 percent.
It should be noted that recent developments in the world grain market, most notably the
price increases, are especially interesting. Given that important international organisations
expect world prices to remain high (although somewhat lower than the record levels early
2008), price volatility may alter these impacts slightly. India, for example, given its high
population growth, may become a net importer of grains. Although the effect of these
changed conditions will impact both the EU and India, the effects of the FTA itself on
these prices, are expected to be very small.
Real Income
Given the limited effects of the FTA on the EU, the effects on real income will also be
small. Real incomes of grain farmers may improve slightly as the expected price
increases are larger than the output decreases. Consumers, on the other hand, will face
higher prices for grains and grain-related products. Given the small share of their income
spent on grains, this is not expected to affect their real income by much. It should be
noted that developments in the world market for grains will have much more impact both
on the producers and consumers of grains than the EU-India FTA. Developments in
supply and demand for grain, which resulted in steep price increases over the last year
provide a case in point, even though supply and demand curves are more elastic in the
longer run, mitigating this effect.
The variety of products is not likely to change much, as grains are very basic products,
with little variety in their characteristics, and therefore import versus local production of
grains will not make a large difference. The fact that output in the EU decreases slightly,
may result in the land being used for other agricultural or non-agricultural use, but the
extent to which this will result in increased product variety or an increase in other existing
products, is hard to assess. Again developments in the world market might lead to
increased production of grains in the EU, despite the effects of the FTA.
Investment
FDI does not play a major role in the agricultural sector, although especially in Eastern
Europe, the increasing prices have given rise to FDI in the sector. The EU-India FTA will
not have a large impact, however.
Public investment in the sector is also limited, but the expected price increase in
combination with the overall expected world market prices in the long run will reduce the
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need for intervention at the EU level (e.g. export refunds), which can be said to reduce
public investment in the sector. Given the marginally declining output in the sector,
changes in investments from the sector itself are also expected to be negligible, although
there may be some variation according to region (e.g. Eastern Europe) and sub-sector.
Trade
The biggest impacts of the FTA between EU and India for the grain sector in the EU will
be on trade. For the EU, overall grain exports are expected to decline (0.4 percent) while
imports are expected to rise (up to 0.8 percent in the long run). As exports from India will
only increase marginally in the long run, the increased imports will mainly come from
countries other than India.33 The strict food safety standards in the EU may be important
in this respect (see Chapter 12 on SPS). Given the fact that the EU is relatively stronger in
the export of processed goods, the import of cheaper grains may improve the
competitiveness of their processed goods on the world market. The effects on grain
exports are less significant.
When looking at the sector-specific effects, one needs to keep in mind that the analysis is
based on a general equilibrium analysis – not partial – so it is not possible to really say
anything about the changes in one sector without looking at the broader picture. In
essence, it is about comparative advantage. Thus, what is described above is a
consequence of changes of preference and the ensuing changes in comparative advantage,
not just of India vis-à-vis the EU, but also in relation to other trading partners of the two
countries. Although India’s comparative advantage in grains vis-à-vis the EU may
increase, there are other sectors for which this increase is even bigger, implying (due to
the general equilibrium principle) that resources in India will flow to these sectors, not so
much grains. This leaves opportunities for other exporters that are even more efficient
than India.
Social impacts EU
According to the CGE model the impact on employment of the three possible scenarios of
the FTA for the grain sector in the EU are small.
Employment
The most significant impact is the increase of import that varies between 0.6 to 0.9 %.
The possible social impact could be on employment and indirectly on the risk of poverty.
Because of the increase of import, some farms could lose some income or go out of
business. We expect that especially small business will be affected. This import concerns
rice and wheat in particular. The impact of increases in rice imports will mostly affect the
countries who indeed have a strong production of rice, mainly in southern Europe. The
production of wheat is spread over the EU and the impact on employment for the
individual countries will be smaller. The impacts vary by region. The (small) employment
effects could be relatively more pronounced in the countries / regions with many smaller
farms, or where the social protection net is less developed or where there are less
alternative job opportunities.
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Please note that the model gives total changes in export/import per sector for the EU and India, not only for the EU vis-à-vis
India and vice versa. See the Global Analysis Report for more modeling details and results.
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Other social indicators
The effects on other social indicators, like health and education, could not be identified.
Because of the high number of assisting spouses in the agriculture sector, there could be
an impact on the equality indicator if employment in the sector decreases because of the
slight decrease in output .The degree of this social impact is, however, difficult to
estimate.
Environmental impacts EU
Today, key issues in Europe relevant for the grains sector are environment-related health
concerns (issues related to air quality, inland waters, soil, hazardous chemicals); climate
change; biodiversity loss; overuse of marine resources; the current patterns of production
and consumption; and pressures caused by economic activities34. In the EU, agriculture is
considered one of the three sectors, together with energy and transport, where current
unsustainable development trends need reversing.
Table 6.6 gives an overview of the estimated changes for each of the environmental
indicators mentioned in the Global Analysis Report that are related to agriculture and
grain production. The key effects, direct and indirect impacts, are discussed in more
detail.
Table 6.6

Agriculture: Change in Environment Sustainability Indicators in the EU
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Greenhouse gas emissions from animal farming and biodegradation of
agricultural waste will increase slightly due to a potential switch from grain production to
animal farming or vegetable production. The magnitude of this change needs evaluation.
Air quality: Potentially increased animal farming results in increased ammonia emissions. It
is assumed that this production change will not cause additional transport emissions.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Potentially increased animal farming results in increased methane emissions. No
effect on overall emissions of primary particles (PM10) and secondary particulate
precursors (NOx, SO2, NH3) is foreseen.

b) Land

Land use in agriculture: No changes expected in total utilised agricultural area. The
organic farming area will increase slightly. No changes expected in the cross nutrient
balance.
Forest: Insignificant direct increase in emission and removals from land-use, land use
change and forestry (LULUCF) expected. Indirect impact of potential large scale energy
crop imports from India to EU needs further assessment.
Desertification: No improvement in reduction of erosion expected.
Urbanisation: Disappearing of agricultural zones, forests and semi-natural and natural
areas not expected.
Natural resource stocks: Direct impact; unchanged, indirect long term impact; HOLD.

c) Biodiversity

Number of species: Unchanged.
Protected areas: Unchanged or insignificant increase.
Ecosystem: Unchanged.

34

European Environment Agency, 2007. Europe's Environment The fourth assessment, Copenhagen.
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Indicator

Specific indicator

d) Environmental

Waste management: Unchanged or insignificant increase of agricultural hazardous waste

quality

expected.
Energy resources: No direct impact on total primary energy consumption. Indirect increase
in the share of renewable energy sources in primary energy consumption expected.
Insignificant direct impact on final energy consumption in the EU-27. Indirect impact on the
share of biofuels in agriculture expected, however, requires further assessment.

e) Fresh and

Quantity of water use: Insignificant direct impact on the water exploitation index (WEI)

waste water

expected, especially on irrigation water quantity.
Access to safe drinking water: Unchanged.
Water quality: Insignificant direct increase in marine transport of grains will negatively
impact eutrophication in coastal waters. Potential secondary increase in energy crop
transports from India to EU will increase this negative impact. No direct increase in nutrients
leakage expected.
Quantity of waste water: Unchanged.
Cleaning of waste water: Insignificant direct increase in demand for marine transport
wastewater treatment. No changes foreseen in the amount of rural WWT plants.
Water supply: see Quantity of water use.

Atmosphere
Increasing grain imports in the EU27 will affect the use of farmlands and the agricultural
production structure. This will directly increase CO2 emissions since greenhouse gas
emissions from animal farming and biodegradation of agricultural waste will increase
slightly due to a potential switch from grain production to animal farming or vegetable
production. The exact magnitude of this change remains to be estimated. A second order
effect of the reduced import tariff would potentially be increased energy crop import from
India to the EU27. Directly this would reduce the greenhouse gas emissions in the EU27.
However, the overall indirect impact on global climate change and biodiversity would be
negative. The magnitude of this secondary potential impact needs clarification and would
naturally fall into the issues for post 2013 period of carbon trading.
A potentially growing share of animal farming would result in increased ammonia
emissions and impacts on air quality. In addition biodegradation of agricultural waste
give local pressures to air quality. It is assumed that this production change will not cause
additional transport emissions impacting the air quality. Similarly, the overall magnitude
of lower methane emissions as a result of decreased rice production is estimated to be
insignificant and negligible.
A switch from grains to animal farming and vegetable production will increase emissions
from farm machinery and transport. This will directly increase the quantity of dangerous
chemicals in atmosphere (dangerous to ozone layer or to humans). Increased animal
farming also results in increased methane emissions. The overall magnitude of these
changes is estimated to be less insignificant.
Biodiversity
In addition to transport emissions, increasing marine bulk transport of grains results
directly in increased entry of GMO grains, alien marine and vegetable species, and raises
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the risk of diseases and pests. However, the first order impact on the number of species
and size of protected natural areas or ecosystems inside the EU27 is assessed to be
negligible.
Natural resource stocks
The overall magnitude of the change in the use of natural resource stocks by agriculture is
negligible. Therefore direct impacts remain unchanged. However, the long term indirect
impact on resource consumption and biodiversity (ecological footprint) need more
evaluation and monitoring. This relates to the indirect impact of potential large scale
energy crop imports from India to the EU27.
Other environmental indicators
The impacts on other indicators that are assessed to be negligible are briefly mentioned
below. Change of production structure would increase the organic farming area inside the
EU-27 with negligible impact on land. Water quality and waste management would be
affected by increasing water use and amount of agricultural hazardous waste. A potential
second order effect requiring monitoring would be transport flows of contaminated
agricultural hazardous waste, including uncontrolled release of GMO’s in to the natural
habitat. Increased grain imports from India to EU27 will have on insignificant direct
impact on the use of transport fuels, generation of marine wastewater, and on
eutrophication in coastal waters. Potential future import of energy crops from India to
EU27 would indirectly increase the share of renewable energy sources in primary energy
consumption. The overall impact of this secondary effect would require further
assessment.

6.4.2

India impacts

Economic impacts India
Real income and trade
The model outcomes estimate that output in the India food grain sector, irrespective of
assumptions regarding the intensity of the FTA, will not change much as a result of the
FTA. Only a potential slight decline in the short run and a slight increase in the long run
is expected, which ties in well with the observation that prices will decline somewhat in
the short term and rise in the long run. Overall the price rise may outweigh the output
decrease – that is small to negative.
Regarding trade, Indian imports are expected to decline in the short run (between 3-4%
depending on the depth of the FTA), but increase in the long run (between 1-5%
depending on the depth of the FTA). Indian exports are expected to increase by around
6% in the short run and by between 0.3 and 1.5 in the long run. In the long run we expect
to see capital redistribution to sectors where higher returns can be made. If we allow for
additional FDI inflows, the productivity gains in the longer run are expected to also have
their effects on output and export growth.
The increase in exports of India, matched by a slight increase in output (and prices) in the
long run, might cause real income to increase, but only slightly. Especially in the short
run (increasing exports and decreasing imports) the Indian trade balance position
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improves, while in the long run (increasing imports and slightly increasing exports), this
is not so clear if we do not take FDI inflows into account.
Investment
Capital relocations in the long run are expected to increase investments and the overall
capital-intensity in the Indian grains sector. This will only happen to a limited extent
given the size of the sector and level of investments needed to make a significant
difference. This may account for the fact that employment is expected to decrease slightly
for India.
Social impacts India
Poverty and Employment
Given that impact on real income is expected to be slightly positive, the trickle down
effect of income growth on poverty alleviation will be enhanced. Thus, one of the effects
generated is a very slight downward push to poverty incidence in the rural sector. Yet,
this effect might be offset by the projected lower level of employment. The net effect
might turn out to be insignificant. Our poverty analysis shows that in the short as well as
long run, average poverty rates are expected to decline because of the combinations of
price and income effects. For example, in the long run, incomes are expected to go up
more than prices do, creating an overall expected poverty alleviating effect. However,
expert opinions state that due to the large informal sector in the Indian agricultural
economy, with a large number of the people not counted as part of the labour force,
positive employment effects in the agricultural/grains sector are not likely to show up as a
decrease in unemployment levels.
Health
As food grain production is only expected to be affected by the FTA only to a limited
extent, health effects e.g. through a change in the use of fertiliser and pesticides
associated with output growth, are expected to be insignificant. This may be a different
story if fertilisers will be used on a larger scale to increase growth rates in grain yields
that have recently slowed down. The effects, however, are expected to be indirect and
small.
Other social indicators
Changes in other social indicators such as education are expected to be small. While real
income rises, equality might be affected slightly negatively, as labour-intensity is
expected to decrease and capital-intensity to increase, implying a potential trade-off in
income destination.
Environmental impacts India
Given the small impact on output in India, the environmental effects are also expected to
be small. Some effects might flow from increased trade flows (Indian exports). Some
potential global effects were already mentioned in the section environmental impacts in
the EU, and are not repeated here.
Atmosphere
Increased trade flows might cause GHG emissions to slightly increase because of
increased transportation. Also, methane emission could increase as a result of increased
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rice production. Given the small magnitude of overall output changes, impacts on
atmosphere through production volume changes are unlikely.
Biodiversity, waste and land use
Due to increased production levels in India as a consequence of the FTA, the bulk being
carried by SMEs, we expect some impact of the change in production structure for waste
generation. Also increased production and increasing incomes may lead to stronger
deforestation pressures and more intensive use of land. However, because aveage impacts
are not very large, impacts are estimated to be small. Land cultivated may be affected as a
result of the FTA. Increased capital-intensity and specialisation in the sector might cause
some intensification of land-use, e.g. more irrigation and strengthening of the trend of
increasing fertiliser intensity in India (e.g. in rice production, fertiliser consumption in
India per ton of rice increased from 0.089 tons in 1980 to 0.13 tons in 1998).35 This
increased fertiliser use could have a slight negative impact on water quality and
biodiversity.

6.5

Conclusions
European Union
The overall economic impact of this FTA on the EU grains sector is expected to be
limited. Real income and investment in the sector will not be affected significantly. The
largest impact is on trade, as imports are expected to rise, while exports will (to a lesser
extent) decrease. But also regarding trade, the expected changes are less than 1 percent.
As production of the different types of grains differs per member state, monitoring of
effects at regional or sub-sector level may warrant further evaluation and monitoring.
Given the negligible economic effects, the social effects are also considered very small.
The observed trade impacts could have some slight (negative) effects on employment on
regions where many small farms are active, or where production of certain product
subgroups is concentrated.
The overall environmental impact of this FTA on the EU grains sector is considered to be
negligible or less insignificant in magnitude as the overall change in the agricultural
production structure is less than one percent. In addition, potentially increasing transport
flows of contaminated agricultural hazardous waste including uncontrolled release of
GMO’s into the natural habitat, require monitoring.
India
For India, none of the liberalisation scenarios envisaged for the EU-India FTA will result
in much change in output in the food grain sector. The mildest liberalisation scenario
considered here seems to be the best option for India – maximising export gains,
minimising import increases, and producing the smallest disturbances in terms of increase
in unemployment. However, these outcomes cannot be seen in isolation, but must be
analysed in the light of results in other sectors.

35
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The low impact on the output of this sector as a result of the FTA implies that direct
social and environmental impacts are expected to be small. Employment is projected to
go down slightly, though real income will be affected slightly positively. The projection
of increasing exports might result in slight increases of GHG emissions through
transportation and increased fertiliser use might affect health and land / water quality
while SME growth may have effects – through higher incomes – on deforestation and
more intensive land use.
Table 6.7

Overall economic, social and environmental impacts: EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

0

0

0

Y

M/H

Fixed capital

0

0

0

Y

M

↕

0

0

Y

M/H

0/-

-

↕

Y

M/H

Poverty

0/-

-/0

↕

Y

M/H

Equality

?

-/0

↕

Y

M

Health

0

-

0

Y

L

Education

0

?

0

Y

L

Atmosphere

-/?

--

0

No

H

Land quality

0/+

-/0/+

0

Yes

L/M/H

Water quality

0/?

-

0

Yes / no

L/M/H

Biodiversity

0/?

-

0

Yes / no

M/H

0

-- / - / + /

0

Yes

M/H

Economic

formation
Trade
Social
Employment &
decent work

Environmental

Natural
resources stock

Table 6.10

Overall economic, social and environmental impacts: India
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

to

Magnitude
A

Capacity

change
B

C

D
E

Economic
Real income

+

0

↕

Y

M

Fixed capital

+

0

0

Y

M

↕

0

0

Y

M

formation
Trade
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

to

Magnitude
A

Capacity

change
B

C

D
E

Social
Employment &

0/-

-

↕

Y

M

decent work
Poverty

0/-

-

↕

Y

M

Equality

?

-

↕

Y

M

Health

0

-

0

Y

M

Education

0

?

0

Y

M

0/-

--

0

No

L

Land quality

0/-

-/0/+

0

Yes / No

L

Water quality

0/-

-

0

Yes / no

L

Biodiversity

0/-

-

0

Yes / no

L

0

0

0

Yes

L

Environmental
Atmosphere

Natural
resources stock

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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7 Motor vehicles and automotives

7.1

Introduction
This chapter discusses the expected impacts of the EU-India FTA for the motor vehicles
and automotives sector. Section 7.2 gives a summary of the CGE results for this sector
and section 7.3 discusses the sector and the main issues therein for the EU and India.
Section 7.4 assesses the expected economic, social and environmental impact, first for the
EU and then for India. Section 7.5 contains sector conclusions. The case study in this
chapter discusses auto parts.

7.2

Summarised results from the CGE model
The outcomes of the CGE model for the sector motor vehicles and automotives are
summarised in Table 7.1. Regarding output, the model projects negative changes in the
short run for India, but positive effects in the long run. For the EU, expected output
changes are virtually zero. Regarding price changes, positive results are projected for
India in the short run; in the long run, projected impacts are between slightly negative to
zero for Scenario 3. In the EU the price changes are projected to be slightly positive, but
small. In terms of trade patterns, exports and imports show a strong result for India. The
increase in exports is expected to be considerable (7 to 13 percent), while the impact on
imports is projected to be between 30 and 47 percent – this as a consequence of and to the
benefit of EU investments. It is especially important to note the fact that the reduction of
the Indian tariff of 100% on cars is important in this respect.
For the EU overall, there are no large impacts on exports expected as a result of the FTA
and the expected impacts on imports are also very small for this sector. These results,
however, do not include the relative increase in FDI that would stem from the FTA for
the automotive sector. It is important to note that affiliate sales and FDI flows are not
included in the CGE analysis, due to model limitations. Experts expect that this may
cause considerable underestimation of effects in this sector, as a process of
internationalisation of production, international production fragmentation and
specialisation will for a large part, occur by means of investment flows. We will address
this issue in section 7.4.
The motor vehicles sector is one of the relatively more polluting sectors, warranting a
thorough environmental impact assessment. However, for the EU27, the primary
monetary effect of the FTA on the motor vehicle and automotive manufacturing can be
considered to be small, and the related environmental impact is also close to zero. For
India, these effects may be larger as the trade impact for India (max 47% increase in
imports and max 12.7% in exports) is considerable. Social impacts relevant for the sector
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focus on labour issues associated to e.g. productivity, upgrading of production facilities
and FDI inflows.
Table 7.1

CGE model outcomes of FTA impact on the motor vehicles and automotives sector (% change): India and EU
India

Scenario 1

Scenario 2

Scenario 3

Indicators

SR

SR

SR

LR

LR

LR

Motor vehicles, automotives
Output

-0.6

0.3

-0.9

0.6

-0.9

Prices

0.2

-0.3

Export

6.8

8.7

Import

33.7

30.3

0.7

0.6

-0.1

0.7

0.0

8.0

10.8

9.6

12.7

42.9

37.8

47.0

41.4

skilled labour

-0.6

-0.4

-0.8

-0.6

-0.8

-0.5

unskilled labour

-0.6

-0.4

-0.8

-0.5

-0.8

-0.4

EU27

Scenario 1

Scenario 2

Scenario 3

Indicators

SR

SR

SR

LR

LR

LR

Motor vehicles, automotives
Output

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

Prices

0.1

0.1

0.1

0.1

0.1

0.1

Export

0.0

0.0

0.0

0.0

0.0

0.0

Import

7.3

0.1

0.1

0.1

0.1

0.2

0.1

skilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

unskilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

Vertical dimension: main issues in the sector
This section highlights the main issues for the EU and India sector separately. With
respect to horizontal issues and non-tariff barriers between the EU and India, the
difference in technical standards affects trade in this sector (UNECE in the EU, but not in
India). Apart from technical regulations, other important horizontal issues negatively
affecting trade include: customs procedures, IPR (e.g. counterfeit parts) and investment
restrictions. These horizontal issues are discussed separately in, respectively, Chapters 12,
14, 15 and 11.
Comparing tariff rates between the EU and India, in 2004, the average tariff rate
protecting the Indian automotive and parts market stood at an average of 31.2% (GTAP
7.4). With the Doha baseline this average tariff is expected to drop to 14.4%, which
leaves some room for further tariff liberalisation in this sector in the FTA scenarios (90%
/ 97%). Nonetheless, tariffs are important for three reasons. First, due to the asymmetric
nature of the tariff rates (with the EU applying 6.5% tariff while India applies > 100%
tariff in cars). Second, because the average tariff rate measures away the high tariff rates
India applies to protect the domestic car industry (a tariff rate plus counterveiling duty tax
together of around 135%). Third, there may be an effect relating to third countries.
Korean and Japanese manufacturers, mainly active in the small car market, can benefit
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from a FTA between the EU and India by using India (in which they are already investing
heavily) as a production location and hub to export Korean & Japanese cars to the EU
(the main examples are Suzuki in joint venture with Maruti, investing heavily in India and
developing models that are also suitable for the EU market. A similar example is
Hyunday’s i10, now also on sale in Europe) . The latter may occur with EU exports to
India remaining very small (larger size car market). With respect to using India only as a
re-export hub of automotives (in contrast to local manufacturing as referred to above), the
relevance of this link to Korea and Japan will obviously very much depend on whether
either India or the EU will sign FTAs with these countries.
Additionally, NTBs in this sector are known and calculated to be of significant
importance. The EU type approvals are based on UNECE standards and hard to comply
with (or any equivalent system) for Indian firms.

7.3.1

European Union

EU automotive sector
The motor vehicle industry comprises motor vehicle manufacturing (cars, vans, trucks
and buses); bodywork, trailers and caravans; and equipment and accessories for motor
vehicles and their engines (statistical category NACE 43). It is an important sector for the
EU economy. With an estimated turnover of over € 700 billion and a value added of €
134 bn in 2004, it accounts for about 3 percent of the EU’s total GDP, and for 8.5 percent
of total value added in manufacturing. Also at global level, the EU automotive industry
plays an important role, as the EU is the world’s largest motor vehicle producer with 27
percent of global motor vehicle production, and 32 percent of global passenger car
production. Finally, the sector has over the last years been characterised by high growth
rates: with annual average growth rates of 4.5 percent per year (and even double-digit
figures in some central and Eastern EU member states), growth was higher than the
industrial average. 36
The relative importance of the different sub-sectors is presented in Table 7.2.
Table 7.2

Motor Vehicle Industry structure in the EU-27, 2004
No. of

Turnover

Value added

Direct

enterprises

(EUR million)

(EUR million)

employment

(x1000)
Motor vehicles, trailers and

(thousands)
18.3

704,000

134,000

2,256

Motor vehicles

2.1

507,000

80,000

1100

Bodies; trailers and semi-

7.0

30,000

8,000

180

9.2

167,252

45,639

935

semi-trailers, of which:

trailers
Motor vehicle parts and
accessories

36

Source: Eurostat (2008) European Business- Facts and Figures, 2007 edition, January 2008, ISSN 1830-8147 and ACEA
(2008) European Automobile Industry Report, www.acea.be.
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Source: Eurostat (2008) European Business- Facts and Figures, 2007 edition, January 2008, ISSN 1830-8147.

The Table shows that the production of motor vehicles is most important in terms of
turnover, value added and employment (please note that the table gives direct
employment only). In automobile production, cars are the most important vehicle
category, accounting for almost 87 percent of all motor vehicle production in the EU, as
shown in Table 7.3.
Table 7.3

European motor vehicle production by vehicle category in 2007
Vehicle category

No. of units

Share in total vehicle production
(%)

Cars
Light commercial vehicles
Heavy trucks
Buses
Total

17.104.399

86,7

1.908.739

9,7

667.262

3,4

37.243

0,2

19.717.643

100

Source: ACEA (2008) European Automobile Industry Report, www.acea.be.

The export of automotives has become increasingly important for the EU, as the EU
market is maturing. Automotive companies that are best able to export, also seem to have
the best chance of survival. In 2006, exports of motor vehicles accounted for almost 10
percent of total EU export earnings.37 The EU has a positive trade balance for motor
vehicles, with extra EU-25 exports at EUR 71,139 dominating extra EU-25 imports at
EUR 29,550. The origin of imports and destination of exports is presented in the figures
below.
Figure 7.1

Origin of extra EU-25 motor vehicle imports, 2005

3%

2%

5%
Japan
15%

38%

Korea
Turkey
NAFTA
Asia others
Mercosur

16%

Others
21%

37
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Source: Alphamatrix (2008) Comprehensive analysis of the evolution of the automotive sector in Europe.
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Note: Asia (others) includes Australia, India, Indonesia, Malaysia, Philippines, Taiwan, Thailand, Hong Kong
and Singapore. Source: ACEA (2008) European Automobile Industry Report, www.acea.be.
Figure 7.2

Destination of extra EU-25 motor vehicle exports, 2005

1%
1%
2%
6%

NAFTA

7%

Eastern Europe
EFTA
Asia others

4%

42%

7%

Japan
Africa
Middle East

7%

China
South Korea
9%

Mercosur
14%

Others

Notes: 1. Asia (others) include Australia, India, Indonesia, Malaysia, Philippines, Taiwan, Thailand, Hong Kong
and Singapore; 2. Eastern Europe includes Bulgaria, Romania, Russia, Ukraine and Turkey; 3. Middle East
includes Iran, Israel, Saudi Arabia and the United Emirates. Source: ACEA (2008) European Automobile
Industry Report, www.acea.be.

In terms of employment, the sector directly employed 2.3 million people in 2004,
representing 7 percent of all manufacturing employment in the EU. Production and hence
employment, is concentrated in the larger Member States. In addition to this direct
employment, the sector has an important indirect employment effect, as it is estimated
that the sector creates some 10 million jobs in related sectors (e.g. sales and maintenance
of motor vehicles, manufacture of tyres, etc.).
Main issues for automotives in the EU
Labour market inflexibility is an issue for the EU. Although productivity of the sector is
high, wages are also relatively high. New EU Member States have become particularly
attractive for new investments, as they can offer qualified labour at relatively low costs,
while operating within the EU regulatory framework. This is important for the EU sector
to stay competitive in the global market, as emerging economies are also building up their
capacities, particularly in Asia, which has induced over-capacity and stimulated price
competition.
Related to the movement of production facilities to Eastern EU Member States is the
trend towards outsourcing and off-shoring in the sector. Outsourcing concerns services
like HRM functions, administration, or software development and maintenance, as well
as outsourcing of (part of) manufacturing.38 This is also an important trend for EU-India
relations, as India is an important country in the automotive outsourcing (see case study,
Box 7.1). In general, the EU is specialising more in the innovative activities (design,
38

A prime example of the latter is FIAT, which decided in the 1990s to only design, market and sell its vehicles, while
outsourcing the complete assembly of its vehicles.
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technical innovation) and overall management (including sales and marketing), while
outsourcing destinations focus more on standardised activities. Nevertheless, in these
countries there is also increased attention to the need for innovation.
The increasing global competition in the global motor vehicle market also affects the EU
market structure: the sector is characterised by a structure dominated by enterprises
belonging to a few very large industrial groups. There has been a clear trend towards
consolidation in the sector over the last years, with more than 150 mergers approved by
the EC since 1990.
Regarding foreign investments in India, EU companies face the issue of whether to invest
in a joint venture (JV) of commit via a full investment. Both strategies prove challenging
up to date. In the former case, the advantage of having an Indian partner in the JV is
significant, but the Indian partner, irrespective of whether the EU partner has a majority
share or not, is wielding disproportional powers, not supported by the financial shares in
the JV. The latter case avoids the challenges of teaming up with an Indian partner, but
make it very expensive to start and run a firm, for example, due to the high levels of red
tape and bureaucracy.
Regulation plays an important role in the sector, with over 90 directives relating to the
construction and functioning of motor vehicles. Both within and outside the EU, there are
efforts towards international harmonisation in order to prevent market distortion and to
decrease costs. This harmonisation is also important to create a level playing field, as
regulations are not equally stringent in all countries. At international level, the UNEconomic Commission for Europe (UNECE) plays a primary role in the harmonisation
process in the UNECE World Forum for Harmonisation of Vehicle Regulations (WP.29).
Chapter 12 goes into detail on the horizontal issue of technical regulations for industrial
products that can be a considerable TBT for this sector. A long list of diverging technical
regulations can cause high levels of NTBs. Therefore, the sector puts a lot of emphasis on
removing NTBs when negotiating bilateral FTAs, mostly referring to the UN ECE
framework, but also going beyond these requirements. Some examples of potential TBTs
are the Machinery Directive, Conformity assessments and Pressure Equipment Directive,
EU standards that India has trouble matching. NTB reduction generally, and
harmonisation of technical regulations specifically, are crucial for this sectors’ trade and
investment flows. With respect to the degree of alignment and harmonisation in this field,
the areas of security and environmental standards and regulations know a large degree of
harmonisation (Community-level). On conformity assessments, for example, as part of
technical regulations, the Member States of the EU remain the executors, but as soon as
approval of a model is given based on the UN ECE standards, it is valid (and the model
has market access) throughout the EU. As mentioned above, these issues are discussed
further in Chapter 12.
Besides technical regulations, investment restrictions and relatively weak IPR protection
in emerging economies (notably China, but also in India), affect EU trade and investment
relations. Given the large expenditures on R&D (see below), IPR protection is
particularly important to the sector. This is discussed further in Chapter 15 on Intellectual
Property Rights, while investment conditions are discussed further in Chapter 10.
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The motor vehicle industry is one of the largest R&D investors in the EU with over € 20
bn per year, reflecting some 5 percent of turnover. Environmental concerns and
regulations, in particular the need to reduce CO2 emissions and to enable the use of
alternative fuels (especially bio-fuels), have given an impetus to many technological
developments in the sector. Other research priorities in the sector include safety and
security; the mobility of people and goods; and design and production systems.
Regarding environmental issues, motor vehicles and automotive manufacturing generates
11% of annual emissions, effluents and waste in the EU27. However, the most polluting
and challenging is transport emissions from the use of motor vehicles. The latter has been
given considerable attention recently both by the EU member states, producers and
consumers. Road traffic CO2 emissions are outside the scope of emissions trading and fall
under the EU's Energy Efficiency Directive. Production and consumption of motor
vehicles has been geared towards more efficient and less polluting models.
The key environmental themes for the EU motor vehicle sector are sustainable production
and consumption (indicators domestic extraction used39 and municipal waste generation),
energy use and transport (indicator passenger transport and car ownership rate40).
Regarding social issues affecting the sector, it is interesting to note that the sector is male
dominated, with approximately 80 percent of the workforce in the EU27 in 2006 being
male. Also the share of full-time employment is very high, on average 94 percent. The
age structure of the labour force does not differ substantially from other sectors. The
industry uses mainly low-skilled labour with about 90% in this category. However, the
skills base is changing, partly as a result of the increased technological complexity of
automotives and increasingly stringent demands for quality, but also because an
increasing part of the more standardised activities are outsourced to low-cost destinations.
All major companies have ongoing training programmes. Fluctuations in the market mean
that changes and shifts in production capacity are inevitable. To achieve flexibility,
increasing use is made of flexible contracts and temporary or agency staff.

7.3.2

India

Indian automotives sector
The automotive industry, comprising of automobile and auto-components, with deep
forward and backward linkages with several key segments of the economy, is able to
create strong multiplier effects and acts as one of the drivers of economic growth. The
automotive sector in India has developed over years and is now emerging as one of the
world’s fastest growing passenger car markets and second largest two wheeler
39

40

Source: EEA , 2007. Europe's Environment The fourth assessment, Copenhagen. Domestic extraction used (DEU) is a
material flow accounting (MFA) indicator which totals all biomass, fossil fuels, metals and industrial minerals, and
construction minerals extracted within a country's territory and used in the economy was in 2002 in the EU 16.6
tonnes/capita and in India 2.67 tonnes/capita.
Source: Ibid. In 2000 the passenger-km per year per capita was in the EU 11 979 and in India 2 208. The corresponding
figures are expected to grow up to 20 230 and 4 354 by 2050.
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manufacturers. It is home for the largest motorcycle manufacturer and fifth largest
commercial vehicle manufacturer.
The Indian automobile industry produced a variety of vehicles including 1.7 million four
wheelers (passenger cars, light medium and heavy commercial vehicles, multi-utility
vehicles such as jeeps) and over 8 million two and three wheelers (scooters, motorcycles,
mopeds, and three wheelers) in 2005-06. Installed capacity of the industry has been
growing at a CAGR of over 16% since 2001-02, and so has production on average. The
automobile industry in India has achieved a turnover of US $ 28 billion and the auto
component industry has reached a turnover of US $ 10 billion. The tyre industry, which is
an integral part of Indian Automotive Industry, has registered a turnover of US $ 3
billion. The sector has huge potential for providing employment and currently employs
13.1 million people directly and indirectly.41
The market leaders among automotive companies in the Indian market are Maruti,
Hyundai and Tata Motors. The market shares of both domestic and foreign companies for
the Indian market are provided in Table 7.4. The aforementioned tariff rates applied by
India are protecting the domestic Indian car market.
Table 7.4

Market share Indian market of major passenger car manufacturers (2007-08)
Company

%-Share

Maruti

47.3

Hyundai

25.5

Tata Motors

12.7

Honda Siel

4.2

GM

3.2

Ford

2.4

Mahindra Renault

1.8

Others

2.0

Regarding FDI, the industry (comprising passenger cars, two wheelers, commercial
vehicles and tractors) is the second most popular sector for FDI, attracting 10 percent of
total FDI inflows (about US $3 billion) since 1991. Up until 1983, the automotive sector
was totally closed with passenger cars imports and FDI into the sector forbidden. After
embarking on the process of economic liberalisation in July 1991, the Indian automotive
industry was de-licensed in 1993: joint ventures and 100% foreign ownership were
allowed but subject to very constraining local content requirements. In 2000 quantitative
restrictions (QRs) were removed and 100 percent FDI through automatic route was
introduced. Previous to the implementation of the TRIMS agreement in 2000,
multinational companies were required to achieve a level of 70% of domestic content
within 3 years, which obliged them to source from local companies and drove the
development of the Indian auto-component supply chain.

41
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Data from: Ministry of Heavy Industries & Public Enterprises, Department of Heavy Industries, Government of India.
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Furthermore, the Government took some initiatives in 2006-07 to give a boost to the
industry, which include:
•
Reduction in the duty of raw material to 5-7.5% from the earlier 10%;
•
Setting up the National Automotive Testing and R&D Infrastructure Project
(NATRIP) for enabling the industry to use global standards of vehicular safety,
emission and performance standards. The TBT-related aspects are explained in
Chapter 11.
•
Finalisation of the Automotive Mission Plan (AMP) 2006-2016.42 This 10-year AMP
charted out by the Government of India has the objective of maintaining high growth
rate and retaining the attractiveness of Indian market and further enhancing the
competitiveness of Indian companies. The clear vision reads: “to emerge as the
destination of choice in the world for design and manufacture of automobiles and
auto components with output reaching a level of US $ 145 billion accounting for
more than 10% of the GDP and providing additional employment to 25 million
people by 2016”.
These measures yielded significant gains to the economy by way of attracting several
world leaders of automobile manufacturers to India (e.g. Mitsubishi, General Motors and
Volkswagen) with a huge inflow of FDI in the sector creating competitive environment
and improving products quality and enhancing of labour and capital productivity. The
industry has registered an impressive performance in the export market. The automobile
exports from India crossed the US $ 1 billion mark in 2003-04 and increased to $ 2.28
billion in 2005-06. The industry exported as much as 17.7% and 16.3 % of its domestic
production of these wheelers and passenger cars in 2005-06.
There are certain factors, which have led to a surge in domestic demand for automobiles
and in the number of international leaders of automobile manufacturers in India during
the last decade. The main determinants include: a rapidly growing middle class (450
million in 2007, NCAER report) with their increasing purchasing power along with
strong economic growth (GDP growing on average 8 percent per annum in the last 7
years); the availability of trained manpower at a competitive cost; market linked
exchange rate; stable economic policy regime with a gradual shift towards globalisation;
increasing pull of Indian market on one hand and mature markets in the auto sector in the
USA, the EU and Japan on the other have worked as a push factor for shifting of new
capacities and flow of FDI to the auto industry of India.
Main issues for automotives in India
The major challenges that the automotive industry is presently facing are related to its
capability to innovate and upgrade in order to remain competitive (both qualitatively and
price-wise) in the international market. Overcoming these constraints would provide the
Indian automotive industry with an opportunity to enter the EU market. 43 In this respect,
increasing technical and financial collaboration between large EU and Indian industry
could surely help the Indian industry to enhance the size and scale of their plants and

42

43

Automotive Mission Plan 2006-2016: A Mission for Development of Indian Automotive Industry, Ministry of Heavy Industry
& Public Enterprises, Government of India (2006).
Such constraints include, inter alia, access to finance from global banks, restrictive labour policies related to visas and work
permits.
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make improvements in manufacturing technologies and the efficiency of labour and
capital.
In relation to Indian trade and FDI in the sector with the EU, we note that in recent years
Indian Auto companies have been able to purchase European auto and auto-component
companies. The pertinent examples in this area are Tata Motors buying Jaguar and Land
Rover luxury-brands of Ford Company in UK and Bharat Forge buying component
manufacturing companies in Germany and USA. Also, until recently most of Indian trade
with the European Union was through exports of goods and services, and still remains so.
Yet, some large Indian companies have undertaken establishment of subsidiary offices, in
addition to engaging in acquisitions of European companies. This may suggest that Indian
companies have come of age and may come to play a role in the international markets.
However, adaptation to international standards (e.g. UN ECE) and harmonisation of
regulations between the EU and India could help remove remaining barriers as perceived
by Indian investors/ entrepreneurs. Problems perceived as barriers from the Indian side
include labour market policies, for example. These also include prohibition and quotas
either explicitly or through economic needs tests. Wage parity conditions tend to erode
the cost advantage of hiring foreigners and have restrictive impact similar to quotas.44
Non-recognition of professional qualifications (in the absence of mutual recognition
agreements, MRAs) poses a particular challenge.
Box 7.2

Case study: auto parts
Auto parts
The development of the auto-component sector in India is particularly interesting. Comprising of about 500 firms
in the organised sector and over 10,000 firms in small and unorganised sector the auto-component industry has
shown impressive growth after economic reforms initiated in 1991. It has acquired the capacity to produce the
entire range of auto parts and has rapidly added to its capacity base and has registered a Compound Annual
Growth Rate (CAGR) of 19 percent from 2000 to 2005. Its turnover has increased from $ 3.1 billion to $ 10 billion
between 1997-98 and 2005-06; the sector’s exports grew by 28 percent to reach $ 1.8 billion during the same
period. Despite these numbers, India’s share in the World auto-component sector trade is a paltry 0.5%,
compared to Asian competitors such as South Korea (31%) and China (26%). However, it is well positioned in
the global automotive supply chain with a few Indian companies such as Bharat Forge and Sunderam Fasteners
already supplying Tier I components to OECD countries while many of the components players in other Asian
45

low cost countries remain Tier II and III suppliers. Moreover, global Tier I auto component companies (like
Dana Corporation, Delphi or Visteon) are progressively redefining their supply chain and shifting high cost and
complex manufacturing processes to India, attracted by its engineering capabilities, its labour cost advantage
and its level of compliance with global automotive standards (in terms of quality of components but also in terms
of global pollution control norms).
Anand Giridharadas of the International Herald Tribune offers some examples: “Bharat Forge an Indian maker of

44

45
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Dr. Willem van der Geest and Miniya Chatterji, “India’s Emergence as a Global Economic Player: Implications and
opportunities for Europe” ENCARINDIA (European Network of Contemporary Academic Research on India) Briefing Paper
no. 2, 2007.
In global automotive supply chain, there are 3 types of auto component manufactures. Tier I companies design and
manufacture the entire module on its own. Tier II companies supply components to Tier I companies. Tier III companies
supply components like castings and forgings to Tier I and II.
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steel car components, recently bought forges in the United States and Germany. The company is pursuing what
its chief, Baba Kalyani, calls the “multishore model”, carrying out both production and marketing in each of the
major markets of Europe, Asia and North America… being a global auto-component player does not only mean
growing exports. The Indian mini-multinationals (for example, Bharat Forges and Sunderam Fasteners) have
depicted a different style and approach as compared to their counterparts in East Asian countries and China
while entering the international market. While the East Asian companies’ (including China) mould their
investment abroad following a pattern that they must first become big brands through exports and only then, in
their maturity, cultivate the more tangible skills of being multinational, Indian firms are, on the contrary, seeking to
become innovative as global companies, doing everything everywhere, even before they reach the global scale.
While Chinese firms take over foreign brands, and sell an increased number of products produced through these
brands at a low cost in China, the Indian companies are not necessarily continuing to leverage cheap labour in
India, they are trying to do things abroad that they have done in India with the same levels of quality and cost
efficiency”. (Anand Girihaaradas, “India’s mini-multinationals make waves in Western markets”, International
Herald Tribune, 1/09/2005.)
Bharat forge Limited (BFL), established in 1961, the flagship company of the US $ 2.4 billion Kalyani Group, is
a leading global full service provider of forged and machined engine and chassis components. Its global market
share makes it one of the leading forging companies in the world. It is the largest exporter of auto components
from India. With manufacturing facilities spread over 10 locations and 6 countries (three in India; three in
Germany; one each in Sweden, Scotland, North America and China); the company manufacturers a wide range
of safety and critical components for passenger cars, commercial vehicles and diesel engines. Its customers
include virtually every global automotive OEM (Original Equipment Manufacturer) and Tier I suppliers like
Daimler Chrysler, Toyota, BMW, General Motors, Cummins, Honda etc. Several others source their complex
forging requirements including machined crankshafts, front axle beams and steering knuckles from the company.
Through organic and inorganic expansions aimed at widening global footprints in U.S., China, and Europe, it is
set to become the largest forging company in the world.
Sunderam Fasteners Ltd (SFL), a part of TVS group, is the market leader in the high-tensiles fastener industry
(with a market share of over 70%) and a major supplier of fasteners to all leading vehicles and engine
manufacturers in India. The company’s products are exported to various quality conscious markets like USA, UK,
and Germany. It manufacturers high tensile fasteners, cold extruded products, sintered components and radiator
caps, etc.
In terms of trade, the impact of the FTA in terms of lower tariffs on auto components will be limited as tariffs on
these products are relatively low when compared to the tariff rates on cars (especially in India, in the EU the
rates are already less than 5 percent for the sector as a whole). However, agreement on issues like investment
climate, IPR and TBT in the sector will significantly facilitate trade and investment in the sector. Also, FDI
patterns can have significant effects on the sector. The FTA may stimulate outsourcing of auto parts production
to India. A potential effect from heavy FDI investments in India might be forward integration. As EU investors are
expected to invest heavily in India, forward-suppliers might be inclined to follow, which will have an impact on the
components industry structure. At present in any case, EU exports of automotive components are mainly
destined for the EU market, and especially the more standard type components are not likely to be exported to
India, neither with an FTA, given the EU’s relative high costs. Only the more sophisticated products may benefit
from the FTA through increased exports.
It should be noted that under the EU-India Trade and Investment Programme, both countries already co-operate
on enforcement of IPR, and on a more transparent investment framework to facilitate EU investment in India.
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7.4

Impact assessment motor vehicles and automotives sector

7.4.1

EU impacts

Economic impacts EU
The CGE estimated impact of the FTA on the EU economy is limited. The three different
scenarios show a consistent picture in this respect, as the results are almost the same
under these three scenarios. Increased imports may explain the recorded negative effect
on EU output and employment (albeit all negligible). There are no changes in exports
according to the model outcomes.
In relation to the limited impact, it should be noted that FDI and affiliate sales are not
included in the model. In reality, the economic impact on the EU may therefore be much
more positive than the model predicts for all three economic sustainability indicators.
This is due to the fact that investment flows are assumed to be constant which in reality
they will not be. Also constant levels of technology are assumed, which is certainly not
the case in reality. Both increases in investments and technological progress cause
returns, revenues, value added and therefore company turnovers, profits, wages and
employment to increase.
India is an attractive location for outsourcing in the automotive sector, and the FTA will
make it even more attractive as it will decrease remaining barriers to trade and FDI in the
sector. This is not only because of its cheap labour, which is attractive for the outsourcing
of relatively standardised activities/products, but also because of the highly skilled labour
force, and India’s strength in software development, which is becoming increasingly
important in the automotive sector.
For bilateral trade flows more generally, it seems that for expanding these flows, in view
of the EU industry it would be important that India would also accede the UN/ECE
agreement of 1958, to create a level playing field and harmonise NTBs.
These two components then – increased FDI flows and NTB/TBT reduction – could have
positive effects on the EU economy overall but for the automotive sector in particular as a
result of benefits of outsourcing, specialisation and improved efficiency along the value
chain. Real incomes might increase both through efficiency gains as well as through
higher returns on investments. As Indian companies will at the same time have improved
access to the EU market, there may be a move towards further consolidation in the EU
automotive sector with higher outsourcing to India and more imports of basic car parts
and components, partially produced in India in EU affiliates.
Social impacts EU
The liberalisation of trade between the EU and India is not expected to have significant
social impact in the EU Member States where it concerns the manufacturing of motor
vehicles and automobiles. Since the manufacturing of motor vehicles is concentrated in
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the larger EU Member States, effects may be more pronounces there. In some of those
larger Member States, unemployment in the sector is relatively high compared to other
Western European countries (according to Eurostat, in 2005 the sectoral unemployment
rate in the EU27 was 8.9% and in the EU15 8.1%.
A decrease in employment of 0.1 percent within the EU implies that employment in
automotives could imply a decrease with approximately a factor three in some larger
Member States where the industry is concentrated. This decrease is not likely to have a
large impact on overall employment, but in the sector effects could be relatively
pronounced. Impact on other social issues, such as poverty, health, education and equity,
will be closely linked to the employment impacts. Hence, the impacts will be
concentrated in the larger Member States, but will be very small to negligible. In the
CGE-model FDI and outsourcing has not been taken into account, which may cause
certain effects to be underestimated. Specialisation and relocation of capital and labour
can increase efficiency and overall welfare in the EU, yet this may not come to the benefit
of certain regions of the EU that depend heavily on the lower value-added activities in the
automobile industry in which India has a comparative advantage.
Environmental impacts EU
Direct environmental impacts that can be accounted for in the automotive sector include
long supply chains both within and outside of the EU27, and impacts mainly originate
from increased energy consumption, use of natural resource stocks, water consumption
and waste generation either in the EU or in India, and from second order impacts of
increasing air and marine transport between the EU27 and India. In addition, important
second order impacts arise from the environmental load generated by motor vehicles
exploitation during the life cycle of products. The fact that road transport remains
Europe’s single largest air polluter is confirmed in a recent report by the European
Environment Agency46.
Here the assessment of environmental indicators is based on the projected insignificant
decrease of the sector in the EU27 (Table 7.5). The key effects, direct and indirect
impacts are discussed in more detail. The assessment is based on the EU guidelines for
cross-media impacts and energy efficiency47. The CGE results predict that the overall
magnitude of the environmental impact change in the EU27 motor vehicle and
automotive manufacturing could be approximated to between zero and insignificant.
Table 7.5

Environmental Sustainability Indicators in the EU, Motor vehicles and automotive sector
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: The direct GHG emissions in EU27 would decrease slightly. However, the
growth in India and increasing trade flows to and from India, and related increase in air and
marine transport will increase the global GHG emissions. The overall magnitude of
increasing emissions needs further evaluation, especially, in terms of second order impact
of fast-growing road transport in India.

46

47

EEA, Annual European Community LRTAP Convention emission inventory report 1990-2006, Technical report No 7/2008,
July 2008.
European Commission, DG Joint Research Centre, European IPPC Bureau, Integrated pollution control and prevention,
Reference Document on Economics and Cross-Media Effects, July 2006 and Draft Reference document for Energy
Efficiency, March 2008.
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Indicator

Specific indicator
Air quality: Insignificant summary increase in emissions of acidifying gases (NOx, SO2)
and particular matter expected, mainly due to increased air and marine transport.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant summary increase in emissions of ozone precursors (CH4, CO,
NMVOC, NOx) and in overall emissions of primary particles (PM10) and secondary
particulate precursors (NOx, SO2, NH3) expected mainly due to increased air and marine
transport. However, the transport sector still remains the most significant source of NOx,
CO and NMVOCs and the second most important source of particulate emissions (PM10
and PM2.5) across the EU27.

b) Land

Land use: No changes expected.
Forest: No direct changes in emission and removals from land-use, land use change and
forestry (LULUCF) expected.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: Insignificant increase in harbour and air terminal areas expected.
Natural resource stocks: Insignificant direct impact on resource use expected due to
reduced energy consumption and resource use. Secondary effect of increased air and
marine transport is assessed to be slightly negative.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative.

d) Environmental
quality

Waste management: Insignificant second order increase in different waste categories
expected.
Energy resources: FTA related slight increase of transport fuel consumption expected.

e) Fresh and

Quantity of water use: Secondary insignificant increase expected in fresh water use and in

waste water

generation of waste water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

Atmosphere
The direct GHG emissions in EU27 would decrease slightly. The EU27 reduction of 1.2
million tons in CO2 emissions is assessed to be insignificant in comparison with the total
of 4969 million tons in 2005. However, growth in India and increasing trade flows to and
from India, and related increase in air and marine transport will increase the global GHG
emissions. The overall magnitude of increasing emissions needs further evaluation,
especially in terms of second order impact of fast-growing road transport in India.
In addition, the increasing trade flows to and from India and related increase in air and
marine transport will increase global emissions of transport-related pollutants affecting
the air quality and amount of dangerous chemicals in atmosphere. The overall impact on
the EU27 air quality and amount of hazardous substances in air is assessed to be
insignificantly negative. It is also important to note that Europe's passenger car and
commercial vehicle manufacturers have made significant progress in reducing pollutant
exhaust pipe emissions. Over the last 25 years, they have cut nitrogen oxide (NOx) and
particulate matter (PM) emissions from cars and trucks by over 90%.
Other environmental indicators
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For the EU 27 the overall impact on land and water quality, on biodiversity and on natural
resource stocks is considered to be negligible or insignificant. Expected insignificant
changes, either positive or negative, are listed in the Table 7.5 above.

7.4.2

India impacts

Economic impacts India
The CGE model does not expect positive changes for India in terms of output, but trade is
projected to increase significantly. This implies that a larger share of domestic production
is being directed at exports and less for domestic production because of a change in
relative prices.
It is an accepted fact that the automotive industry is a volume driven industry and certain
critical mass is a pre-requisite for attracting the much-needed investment in R&D and
New Product Design and Development. R&D investment is needed for innovations,
which is the lifeline for achieving and retaining the competitiveness in the industry. This
competitiveness in turn depends on the capacity and the speed of the industry to innovate
and upgrade. The most important indices of competitiveness are productivity of both
labour and capital. The EU-India FTA would offer such opportunities for Indian auto and
auto component manufacturers to spread their businesses into EU-27.
Though there are no particular constraints for Indian entrepreneurs in the automotive
sector per se, some barriers faced (mentioned before) include for example lack of MRAs,
whereas the Indian auto and auto-component manufacturers do not have particular
problems with the EU standards relating to emission, safety norms, etc. India is in the
process of approaching European emission standards and test procedures,48 but is not
(yet) part of UN ECE. Environmental concerns led to India narrowing the gap with Euro
norms at a rapid pace and currently BS-II or Euro II equivalent norms are in force
throughout the country and BS III or Euro III equivalent norms are applicable in 11
Metros.
There is enormous scope for EU auto and auto-component companies to enter the Indian
market, which now offers congenial conditions, and stable fiscal, monetary and trade
policy regime conducive to investment in the sector. The AMP envisages an investment
of about US $ 35-40 billion and total direct and indirect employment generation of 25
million in the next decade or so. Apart from availability of skilled manpower with
relatively low wages (contributing significantly in lowering production costs), huge
domestic market owing to a growing middle class with increasing purchasing power, the
rapid improvements in infrastructure including road, port and power, coupled with
enabling government policies to promote fair competition make the Indian automotive
industry more competitive in the world besides making the country a favourable
destination for investment by global (read European) major players in the Indian auto
industry.

48

For example, India adopted the test method, India Driving Cycle, that is very similar to – but adapted to local driving
conditions – as ECE R40, the most widely used UN/ECE test method.
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Social impacts India
The impacts on Indian employment in the sector as a result of the FTA are projected to be
slightly negative for both skilled and unskilled workers. This might be a result of
increased efficiency (substitution of manpower) in the Indian sector. Some of the nonperforming or loss-making auto firms and auto component firms may either become
uncompetitive and thus disappear or be taken over by other Indian/European firms
causing displacement of existing workers. There may be a race for mergers/acquisitions
of firms creating uncertainties in the market. Yet, in the longer run as a result of capital
relocation (considering the omitted FDI effects in the model), the Indian auto industry is
expected to grow. The social impact of that in India will have two direct effects: one,
there will be an increase in employment opportunities for skilled and semi-skilled
professionals, and secondly the wage rates for such professionals could go up. Against
this background, the additional effects for the auto industry as a result of the FTA are
mostly explicit in trade and FDI flows.
The difficulties of complying with regulations relating to the environment, safety and
standards – as exists at present in the Indian sector/industry – could, against the
background of expansion lead to social tensions and/or legal issues. Also, air pollution
and parking hazards could arise – an eminent issue in India. Big metro cities are already
facing acute parking, road congestion, and air pollution problems which will rise as a
consequence of auto industry growth. Even smaller cities have also started experiencing
such problems.
Regarding labour laws, a need for reforms is felt, as indicated by civil society. These
reforms may adversely affect Indian competitiveness through increases in the cost of
production.
Environmental impacts India
The auto and auto component industry is likely to get a big boost following the EU-India
FTA. The boost to investment in the sector is adding further to GDP growth and
employment will be associated with greater resource consumption, emissions and
pollution. This may have some small negative environmental effects (mainly GHG
emissions will rise). In addition, the Indian transport sector is functioning inefficiently,
which needs urgent attention. An indirect effect in this respect might be that the EU, with
its wider experience of providing quality transport, can help India mitigate transport
bottlenecks and deficiencies through investment, technical and managerial skills and
practices and standards.

7.5

Conclusions
European Union
The impact of the EU-India FTA on the EU automotive sector is predicted to be limited.
As production and employment are concentrated in the larger member states, the effects
will be concentrated in these countries, although the overall effect in these countries will
also be negligible. As FDI and outsourcing are not included in the model, the economic
effects will probably be more positive in reality, but regional differences may cause some
social problems (e.g. certain type of activities relocated to India through outsourcing).
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Environmental impact is also limited. Increases in pollution are likely to be insignificant.
The effect on CO2 emissions would need further monitoring, as on the one hand direct
emissions in the EU would decrease slightly, while the growth in India and increased
trade with India will increase emissions there.
India
India, at present is generating the critical mass needed in automotives to generate much
needed investments in R&D and new product design. With a relatively cheap labour force
and increased training, the Indian components sector – combined with EU technology and
investments – may become very competitive in the world. Some internal barriers in India
need to be addressed (e.g. lack of recognition of international standards) but Indian autocomponent manufacturers do not have particular problems with the EU standards relating
to emission and safety norms, especially not if EU technologies are applied. India is in a
process of approaching European emission standards and test procedures,49 but is not
(yet) part of UN ECE.
There is enormous scope for EU auto and auto-component companies to enter the Indian
market, which now offers congenial conditions, and stable fiscal, monetary and trade
policy regimes conducive to investment in the sector. In order to exploit the opportunities
offered by the EU-India FTA in terms of investment and technical and human resource
development, it is imperative that the EU and India address TBT and standards issues and
harmonise based on available international standards.
.
The impacts on Indian employment in the sector as a result of the FTA are projected to be
slightly negative for both skilled and unskilled workers. This might be a result of
increased efficiency (substitution of man-power) in the Indian sector. Some of the nonperforming or loss-making auto firms and auto component firms may either become
uncompetitive and thus disappear or be taken over by other Indian/European firms
causing displacement of existing workers. However, in light of potential investments, we
feel that employment generation is underestimated. If FDI flows and mode 3 and 4 types
of investments are taken into account, the effects are more positive. The social impact of
that in India will have two direct effects: one, there will be an increase in employment
opportunities for skilled and semi-skilled professionals, and secondly the wage rates for
such professionals could go up.
The difficulties of complying with regulations relating to environment, safety and
standards – as exists at present in the Indian sector/industry – could – against the
background of expansion – lead to social tensions and/or legal issues. Also, air pollution
and parking hazards could rise – an eminent issue in India. Big metro cities are already
facing acute parking, road congestion, air pollution problems which will rise as a
consequence of auto industry growth. Even smaller cities have also started experiencing
such problems.

49

For example, India adopted the test method, India Driving Cycle, that is very similar to – but adapted to local driving
consitions – as ECE R40, the most widely used UN/ECE test method.
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Table 7.6

Overall economic, social and environmental impacts: EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

0

0

0

Y

M

Investment

0

0

0

Y

M

Trade

0

0

0

Y

M

0

+

↕

Y

M/H

Poverty

0

+

↕

Y

M/H

Equality

0

0

0

0

L

Health

0

0

0

0

L

Education

0

0

0

0

L/M

+/?

--

0

No

H

Economic

Social
Employment & decent
work

Environmental
Atmosphere

Table 7.7

Land quality

0/-

-/0/+

0

Yes

L/M/H

Water quality

0/-

-- / - / + /

0

Yes / no

M/H

Biodiversity

0/-

-

0

Yes / no

L/M/H

Natural resource stock

0/-

-

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts: India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Economic
Real income

0

0

0

Y

M

Fixed capital formation

+

+

+

L

L

Trade

+

+

+

Y

M

0

0 / -- =

0 / -- =

Y

H

Poverty

0

0 / -- =

0 / -- =

Y

H

Equality

0

0 /-- =

0 / -- =

Y

H

Health

0

0 / -- =

0 / -- =

Y

H

Education

+

0 / -- =

0 / -- ==

Y

M

Atmosphere

-

0

0/?

No

H

Land quality

0/?

-- =

-

Yes

H

Social
Employment & decent
work

Environmental
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Water quality

0 /-

-

0

Yes

M/H

Biodiversity

0 /-

-

0

Yes

M/H

Natural resources stock

0 /-

0 /-

-

yes

M/H
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Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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8 Textiles & Clothing

8.1

Introduction
This chapter elaborates on the expected impacts on the textiles & clothing sector as a
result of the EU-India FTA under negotiation. Section 8.2 summarises the results from
the CGE model. Section 8.3 discusses the sector and the main issues therein for the EU
and India. Section 8.4 provides an in—depth assessment of the economic, social and
environmental impacts expected for the EU and India, using the indicators from Table
2.1. Section 8.6 contains sector conclusions.
This chapter contains two case studies: one on the high-end apparel sector in the EU and
one on technical textiles and textiles for specific uses.
The textile and clothing sector comprises two distinct sub-sectors, which are in fact often
viewed as sectors in their own right: the textiles industry and the clothing or wearing
apparel industry (sometimes also referred to as the garment industry)50. Dynamics in
these two sectors are quite different and they will therefore be assessed separately where
possible.
According to the definition of the European Commission, DG Enterprise and Industry,
the Textile and Clothing sector comprises:
•
The treatment of raw materials, i.e. the preparation or production of various textiles
fibres, and/or the manufacture of yarns (e.g. through spinning).
o "Natural" fibres include cotton, wool, silk, flax, jute, etc.;
o "Man-made" fibres (2) including cellulosic fibres (e.g. viscose), synthetic fibres
(i.e. organic fibres based on petrochemicals, such as polyester, nylon/polyamide,
acrylic, polypropylene, etc), and fibres from inorganic materials (e.g. glass,
metal, carbon or ceramic).
•
The production of knitted and woven fabrics (i.e. knitting and weaving);
•
Finishing activities – aimed at giving fabrics the visual, physical and aesthetic
properties which consumers demand – such as bleaching, printing, dyeing,
impregnating, coating, plasticising, etc.:
− the transformation of those fabrics into products such as:
o garments, knitted or woven (= the so-called "clothing" industry);
o carpets and other textile floor covering;
o home textiles (such as bed linen, table linen, toilet linen, kitchen linen,
curtains, etc);
50

Throughout the chapter we will use the terms wearing apparel, clothing or apparel, which are all considered synonyms for
the purpose of this assessment.
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o technical or ‘industrial’ textiles (see also box 8.2)51
The distribution sector constitutes the last element of the so-called "textile and clothing
chain" and is therefore important for all T/C products which are sold to the final
consumer. Although some T/C companies have set up their own distribution networks in
the framework of their vertical integration strategy, the manufacturing and distribution
sectors remain very different in their characteristics and nature, and should therefore be
treated separately.52 In the current study, this sector will not be included separately.
Generally, activities tend to become more labour-intensive further upstream in the value
chain and the average firm size smaller. Thus, while yarn spinning and textile mills tend
to be more capital intensive and large scale, transformation activities (essentially the
clothing industry) tend to be highly labour intensive and average firm size in this segment
is small.
Figure 8.1 illustrates the textile and clothing value chain, linking these different elements.
Figure 8.1

Production and application value chain in textiles and clothing sector

Non-conventional textiles processing
Source: European Monitoring Centre on Change (2008) “Trends and drivers of change in the European textiles
and clothing sector: Mapping report.”

8.2

Summarised results from the CGE model
Table 8.1 and Table 8.2 summarise the outcomes of the CGE model for the textiles and
clothing (wearing apparel) sector.

51

In the light of the fast pace of innovation in technical (or ‘industrial’) textiles, there is no generally accepted definition of this
part of the textile industry. It relates both to kinds of products and to the application of textiles to particular uses. Examples
of (high-tech) products are high tenacity yarns, or special elastic or coated fabrics, all of which have a high technology
content
52
http://ec.europa.eu/enterprise/textile/development.htm.
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Textiles
Textile outputs for India are expected to increase modestly by 1.2-1.5 percent, while
employment also shows modest expected increases. However, increases in trade – both
exports and imports – are remarkably higher, with an expected rise in (total) textiles
exports by up to 20 percent and of imports by up to 15 percent.
For the EU, a modest increase in exports of textiles (1.1-1.5 percent) can be expected.
The expected effects on outputs, imports and employment are also positive, albeit only
very slightly (0.2-0.4 percent).
Wearing Apparel
The gains for the Indian wearing apparel sector are expected to be quite substantial,
particularly in terms of exports – 30 to 43 percent increase – and output and employment
(skilled and unskilled) – both between 20 to 30 percent expected increase. As prices are
projected to decrease slightly, the increased outputs (measured in value terms) are mainly
a consequence of increased volumes of lower value added products.
The opposite picture emerges in the EU, where the wearing apparel sector is expected to
experience decreases in outputs, exports and employment as a consequence of the FTA
and an increase in imports. These are all modest changes of up to – 1.6 percent maximum.
It must be noted that trade (exports and imports) is with the world as a whole, not just
India.
In part, the drop in nominal output is compensated by producing higher value added
products. This is suggested by an increase in prices for textiles & wearing apparel, which
are expected to rise marginally.
Table 8.1

CGE model outcomes of FTA impact on the textile and clothing sector (% change): EU 27
EU 27
Indicators

Scenario 1

Scenario 2

Scenario 3

SR

LR

SR

LR

SR

LR

Output

0.2

0.3

0.3

0.4

0.2

0.4

Prices

0.0

0.0

0.0

0.0

0.0

0.0

Export

1.1

1.1

1.3

1.4

1.4

1.5

Import

0.2

0.2

0.3

0.3

0.3

0.3

Textiles

Skilled labour

0.2

0.3

0.3

0.4

0.2

0.4

unskilled labour

0.2

0.3

0.3

0.4

0.2

0.4

Output

-1.1

-1.0

-1.4

-1.2

-1.6

-1.4

Prices

0.1

0.1

0.2

0.1

0.2

0.2

Export

-1.0

-0.9

-1.2

-1.0

-1.4

-1.2

Import

0.9

0.8

1.1

0.9

1.2

1.0

Skilled labour

-1.1

-1.0

-1.4

-1.2

-1.6

-1.4

unskilled labour

-1.1

-1.0

-1.4

-1.2

-1.7

-1.4

Wearing apparel
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Table 8.2

CGE model outcomes of FTA impact on the textile and clothing sector (% change): India
India
Indicators

Scenario 1
SR

LR

Scenario 2
SR

LR

Scenario 3
SR

LR

Textiles
Output

1.2

1.4

1.0

1.3

1.2

1.5

Prices

-0.3

-0.2

-0.1

0.1

0.0

0.2

export*

14.5

13.5

17.1

15.6

19.8

18.1

import**

8.1

9.0

11.9

13.3

13.7

15.2

skilled labour

1.2

1.1

1.0

0.7

1.2

0.9

unskilled labour

1.2

1.1

1.0

0.8

1.2

0.9

21.3

20.3

25.3

23.7

29.7

27.6

Wearing apparel
Output
Prices

-1.7

-1.6

-1.7

-1.5

-1.9

-1.6

export*

30.8

29.1

37.0

34.4

43.4

40.2

import**

2.6

3.9

5.5

7.5

5.9

8.2

skilled labour

21.4

19.8

25.3

22.9

29.7

26.7

unskilled labour

21.4

19.8

25.4

23.0

29.8

26.8

* Total exports, ** Total imports

Trade volumes between the EU and India are expected to increase considerably –
including a rise in intra-industry trade for textiles and clothing. As described in the next
sections, this is also expected to be reflected in increased specialisation between the EU
and India, with the EU focusing relatively more on higher value added apparel and
textiles and India focusing more on lower value added products. Such trade patterns are
generally supported in literature and illustrate the highly globalised nature of the industry.
It is important to note the ‘three dimensional’ effect of the FTA. Tariff reductions will
reduce costs and increase trade, but next to these ‘simple’ effects there are important
impacts expected from the removal of NTBs and from related increases in investments.
These are all captured in the model. In this chapter we will highlight how these different
aspects create impacts for the sector in the context of an EU-India FTA

8.3

Vertical dimension: main issues in the sector
Textiles and wearing apparel are often seen as exemplary of the process of
internationalisation of production, or, globalisation. The wearing apparel industry, which
is predominantly labour-intensive, and is dominated by SMEs and employs a large share
of females, was one of the first industries to become functionally dis-integrated or deverticalised, allowing for the relocation of different parts of the production chain across
the globe to locations best suited for the different characteristics of each activity, i.e.
labour-intensive assembly in locations with cheap abundant labour, design activities close
to markets, specialised fabric production close to raw material sources, etc.; thus emerged
global production networks or value chains.
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“The garment industry is one of the most globally dispersed of all industries across both developed and
developing countries, with some garment companies having their goods produced simultaneously in as
many as forty countries around the world. It is an organisationally complex industry, containing elements
of both very new and very old organisational practices, and changing constantly in its organisation and
geography. Apparel manufacturing has been employed by many developing countries as an engine for
export oriented industrialisation and employment creation. The sector has received more systematic
and persistent protection than any other and has been the subject of trade tensions between developing
53

and developed nations.” .

What has emerged is an international division of labour, as industrial restructuring
processes in the core increased the subdivision of value chain activities into a number of
partial operations at different sites throughout the world. While initially only garment
assembly, the most labour-intensive production activity in garment manufacturing, was
shifted out (often to special processing zones in developing countries), later an increasing
number of activities, including pre-assembly, finishing, packing etc. were shifted out as
well, leading to division of labour and relocation of production as a whole. Earlier than in
other industries, the vertical disintegration of value chain activities became the norm.54
A cheap labour hypothesis alone could not account for these patterns.55 States and
governments, distributors of garment (i.e. the lead-firms in the chain), international trade
regulations and individual company strategies, all played an important role in the
geographical spread of the industry and its complex international labour division.
The garment manufacturing industry essentially led the industrial revolution in Europe
and the US, and more recently has been one of the motors behind the successful rise of a
number of emerging economies, in particular Asia. As the industry continues to be mostly
labour intensive, the ongoing process of globalisation and restructuring has affected
workers and economies worldwide, which in turn has led to numerous trade measures and
disputes. Although the quota system that was formalised in 1974 under the Multi Fibre
Agreement (later replaced by the Agreement on Textile and Clothing) was abolished in
2005, and labour issues are increasingly under the scrutiny of public opinion – leading to
a degree of self regulation in the industry through corporate codes of conduct – certain
trade, social and environmental issues continue to play a role in the industry.
Tariff and non-tariff barriers
Although tariffs still remain formidable in the industry, main barriers now seem to shift
increasingly to NTB issues. For the textile and clothing sector these specifically include:
•
IPR protection (particularly for branded, high-end apparel and technology-intensive
products and processes);
•
Government procurement restrictions;
•
Labelling requirements and standards;
53

54

55

(Smakman, F. (2004) “Local Industry in Global Networks. Competitive Adjustment, Corporate Strategies and Pathways of
Development in Singapore and Malaysia’s Garment Industry.” PhD Thesis, Utrecht University, The Netherlands.
Rozenberg: Amsterdam. (http://igitur-archive.library.uu.nl/dissertations/2004-0616-130904/inhoud.htm).
(Dooren, R. van (2003) "Garments on the Move. The Local Dynamics of Export Networks in La Laguna, Mexico" PhD
thesis, Utrecht University).
(Elson, Diane (1988) “Transnational Corporations in the New International Division of Labour: A Critique of ‘Cheap Labour’
Hypotheses”. Manchester Papers on Development, Vol. IV, No. 3, pp.352-376.
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Rules of Origin and the customs procedures this entails;
•
Restrictions on investment and services.
The horizontal issue of trade facilitation is further discussed in Chapter 14 ; the issue of
IPR in Chapter 15.
•

8.3.1

European Union

Structure and development of the EU textiles and clothing industry
Value added, production and productivity
The textile and textile products manufacturing sub-sector contributed 3.3 percent to total
manufacturing value added in the EU27 in 2005, down from 4 percent for the EU15 in
2002. The sectors share of total employment in the EU was slightly higher at 7.5 percent,
56
which was indicative of the sector’s high labour intensity.57
Between 2000 and 2005, the EU clothing market was characterised by limited growth in
major markets (consumption of clothing as a share of total consumption has decreased),
overall stagnation of prices and increasing imports from China at the cost of both
domestic production and imports from elsewhere. Developments have differed per
country; where some countries have seen decreasing prices, others have experienced
steady price increases (e.g. some Southern European countries).58
As a consequence of the difficulties experienced by EU producers to match lower import
prices in the domestic markets, stagnating exports due to the continued appreciation of
the Euro vis-à-vis the US Dollar, and rising labour costs, leading to outsourcing of labour
intensive operations to new and prospective member states, overall clothing production in
the EU25 declined by 8.5 percent in 2005 alone, while production in the textile and textile
products manufacturing sub-sector decreased by 32 percent between 1996 and 2006.
However, more recently the sector’s decline seems to be tapering off, with output
stabilising in 2007, despite a drop in exports and an increase in imports. EU imports from
China rose by 14.3 percent to € 27.5 bn in 2007, accounting for as much as 34.3 percent
of the EU import market, leaving Turkey a distant second with 16.0 percent.59
After some positive developments in 2000–2001, apparent labour productivity in the EU
textiles and clothing sector has been stagnating at €24,300 per person employed since
2004. Between 1996 and 2006, growth in production was even more negative than that of
employment, indicating stagnating productivity.60 More recently productivity has
increased somewhat again, as despite a decrease in the number of companies and
employees, turnover for the sector increased slightly. However, labour productivity and
productivity growth are below EU averages for the manufacturing industry.
56
57
58

59
60

120

Eurostat, 2008.
Eurostat, 2008.
Business Relations in the EU Clothing Chain: from Industry to Retail and Distribution. Final Report, 2007. EC funded study
by Bocconi University, ESSEC Business School and Baker & McKenzie.
http://www.reuters.com/article/pressRelease/idUS93173+27-Jun-2008+BW20080627.
http://www.reuters.com/article/pressRelease/idUS93173+27-Jun-2008+BW20080627.
Eurostat, 2008.
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Regional concentration and average firm size
The textiles and clothing sector is regionally concentrated. In 2003 in the most specialised
regions up to 14.1 percent of total persons employed in the non-financial business
economy were employed in textiles and clothing production.61 The spatial distribution of
the EU clothing industry in 2004 is further illustrated in Figure 8.2 at NUTS 2 level.
Figure 8.2

Regional concentration of employment in the sector (2004)

Source: Eurostat, European Business: Facts and figures - 2007 edition.
(http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1073,46587259&_dad=portal&_schema=PORTAL&p_product_code
=KS-BW-07-001).

61

Eurostat, 2008. Although these numbers are from 2003 and the industry has seen further decline between 2003 and 2008,
the basic patterns remain more or less the same.
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The average firm size in the textile and clothing sector is particularly small: SMEs
accounted for more than 70 percent of total value added in the sector in 2005.62 However,
textile companies tend to be slightly bigger on average with the smallest firms – often
small family businesses – involved mostly in clothing production. Only a limited number
of manufacturers still have integrated operations.
EU textile and clothing trade patterns
In the more capital-intensive textile industry, production, export and employment
decreases have been less pronounced. Consequently, the textile industry still showed a
positive trade balance up until 2006 and even in 2007 the negative trade balance in
textiles was only a fraction of that for clothing. In 2006, exports of textiles and textile
products constituted 3 percent of total EU27 exports.63 The Tables below present the main
export markets for EU Textile and Clothing as well as the main origins of imports.
Table 8.3

Top 5 EU-27 suppliers in textiles
mio euros

N°

Table 8.4

Origin

2004

%
% growth

2005

2006

2007

2007

2004/2007

World

17,61

18,074

19,867

20,855

100.0

18.4

1

China

3,254

4,081

4,885

5,429

26.0

66.9

2

Turkey

3,161

3,328

3,677

3,815

18.3

20.7

3

India

1,971

2,028

2,21

2,389

11.5

21.2

4

Pakistan

1,411

1,246

1,394

1,543

7.4

9.4

5

Switzerland

1,012

935

942

980

4.7

-3.2

Top 5 EU-27 markets in textiles
mio euros

N°

Table 8.5

Share

%
Share

% growth

2007

2004/2007

Destination

2004

2005

2006

World

18,537

18,482

19,218

19,38

100.0

4.6

2,74

2,687

2,668

2,497

12.9

-8.9

2007

1

USA

2

Turkey

1,714

1,547

1,549

1,61

8.3

-6.1

3

Tunisia

1,443

1,327

1,352

1,441

7.4

-0.1

4

Morocco

1,294

1,232

1,278

1,325

6.8

2.4

5

Switzerland

1,114

1,01

1,197

1,199

6.2

7.6

%

% growth

Top 5 EU-27 suppliers in clothing
mio euros

Share
N° Origin

2005

2006

2007

2007

2004/2007

World

45,052

49,305

55,491

58,079

100.0

28.9

1

China

11,534

16,961

18,883

21,878

37.7

89.7

2

Turkey

7,747

8,098

8,238

8,937

15.4

15.4

62
63
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Eurostat, 2008.
Eurostat, 2008.
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2004

mio euros

%

% growth

Share

Table 8.6

N° Origin

2004

3

Bangladesh

3,721

2005

2006

4

India

2,480

3,239

3,811

5

Tunisia

2,603

2,463

2,468

3,538

2007

4,615

2007

2004/2007

7.6

17.8

3,841

6.6

54.9

2,567

4.4

-1.4

4,385

Top 5 EU-27 markets in clothing (extra EU)
mio euros

N°

%
Share

% growth
2004/2007

Destination

2004

2005

2006

2007

2007

World

13,368

14,112

15,362

16,625

100.0

24.4

1

Switzerland

2,499

2,579

2,69

2,83

17.0

13.2

2

Russia

1,297

1,677

2,214

2,779

16.7

114.4

3

USA

2,192

2,11

2,056

2,002

12.0

-8.7

4

Japan

1,249

1,251

1,226

1,136

6.8

-9.1

5

Hong Kong

500

559

619

731

4.4

46.2

India is an important supplier of both textiles and clothing to the EU27, with a growth
rate for clothing that was second only to China. The textile and clothing trade flows
between the EU and India are summarised in Table 8.7. The trade balance is increasingly
negative for the EU, but exports have still been increasing, albeit at a reduced rate.
Table 8.7

EU textile & clothing* imports from and exports to India (million USD)
% of total EU imports
Trade flow

2003

%

2005

%

2007

%

from India

EU Imports from India

4,538

32.3

5,578

29.2

6,378

24.3

8.08

2003

%

2005

%

2007

%

to India

153

1.1

185

0.9

195

0.7

0.53

-

-

% of total EU exports
EU Exports to India

Balance
-4,385
-5,393
-6,183
* SITC Rev.3 Product Group - Textiles & clothing.
Source: http://ec.europa.eu/trade/issues/bilateral/countries/india/index_en.htm.

Global production networks and restructuring
Within the EU the formation or regional production networks have allowed for the
continued competitiveness of some of the producers in the old Member States. Producers
for example have increasingly shifted production to new member states. The advantage of
such locations over production locations in the Far East is still in close proximity to the
markets, implying shorter lead times for getting final products to consumers. Yet, the new
Member States increasingly feel the pressure from Chinese and other Asian producers
and restructuring processes that took place in the EU15 may be expected to still take
place in the new member states.
In the EU, the outsourcing and production relocation processes caused a shift in power
from clothing producers (manufacturing) to retailers and distribution companies.
Competitive pressures, causing broad changes in international value chains and retail
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formats, result in increasing pressure for cost-reduction on European manufacturers.
Factors influencing this shift include: the rise and increasing bargaining power of
hypermarkets and specialty chains; the intensification of cross-border competition in
retailing for these retailers; the reconfiguration of value chains and the diffusion of
business models based on “vertical systems”, according to which retailers take increasing
responsibility for upstream activities, e.g. textile procurement, product design and
logistics – with a related impoverishment of the range of activities required from
suppliers, which are relegated to the role of mere providers of production capacity;64 and
changing sourcing policies by retailers aimed at systematically reducing purchasing
costs.65 Overall these developments have increased the bargaining power of retailers from
within and organisational control over value chains.
With market saturation and even decline and increased important penetration, an
important strategy for EU producers has been to venture into niche markets, develop their
own brands and integrate or even shift into retailing and design activities, where margins
and value added are higher and labour costs less important as a source of competitiveness.
It is in these activities and in higher-end products / segments that most opportunities for
the future development of the EU textile and apparel sector are seen by industry
representatives and policy-makers alike (see Box 8.1 below).
Box 8.1

Case study: high-end apparel segment in the EU
High-end apparel in the EU
Europe has a rich tradition in fashion design and development and is home to some of the world’s best known
high-end brand producers and fashion houses. But more generally – besides these top-end fashion brands –
European textile and apparel producers have increasingly shifted towards high-end products and markets, as a
strategy to deal with competitive pressures from lower cost competitors and to develop new markets.

High-end apparel: the issue of definition
It is possible to make a distinction between ‘basic’ garments and ‘fancy’ garments (Gereffi, 1999; Gibbon,
66

2000) , or rather between high-end and low-end garments. Initially the division between basic and fancy
garments was seen to involve on the one hand standardised garments (e.g. jeans, plain shirts, some children’s
wear etc.) and on the other hand, products with a high fashion content, which are typically less standardised
67

and for which production runs and lead-time are shorter. However, as Gibbon (2000) argues, changes in the
industry and lead-firm strategies with regards to branding, segmentation and differentiation have caused
boundaries between the basics and fancy garment chains to become porous and shifting. Thus even basics
such as jeans, t-shirts, etc., have been marketed as higher-end products, solely on the basis of the brand name

64

65

66

67
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Manufacturers’ response to this trend range from the enrichment of the range of services offered to their clients, to the
extension in downstream activities such as branding and retailing.
“Business relations in the EU clothing chain: from industry to retail and distribution.” Bocconi University, ESSEC Business
School, Baker & McKenzie. Final report October 2007.
Gereffi, G. (1999) “International Trade and Industrial Upgrading in the Apparel Commodity Chain”. Journal of International
Economics, 48, pp.37-70.; Gibbon, P. (2000b) ‘Back to the Basics’ through Delocalisation: The Mauritian Garment Industry
at the End of the Twentieth Century’. CDR Working Paper 00.7, Centre for Development Research Copenhagen, Working
Paper Sub-series on Globalisation and Economic Restructuring in Africa, October 2000, pp.65.
Some fashion houses or fashion designers create ready-to-wear lines that are mass-produced and industrially
manufactured. Others offer lines that are still very exclusive and produced only in limited numbers and only for a limited
time. In contrast to haute couture, these lines are never one of a kind. High-end ready-to-wear lines are sometimes based
upon a famous gown or pattern that is then duplicated to raise the designer’s visibility level.
(http://www.apparelsearch.com/definitions/Fashion/Ready_to_wear.htm).
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High-end apparel in the EU
and imaging. The terms higher-end and lower-end segments are thus used, as market positioning seems to
have gained in importance over product characteristics per se.
This definition – not pertaining to product categories per se – makes it difficult to present standard production
and trade data for high-end apparel, much less give insight into EU-India trade in this respect. Yet, it is safe to
say (and this is backed by a vast literature) that the EU produces relatively more high-end products than India
and that its exports to India consist almost exclusively of this type of apparel. Indications of this are also found if
one considers unit values of EU products vis-à-vis similar products from India; the former tend to be much
higher.

Development of high-end apparel segment
Over the past decade, in particular since the abolition of trade quotas in the sector on 1 January 2005, the
European textiles and clothing sector has undergone significant changes to keep abreast of competition in the
global market. The sector has also been facing increased competitive pressure due to technological changes
affecting production processes as well as end products themselves. As a result, in order to remain competitive,
the industry has had to restructure and modernise itself and relocate its production to lower wage countries
within and outside the EU. However, the highest end segments often still hesitate to engage in substantial
outsourcing. For instance, as Pellicelli (2006) argues “Luxury goods makers, such as Gucci, Prada or Armani,
continue to produce every item in Italy, even if some parts are prepared elsewhere. Executives say: ‘consumers,
68

particularly Asians, would not buy if they were not made in Italy’. Pellicelli found in his study that the primary
reason not to outsource was the risk of destroying the equity of the brand. Some of the most frequent comments
included “The Asian consumer really does believe that luxury comes from Europe and must be made there to be
the best.” “In any case our Chinese customers are not going to buy Made in China”. “Everything can be taught,
but for our level of business you can’t replace the quality and tradition”. Other important reasons for not
outsourcing included a concern about the loss of intellectual property and that quality control was too important
to outsource as well as concerns about the firm reputation, that may be irreparably harmed if the contractor
does not honour ethical standard – which are harder to control at a distance.

Competitive advantage and challenges
“Today the competitive advantage of the European textiles and clothing sector lies in its focus on quality and
design, innovation and technology, and high value-added products. This, in turn, also requires adequate
education and industry specific training programmes for a generally low-skilled workforce.” (EMCC, 2008, p.1)

69

Although the EU apparel industry has already gone through major restructuring and essentially no longer fits the
labour intensive low-skilled image it tends to conjure up, even for the high-end segment competitive pressures
and threats continue to affect the industry, as producers in countries such as China and India are starting to
develop more sophisticated products and business models as well, thus shifting towards higher end market
segments and products (moving up the value chain). In recognition of the highly dynamic nature of the industry
and volatility of competitive advantage within it, several policy initiatives aimed at the sector have been
developed since the turn of the century. This was also triggered by the need to prepare for the phasing out of
the ATC in 2005 and EU enlargement process. In 2004, the High Level Group for Textiles and Clothing was set
up. Several of the initiatives of the High Level Group were aimed specifically at further developing and

68

69

Pellicelli, Michela (2006) “The new economics of outsourcing: empirical evidence from Italian textile-apparel industry.” Studi
Aziendali e Manageriali (www.ea2000.it/file%20per%20numero4-2006/4-06pellicelli.pdf).
European Monitoring Centre on Change (2008) “Trends and drivers of change in the European textiles and clothing sector:
Mapping report.”
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High-end apparel in the EU
supporting the development of particularly high-end and branded apparel segments, for instance by making
recommendations in relation to IPR protection – very important for a sector which to a large extent builds its
competitive advantage on the basis of its brand value – and in relation to funding for R&D and education.
In general innovation is seen as vital for the future prospects of the sector. In the context of high-end apparel
such innovation is often driven by technological developments (related to for instance fabrics) and/or new
creative designs which result in new products with a range of functionalities. Innovation in the production
process is relatively less important for this segment, however, in relation to distribution and retailing it is again of
increasing importance, as it allows for new concepts and the optimal tailoring of products to consumer needs.
By combining this tailoring with globalised production, the EU industry will be able to offer so called masscustomisation, facilitating the production of tailor-made clothing at cheap prices.
In recognition of the importance of technological and design innovation, several initiatives were undertaken
involving a range of key stakeholders. For instance, in 2004 the European Technology Platform for the future of
textiles and clothing was launched. This is a stakeholder forum which brings together the European textiles and
clothing industry, its research and education community, representatives of related industry sectors and
scientific disciplines, as well as public authorities. The aim of the platform is to develop and implement long-term
industry visions and a ‘Strategic research agenda’ to improve innovation, competitiveness and the growth
potential for this key industry sector in Europe. Other programs include Leapfrog, a joint research and
innovation initiative of the European textile and clothing industry, led by Euratex, with the aim of achieving a
technology breakthrough in the clothing industry. The initiative brings together a critical mass of European
textiles and clothing companies, and research centres which will attempt to develop and implement new ways of
optimal fabric preparation for clothing production, automated garment manufacture, virtual garment prototyping,
supply chain integration and mass customisation.
All in all, the industry has been very pro-active in dealing with the restructuring processes and has developed a
flexible and cooperative approach to dealing with competitive pressures.

Strengths, Opportunities, Weaknesses and Threats
Summarising the above, the current state of the high-end apparel industry in the EU is best captured through a
SWOT analysis, which is presented in the table below.
Strengths

Weaknesses

•

Value of “Made in …” brand name

•

•

Quality and design capabilities (long history)

•

•

Proximity to – arguably – most sophisticated

High cost and high price
Highest-end segments still limited use of
regional and global production networks

market for fashion and high-end products
Opportunities

Threats

•

EU policy initiatives and dialogue

•

EU market no longer growing (demographics)

•

Intra industry cooperation and dialogue with

•

Emerging markets (China & India) increasingly

involvement research and education institutions.
•

Strategic cooperation initiatives, further

capable of producing higher-end products
•

integration of regional and global value chains
•

enforcement in these countries

Emergence of middle class in several emerging

•

economies, where European brands still have

•

strong status

Infringement of IPRs and problems with IPR
Other NTBs in important export markets
Growing shortage of qualified human resources,
which is most acute in the field of higher
education graduates in textiles engineering.
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Potential impact of the EU India FTA
Considering the above analysis, the potential impact of an FTA with India may have a number of potentially
positive impacts, which, however, will in part depend on the positive uptake of the opportunities that the FTA
presents by policy makers, industry stakeholders and research and education institutions alike.
Potential impacts include:
•

Further opening up of markets in India with growing middle class and young population, increasingly
interested and capable of buying higher-end, premium priced EU apparel;

•

Improved access to raw materials and inputs such as cotton and specialised fabrics;

•

Opening up of opportunities for strategic partnership and alliances with Indian producers and distributors –
e.g. through investments, M&A, strategic partnerships, etc. – creating synergies and allowing for a focus
on the competitive strengths of both sides;

•

Through an agreement, better IPR protection could be introduced, although the issue of enforcement will
be paramount in enabling this to actually benefit EU producers. Here the possibility for capacity building
should be considered.

In conclusion, although the FTA may pose challenges to the EU high-end apparel segment, it’s pro-active
approach and the fact that it also creates opportunities should result in a positive outcome overall, subject to
appropriate flanking and supporting measures. This includes especially addressing skills development issues in
the EU and IPR issues in India.

EU legislation
EU legislation with regards to the environment, social issues and consumer protection
have become increasingly strict and it has been argued that these affect the sector in
various ways. One such example is the EU regulation on Registration, Evaluation,
Authorisation and Restriction of Chemicals (REACH), which entered into force in June
2007. Among others, it requires EU manufacturers and importers of chemical substances
(whether on their own, in preparations or in certain articles) to gather comprehensive
information on properties of their substances produced or imported in volumes of 1 tonne
or more per year, and to register such substances prior to manufacturing in or import into
the EU.70
REACH is not aimed at the sector per se but was introduced as a protection measure for
EU consumers. Nonetheless it is seen to also affect the textile and clothing sector and has
been identified by the industry as a challenge to its competitiveness. Cost of compliance
with the new regulation is seen as the major issue.
Other regulations affecting the industry include for instance the EC Directive on waste71,
which aims – among other things – to encourage the recovery of waste and the use of
recovered materials as raw materials in order to conserve natural resources, taking into
consideration existing or potential market opportunities for recovered waste.
Aside from (uniform) substantive legislation in force in the EU, Indian textile exporters
indicate perceived differences in enforcement and implementation between some EU
Memebrs states e.g. with respect to customer procedures.
70
71

http://info.hktdc.com/mktprof/europe/mpczech.htm.
Directive 2006/12/EC of the European Parliament and of the Council of 5 April 2006.
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Main social issues in the EU textiles and clothing sector
The main socially relevant issues concern employment and labour issues, equality and
health. One of the issues is the need for greater flexibility which the TCF enterprises are
facing in the light of globalisation. This can cause relocation of the firms but also affects
employment conditions and a trend towards fewer permanent jobs and more part-time and
temporary work. The search for flexibility can also increase the number of home workers.
Often home workers do not have legal status and social protection. Another issue
concerns a high percentage of migrant workers who often work illegally. In several EU
countries (e.g. the UK) the textiles and clothing sector is a major source of employment
for people from ethnic minorities, and ethnic minority-owned companies account for a
significant proportion of the sector’s business base. 72 In 2003, over 500,000
subcontractors and 150,000 undocumented workers (about 25% of the total work force)
were employed in the garments and textile sector in Europe.73 According to the ILO, the
combination of a high percentage of migrants, women and unskilled labour force in the
sector tends in general to encourage discriminatory practices in the area of employment.
With regard to the employment of women, the main source of discrimination lies in the
inequalities in wages paid to men and women. The health issues are related not only to
poor working conditions in some companies but also to the housing of illegal workers in
hazardous and unhealthy dormitories.74
Employment and labour issues
The impact of the sector’s restructuring on the number of employees has been
pronounced. Between 2000 and 2004, almost a third of the jobs in the clothing industry
were lost.75 This loss of competitiveness has been most pronounced in some old Member
States and less so in the other old Southern European and New Member States. In 2007
an estimated 2.5 million people were employed in the EU27 textile and clothing
industry76. The textile and clothing industry is characterised by a large percentage of
small and medium-sized enterprises (SMEs) which, in a majority of cases, are located in
the new Member States in Eastern Europe, while larger firms operate in the old Member
States77.. Almost 75 percent of the labour force works in SMEs.78
The textile and clothing sector in the EU is still characterised by an uneven gender
distribution in favour of female employees, as it is worldwide, - in 2004 some 67 percent
of workers in the sector were women. In the Baltic Member States as many as nine of
every ten workers in 2006 were female79. The share of low skilled employment is high. In
2004, 92 percent of the workforce had a low or intermediate educational level.80 Besides,
72
73
74
75
76
77

78

79
80
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Idem.
ILO, Forced labour, migration and trafficking in Europe (2003).
ILO, Labour practices in the footwear, leather, textiles and clothing industries (2000).
Eurostat.
http://ec.europa.eu/enterprise/textile/statistics.htm.
European Commission Enterprise and Industry Directorate General, Study on the competitiveness, economic situation and
location of production in the textiles and clothing, footwear, leather and furniture industries, 2007.
Eurostat, European business — Facts and figures Textiles, clothing, leather and footwear. In 2004 the textile manufacturing
sector consists of about 77 000 enterprises which employed 1.2 million people. The clothing sector amounts to 142 000
enterprises in the EU-27 employing 1.5 million people.
Eurostat, European business — Facts and figures Textiles, clothing, leather and footwear.
European Monitoring Centre on Change (2008) “Trends and drivers of change in the European textiles and clothing sector:
Mapping report.”
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many unskilled workers are women. The distribution of the textile sector’s workforce
according to educational attainment varies greatly across the EU – the share of employees
with only a lower secondary education ranges between 92% in some Southern European
countries to less than 10 % in some new Member States.81 However, the industry profile
is changing, with manufacturing moving to other locations outside the EU and
management occupations remaining in Europe, and an increasing emphasis being puton
areas such as technical development, management, administration, sales and marketing,
and research.
The textile and apparel industries are sometimes seen as exemplary for some more
negative aspects associated – rightly or wrongly so – with globalisation, including sweat
shop conditions, exploitation of (migrant) workers, child labour, unsafe working
conditions, etc. With increasing public awareness in main consumer markets (the EU and
US) of these issues, increasing pressure has been put on both companies and governments
to address and prevent these issues, through codes of conducts, labour regulations,
unionisation, etc. As labour exploitation practices are often seen by producers in
developed countries as unfair competition, they have often lobbied their own government
strongly for trade (protectionist) measures.82 Although labour issues appear less prevalent
in the textile sector – due to lower labour intensity - than in the apparel sector, worker
health and safety remain important issues in this industry as well, for instance in the
process of cotton yarn spinning (dust) and chemical usage (e.g. dyestuffs).
Main environmental issues in the EU textile and clothing sector
The process of textile and garment manufacturing includes a number of steps that use
considerable quantity of water, environmentally harmful substances and produce solid
waste and water polluting effluents, the degree depending on the specific fabric or
garment. Thus cotton production has come under close scrutiny due to environmentally
harmful practices in growing and processing, while the dying of yarns and textiles uses
chemical dyestuffs and produces substantial amounts of wastewater.
Consumers are becoming more conscious with respect to green activities, non-toxic and
environmentally friendly consumer goods, etc. This trend of green consumerism is
extended to textile and apparel products. Major EU and US textile buyers have responded
to this public awareness by viewing their textile products from an ecological standpoint
and establishing certain requirements. Textile and clothing manufacturers are encouraged
to re-examine the whole life cycle of their products with the aim of minimising hazards to
humans and the environment at every stage, from manufacture to disposal. They are also
asked to pay special attention to the selection of dyes, ensuring the products are low in
formaldehyde, free from pesticides, heavy metals etc.83
The textiles industry has always been regarded as a water-intensive sector. The main
environmental concern is therefore about the amount of water discharged and the
chemical load it carries. The latter is monitored by chemical oxygen demand (COD),

81
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INDUSTRY, TRADE AND SERVICES Statistics in focus, The textile industry in the EU. 29/2004.
Rivoli, P. (2006) “The Travels of a T-Shirt in the Global Economy: An Economist Examines the Markets, Power, and Politics
of World Trade.”
www.intertek-labtest.com/brochures/Eco-Textiles.
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colour and nitrogen content. Other important issues are energy, chemicals and other
resource consumption, air emissions and solid wastes and odours, which can be a
significant nuisance in certain treatments. The sector generates 3-4 percent of annual
emissions, effluents and waste in the EU27. The key environmental themes for the EU
textile and clothing industry are sustainable production and consumption, water and
energy use and consumer safety of products.

8.3.2

India

India textiles and clothing sector structure
The Indian textiles and clothing industry, one of the oldest industries in the country, has
shown a chequered performance over the last 50 years. Following a quick upturn in the
immediate post-independence period until the 1960s, it went into decline until almost
1980 due to a combination of inward-looking macro-economic policies and excessive
government regulation. The ‘New Textile Policy’ of 1985 allowed relax action of several
licensing requirements and created an enabling investment climate. However, in the
absence of a general economic resurgence in the country, these advantages were largely
unexploited until a few years ago. In the mid 1990s, during a period of economic growth
led largely by manufactured exports, textiles and clothing played a leading sector role.
The Indian textile and clothing industry is one of the largest segments of the Indian
economy. It is extremely varied with the hand-spun and hand woven sector at one end of
the spectrum and the capital-intensive, sophisticated mill sector at the other. Between
these two extremes, the industry produces a staggering range of fabrics, furnishings, dress
material, floor coverings, made-ups and garments. The close linkage of the industry to
agriculture and the ancient culture and traditions of the country make the Indian textiles
sector unique in comparison with the textiles industry of other countries.
Within textiles, ready-made garments constitute the largest product group of exports,
accounting for nearly 50 percent of India’s total exports (about 15 percent of the
country’s total exports). This is followed by cotton textile fabrics and made ups, which
account for nearly 30 percent. Other major product groups of exports are carpets, manmade textile, silk and silk products and jute items. With the Indian textiles and clothing
sector contributing around 14 percent to total industrial production, 4 percent to the GDP
and 16.6 percent to the country’s export earnings and almost 35 percent of foreign
exchange, India can ill-afford to ignore global trends. The sector provides direct
employment to over 35 million people, making it the second largest provider of
employment after agriculture84.
The Indian textile sector is also well placed globally (Table 8.8). In terms of installed
capacity of spinning machinery, it ranks second after China, while in weaving it ranks
first in plain looms and fourth in the shuttles variety. In raw materials, it ranks third in
cotton after China and the United States, first in jute, second in silk and fifth in synthetic
fibres and yarn. Thus, India is traditionally strong in textile production capabilities and in
raw materials.

84
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See Ministry of Textiles, 2007, Annual Report, 2006/07 (also at www.texmin.nic.in).
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Table 8.8

India’s position on the world textile market
Category

Value/

World

India

India as percent

India’s

of world

world rank

19.60

2

China

unit

Country with
first rank

Installed capacity
Spinning –2005
Spindles (cotton system)

mln.

180.87

37.42

Spindles (wool)

mln.

14.98

1.04

6.94

3

China

Spindles (cotton & wool)

mln.

205.85

38.46

18.68

2

China

Rotors

mln.

8.39

0.52

6.20

5

Russia

45.62

1

India

Weaving-2005
Shuttle looms

mln.

4.34

1.98

Shuttleless looms

mln.

0.88

0.05

5.68

4

China

Handlooms

mln.

4.60

3.90

84.78

1

India

9.82

5.93

60.39

1

India

Total looms

Production (P)
Fibre/Yarn
Raw cotton (2005/06)

mln. kg.

24756

4148

16.76

3

China

mln. kg

2529

295

11.66

2

China

mln./kg

31762

1850

5.82

5

China

mln. kg

2,164

45

2.08

7

Australia

Raw silk (2004)

mln. kg

126

17

13.49

2

China

Jute (2005/06)

mln. kg

2,826

1,575

55.73

1

India

7,930

12.36

9.84

2

China

14.78

3

China

-

-

-

3.56

6

EU- 25

(Oct-Sept)
Cellulosic fibre/yarn
(2005)
Synthetic fibre/yarn
(2005)
Raw wool (greasy)
(2005)

Total

64,163

Yarn-2005
Cotton yarn (est.)

mln. kg

24,994

2,460
Fabrics-2005

Cotton fabrics (est)

mln. kg

Total fibre, 2005 (P)

Kg

14,011

2,071

Per capita fibre consumption
9.28

5.05
World trade-2005

Total T&C exports

US$ bln

479.54

17.08

Sources: WTO, ITMF, ICAC, JMDC and Fibre Organon, complied in the “Compendium of international textiles
statistics” (available at www.txcindia.com).

However, major constraints for the Indian industry include its fragmented structure and
dominance of SMEs that create barriers to achieving consistent performance, non
coherent government policies and lack of direction of growth and development. Decades
of restrictive government policies, protecting small-scale operations, have led to certain
structural weaknesses in the sector. Therefore, although India has the highest number of
weaving looms, the percentage of shuttleless looms (which ensures high quality fabric) to
plain looms is hardly 3 percent – far below the world average of 16 percent. Except for
spinning, activities such as weaving, processing and garment production predominantly
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take place in the small scale segment, thus lacking scale advantages. The processing and
weaving sectors in particular are highly fragmented and technologically less advanced.
India in addition lacks serious trade agreements and preferential access to major markets.
Main social issues in the Indian textiles and clothing sector
A large section of India’s population, particularly those belonging to the weaker sections
of society, like that of the scheduled caste (SC) and scheduled tribes (ST) (lower classes),
continue to suffer from some form of inequality or the other. After agriculture, textiles
and textile-based activities including handicrafts constitute the most important source of
livelihood for these social groups. Many of these textiles related activities are in fact
associated with distinct regions or even communities and could be gender specific as in
the North Eastern Region, where the whole chain of textiles activity from reeling of silk
cocoons to weaving of the cloth, remains a female preserve. It is estimated that the
textiles industry provides direct employment to more than 35 million people. If one
includes those working in the allied industries and in marginal capacities, then the figure
rises to 93 million people. While gender-wise sectoral statistics are not available, it is
observed that livelihood for women workers is provided mainly by the decentralized
handlooms, handicrafts and Sericulture industries, where their number is estimated to be
over 50 percent. The handloom sector employees cover 65 lakh persons in weaving and
allied activities on 35 lakh looms. The majority of weavers belong to the poorest and the
marginalised sections of society. It is estimated that of the total workforce, women
constitute 62.4 percent and the SC/STs category constitutes 32 percent (as per the joint
census of handlooms & powerlooms1995-96). Of the total workforce engaged in
handicrafts, 47.42 percent consists of women, of which 37.11 percent belong to SC/ST
category (NCAER survey, 1995-96). There are certain crafts which are practised
predominantly by women like embroidery beadwork, appliqué, durries, shawls, cane and
bamboo, artistic textile, weaving, mat weaving etc.
Main environmental issues in the Indian textiles and clothing sector
The use of chemical substances in the textile and clothing industry is an issue which
requires attention. In India, the textiles industry is using around 8000 different chemicals
in the manufacture of various goods. Some of them are banned and the industry is slowly
starting to use alternative dyes and textiles auxiliaries instead of some conventional ones
that are suspected to be toxic in nature. The ban imposed by Germany in 1995 on the
import of Indian textile goods dyed with Azo-dyes came as a wake-up call for India. At
the time, approximately 70 percent of all dyes being used by the textile industry were
azo-dyes, which were known or suspected to release harmful amines which are allergic or
poisonous by nature and could potentially affect the human body. The Government of
India realised the severity of the problem and, before other European countries started
following suit or extended the ban to cover other toxic substance used in the textile
processing, took up the challenge posed by the imposition of this eco-regulation. The
industry is becoming aware of the fact that various textiles processes will not only affect
exports, but also ecology.
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Box 8.2

Case study: Technical textiles and textiles for specific uses
Technical textiles
Technical textiles sub-sector in India
Overall the technical textiles sector in India is still characterised by relatively limited productive and
technological capacities, but substantial market potential. Technical textiles are in a nascent stage in India. The
global market of technical textiles is estimated to be US$ 90 billion, in which India’s share is a meagre 2% to 3%
(see Table below).

Market size of technical textiles in India in value and rank in India
Technical Textiles
Sector

Market Size & Potential (Million Indian Rupias)
2003-04

2007-08

Rank in India

Clothtech

68,332

84,158

1

Packtech

46,020

73,593

2

Indutech

22,120

29,939

5

Sporttech

15,342

20,495

7

Meditech

15,250

23,390

6

Mobitech

13,230

20,463

8

Hometech

10,297

18,977

9

Agrotech

3,036

4,647

12

Protech

2,845

6,385

10

Buildtech

2,816

4,783

11

Oekotech

2,000

67,320

3

-

65,910

4

201,286

420,060

-

Geotextiles
Total

Source: Technical Textiles: Growth Potential and Prospects in India by IIT, New Delhi; TECS.
Note: There may be data variation owing to data gathering methodology and definitions.
The potential for producing technical textiles in the country has been largely untapped with only a few
companies slowly joining the world market. The sub-sector remains dominated by SMEs, who lack adequate
capital for necessary investments to further develop this sub-sector. In India, it is only recently that the
application of technical textiles has moved beyond the traditional products such as wound care and
incontinence products, plasters, clothing, bedding etc.

World technical textile consumption by region
Region

Technical Textiles consumption (%)

USA

23

Western Europe

22

China

13

Japan

7

Rest of the World

35

Source: “Benchmarking the key results areas on Indian textile Industry”, ITCTI, ATIRA, 2007
While the market in India for technical textiles is growing, from a global perspective India’s consumption is still
as low as 0.3%. The Textile Commissioner's Office figures cited above in the Table show that Clothtech
accounts for the highest share (35% of the total) in technical textiles production in the country, followed by
Packtech (21%) and Sporttech (8%), with all others combined represent 36%. Globally, the spread is quite
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Technical textiles
different: Mobiltech accounts for 25%, Indutech 16% and Sporttech 15%, while others add up to 44%. Moreover,
the Table suggests that technical textiles seem to be a vital component for the EU and other fast growing
country markets. India still seems to be a consumer of low-value industrial textiles.
Regarding specific product groups, some private sector studies show that India's presence in wipes, hygiene
and carpet pile is negligible.
Stressing the potential of technical textiles in the Indian market, some industry groups think that even if one
takes only the city of Mumbai, there are billions of billboards and signages. However, there is not a single
manufacturer of signage fabric in the country, and almost all of this is imported from China. Similarly, the
automotive sector is growing at a very fast pace. The Government of India has made the use of seat belts
mandatory; however, there is not a single manufacturer of seat belts in the country. Only a few civil engineering
companies in the private sector have realised the importance of using geotextiles and other non-wovens and
technical textiles in construction. However, infrastructure development is predominantly in the government
sector (thus governed by government procurement), and the few manufacturers of geotextiles in the country are
unable to convince government agencies of the benefits of using such products.
Another example of an area with great market potential includes baby diapers. At present only 2% of babies in
India wear diapers. There is an estimated potential for 93 000 million diapers a year, and a growth potential of
10% a year (source: http://www.technical-textiles.net/htm/p20061130.259953.htm, Issue December 2006, Page
31). Textile companies have begun to realise the potential of technical textiles. More recently, a number of big
manufacturers have started entering into the technical textiles and non-wovens sectors and the Government,
through the Ministry of Textiles, is extending a lot of support for this. Investments in technical textiles over the
last year (October 2005 to October 2006) have totalled US$225 million. Moreover, annual investment is
expected to at least triple over the next five years, reaching a projected US$675 million in the period 2010-2011.
Projects are already coming up in almost every market segment of technical textiles such as,
agriculture/horticulture, coating, seat belts and inter-linings, and spun-bond, spun-lace and needle-punched
non-wovens. In spite of the considerable potential of the market of technical textiles, it is important to bear in
mind that the Indian industry in this sector is still in a transitional phase towards producing more technical
textiles. On the other hand, Europe is internationally very competitive in this area and runs a trade surplus in
technical textiles. It should be noted that such products are not just exported to industrialised countries like the
US and Switzerland, but also to developing countries.
In India there are a number of issues and concerns for the industry despite its growing efforts in terms of
investment and market share. Industry experts suggest that within the country, the efforts related to technical
textiles have been very much focused on specific areas, certain pockets of Tamil Nadu (in South India ) which
manufactures low value medical textiles and a couple of foreign players who have set up shop there. Even as
mills are eager to venture into technical textiles, it has been put off due to the high capital expenditure required
to bring in the necessary technology. For products like geotextiles and flame retardant fabrics, the government
is a big buyer and the industry is hesitant to deal with the government. The industry is uncomfortably placed as
regards raw material availability. Nearly 85-90 percent of fibre composition in technical textiles is synthetic fibres
and specialty fibres, which has to be imported.
The Government of India is providing considerable support to boost growth of this industry; for instance, it has
offered concessional rates of excise and import duties for machinery used in this sector, and imports of secondhand machinery are being allowed at concessional rates of duty under the Technology Upgradation Fund
Scheme. However, this move is being questioned by some in the industry, who believe that second-hand
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Technical textiles
machinery imports will only result in India remaining a manufacturer of low quality, substandard technical
textiles. According to experts, production of non-wovens and technical textiles is a highly capital intensive
activity, requiring 100 percent precision and accuracy, which cannot be achieved by using second-hand
machinery, or low quality machines from China. They further point out that only companies using the best
European technologies have achieved success in the Indian and international markets.
Another obstacle to growth of technical textiles in India is the level of human expertise. The sector lacks
sufficient trained technical workforce. Most of the work by various associations and chambers of commerce
even today revolves around creating awareness and education rather than building the technical human
resources. A further concern is setting up a committee for standards. Only recently, the Bombay Textile
Research Association (BTRA) has been appointed by the government of India to work on identifying and
establishing standards for geotextiles and medical textiles.
All in all there is thus a lack of capital investments and knowledge of EU standards to develop this sub-sector to
become a strong national player, let alone an internationally competitive one.
Generally, the absence of related legislation in India is another obstacle to the growth of technical textiles. For
instance, the industry has been making presentations to the Government for it to consider making use of
geosynthetics mandatory and/or encouraging its use for the construction of roads where the subsoil is below a
certain level – where the California Bearing Ratio (CBR) is less than 3. Also use of textiles for environmental
protection in landfill projects could be made mandatory and/or be encouraged, just like the use of fire retardant
textiles in public places. These projects fall under different ministries and it therefore take a lot of time to enact
legislation. It is expected that once legislation is in place, market and production growth will be enormous (ITCTI
monograph, ATIRA, 2007).
It is clear that while the position of traditional textiles and clothing in India’s exports to the EU has been relatively
good, with a few product categories assuming large importance, its market in the technical sector is not yet
mature. In light of an EU-India FTA, India is likely to increase both its production and consumption of technical
textiles, as the FTA could be a useful opportunity to develop India’s potential market for high-tech products.

Technical textiles sub-sector in the EU
Europe is internationally very competitive in the area of technical textiles and runs a trade surplus in this
segment, not just with industrialised countries such as the US and Switzerland (with their advanced
technologies and applications), but for some sub-segments, even with some less developed countries, including
India (see the table below).

EU Trade with India in technical textiles (1,000 €)
Product category

Wadding, felt, non-

Imports

Exports

Coverage E/I*

2006

2007

Evol.%

2006

2007

Evol.%

2006

2007

13,203

15,714

19.0

18,612

16,488

-11.4

141

105

1,341

795

-40.7

737

1,417

92.3

55

178

596

324

-45.6

144

108

-25.2

24

33

18,686

21,608

15.6

33,661

37,036

10.0

180

171

wovens, rubber thread,
twine, cordage, etc.
- o.w. special yarn
Handwoven tapestries &
quilted products
Impregnated coated, etc.
textile fabrics
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Technical textiles
- o.w. tyre cord fabric

7,553

7,104

-5.9

607

138

- o.w. fabrics impreg-

2,601

5,703

1,792

-77.3

8

2

119.2

15,049

15,424

2.5

578

270

1,890

5.5

13,539

14,632

8.1

756

774

132,66

161,58

21.8

9

6

11,340

11,816

4.2

9

7

nated, coated, etc.
- o.w. textile products,
articles for techn. use
Other made up textile
articles

* A value below 100 indicates a trade deficit; a value above 100 indicates a trade surplus.
Source: EURATEX Bulletin 2008/3 “An in-depth analysis of the EU textile and clothing external trade 20062007”
Although the EU trade surplus with India only exists in specific sub-segments of the technical textiles segment,
these are the most technologically advanced and highest value added sub-segments, confirming that the EU’s
competitive position is mostly due to the fact that its technical textiles have a much higher technology content.
Given that innovation in new materials, processes and products is an inherent feature of this sub-sector,
expenditure on R&D is also higher in this field than for ‘conventional’ textiles. Since technical textiles are
generally not fashion-oriented, performance requirements and technical specifications determine the success of
a product. Usually, technical textiles are created in a close relationship between the producer and the consumer
so as to ensure tailor-made solutions to specific user purposes. This implies that close proximity to and
cooperation with main consumers (mostly other industries) and protection of innovation and intellectual property,
are important aspects of competitiveness for this sub-sector.
Considering the potential of technical textiles in India both in terms of consumption and production, an FTA
could help the EU technical textiles industry realise some of this potential. To the extent that the FTA includes
IPR protection provisions and adequate measures to enforce and implement these, it could encourage
investments in India by EU producers, not just to serve international, but also local markets. This would also
require a further opening up of local markets, which is again part of the FTA objectives. For instance, if the FTA
can tackle government procurement issues in India (a great deal of technical textiles are sold through
government contracts) and regulatory and standards issues, this could open up the market significantly for such
textiles in India. With the EU’s strong competitiveness, this could increase both investments and trade. For
India, the benefits lie in the fact that it gains access to EU quality levels, which also bodes well for exports to
other countries. Investments will help develop and transform the sub-sector and raise it to internationally
competitive levels.

8.4

Impact assessment textiles and clothing sector

8.4.1

EU impacts

Economic impacts EU
Real income and trade
The effect of the FTA on textiles is expected to be slightly positive and slightly negative
on wearing apparel in terms of both output and employment. The overall effects on real
income in the EU will be negligible (balancing out). Due to the regional concentration of
the clothing industry (Figure 8.2), the effects may be more pronounced in EU regions that
136

TSIA for the EU-India FTA – Final Report

are competing with India for lower value added products, whereas producers involved in
high-end apparel production are likely to be less affected.
The FTA provides a boost to trade flows between the EU and India over and above the
‘normal’ evolution of trade flows between the countries. As illustrated in Table 8.7, the
growth of EU textile and clothing imports from, and exports to, India have shown a
decreasing trend over recent years. The model outcomes for an ambitious FTA in
particular show this trend to be inreverse, with growth rates reaching levels of a few years
back. Particularly the removal of NTBs such as IPR infringements, Government
procurement and other regulations as well as investment restrictions, are likely to benefit
EU exporters and investors. Harmonisation of standards and labelling requirements
through e.g. mutual recognition agreements will also greatly facilitate increased trade.
Finally, considering the fact that intra-industry trade is increasing between the EU and
India, expected increased specialisation may benefit both countries, as their industries
become more integrated and better able to compete globally.
Investment
The increased competitive pressures and the tendency towards specialisation and highend production are likely to have a positive effect on investments in technology and R&D
in the EU, while investment in productive capacity is likely to decrease. On the other
hand, the FTA is likely to increase investment opportunities for EU manufacturers in
India. This relates not only to relocation of EU capacity, but also to a large extent, to
investments aimed at servicing the growing Indian market.
Considering the focus of the EU textile and clothing industry on higher end and branded
products, one of the main threats to growth and innovation in the sector relates to the
illegal copying of products. Innovation and creation are key to a sustainable existence and
success of the industry. To the extent that the FTA will also improve the protection of IP,
both on paper and with respect to enforcement, the impacts of the FTA on the EU textile
and apparel industry will be positive for these higher-end segments in particular, both in
terms of higher exports to India (less counterfeited products) and investment
opportunities for higher-end and technical textiles (less risk of IPR infringements).
Reduction of investment restrictions and improved competition policy will create further
investment opportunities for EU producers in India, while investments from Indian
producers in EU markets (e.g. in higher-end segments) are also not unlikely.
Social impacts EU
Employment
According to the CGE model the results of the three possible scenarios of the FTA for the
textile and clothing sector in the EU are small. The textile sector and the clothing sector
have opposite results. The social impacts for textiles are limited and marginally positive.
The relatively biggest impact could occur through increased export. This could lead to an
increase in production and employment.
Due to the fact that mainly women work in textiles, this will affect the labour market
participation of women positively. The impact on job quality is uncertain. Globalisation
may put pressure on working conditions and cause a trend towards more part-time and
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temporary work. This may cause wages to decrease and holds especially for low-skilled
workers. However, the improvement of the protection of IP, may have a positive effect on
working conditions, in particular for the higher-end segments.
The social impacts for wearing apparel are respectively bigger and more negative but
compared to the social impact in India, they are still small. The negative impacts include
small decreases in output, export and employment. The impact on employment is
expected to be a decline for the skilled workers of between 1.6 and 1.0 percent and for the
unskilled, a decline of between 1.7 and 1.0 percent. This will especially affect two groups
of workers that are on average less skilled in the wearing apparel sector, namely female
workers and migrants.
Other social indicators
The impact on other social issues, such as poverty, health, education and equity, will be
closely linked to the employment impacts. Because of that, the risk of relative poverty
could increase for unskilled workers, but the impact will be small and will also depend on
the availability of alternative employment or adequate social protections systems. The
effects may be more pronounced in certain regions that are competing with India for
lower value added products.
Environmental impacts EU
The direct environmental impacts that can be accounted for by the textiles and wearing
apparel sector mainly originate from increased energy consumption, use of natural
resource stocks, water consumption, waste water and waste generation either in the EU or
in India, and from second order impacts of increasing air and marine transport between
the EU27 and India. Long international supply chains both in and outside the EU27 have
global environmental impacts. In addition, important second order impacts arise from the
environmental health risks on chemical exposure during the life cycle of products (e.g.
residues of veterinary medicines in wool scour effluent have the potential to cause harm
to the environment).
In the textiles industry the quantification of air emissions is easier because they are
usually collected at their point of origin and good historical data on air emissions from
specific processes exists in the EU. This is not the case with effluent streams in waste
waters since various streams are mixed together to produce a final effluent whose
characteristics are the result of a complex combination of factors (fibres involved,
dilutions and make-ups used, chemicals and auxiliaries used in the process).
The textiles and clothing sector is an important part of European manufacturing industry
with a turnover in 2007 of over €211 billion produced in roughly 176,000 enterprises,
employing almost 2.5 million people and a rough estimate is that the sector accounts for
3-4 percent of emissions, effluents and wastes in the EU27. In 2004 the EU25 was the
world's second largest exporter of textile and clothing accounting for a 7 percent share
worth €40 billion. The assessment of the environmental impacts of the FTA is based on
the results of the CGE model and the overall magnitude of potential impacts is related to
the estimated change of 0,4 percent in textiles production output followed by a 1.4
percent reduction in wearing apparel. Global greenhouse gas emissions will be affected
by the impact for India (max 30 percent increase in wearing apparel and max 1.5 percent
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in textiles output). Therefore, for the EU27, the monetary primary effect on the textiles
and clothing manufacturing can be considered to be insignificant, and the related
environmental impact is assumed to be small or insignificant. However, the second order
impacts of chemicals used in the sector need to be considered.
In assessing the impact on environmental indicators, it is assumed that the EU27-India
FDI ratio does not change significantly, and no other drastic changes occur in the sector.85
Table 8.10

Environmental Sustainability Indicators in the EU, Textiles and wearing apparel
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: The direct GHG emissions in EU27 would increase by 1.7 million tons
from textiles industry and decrease slightly from wearing apparel. However, the growth in
India and increasing trade flows to and from India, and a related increase in air and marine
transport will increase the global GHG emissions. The overall magnitude of increasing
emissions needs further evaluation, taking into account the technical standard in India.
Air quality: Insignificant summary increase in emissions of acidifying gases (NOx, SO2)
and particulate matter expected mainly due to increased air and marine transport.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant summary increase in emissions of ozone precursors (CH4, CO,
NMVOC, NOx) and in overall emissions of primary particles (PM10) and secondary
particulate precursors (NOx, SO2, NH3) expected mainly due to increased air and marine
transport. However, some chemicals used in textiles and clothing manufacturing cause
odour nuisance and have negative health effects (e.g. allergies).

b) Land

Land use: No changes expected.
Forest: No direct changes in emission and removals from land-use, land use change and
forestry (LULUCF) expected.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: Insignificant increase in harbour and air terminal area's expected.
Natural resource stocks: Insignificant direct impact on resource use expected due to
increased or reduced energy consumption and resource use. Secondary effect of increased
air and marine transport is assessed to be slightly negative.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative.

d) Environmental

Waste management: Insignificant second order increase in different waste categories

quality

expected.
Energy resources: Slight increase of transport fuel consumption expected due to FTA.

e) Fresh and

Quantity of water use: Primary insignificant increase expected in fresh water use and in

waste water

generation of waster water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

85

European Commission, DG Joint Research Centre, European IPPC Bureau, Integrated pollution control and prevention,
Reference Document on Economics and Cross-Media Effects, July 2006 and Reference Document on Best Available
Techniques for the Textiles Industry, July 2003.

TSIA for the EU-India FTA – Final Report

139

Atmosphere
The direct GHG emissions in EU27 would increase slightly. The EU27 increase of 1,7
million tons in CO2 emissions is assessed to be insignificant in comparison with the total
of 4969 million tons in 2005. However, growth in India and increasing trade flows to and
from India, and the related increase in air and marine transport will increase global GHG
emissions. The overall magnitude of increasing emissions needs further evaluation taking
into account the technical standards in India. In addition, the increasing trade flows to and
from India and the related increase in air and marine transport will increase global
emissions of transport-related pollutants affecting the air quality and amount of dangerous
chemicals in the atmosphere. The overall impact on the EU27 air quality and amount of
hazardous substances in the air is assessed to be insignificantly negative. However,
monitoring and registering of chemicals used in textiles and wearing apparel in the EU27
is obligatory for all partners and should not be omitted in this FTA. Some serious cases of
skin irritation and allergies have been reported.
Other environmental indicators
The overall environmental impact of changing production and trade volumes in the EU27
textiles and wearing apparel industry on land and water quality, on biodiversity and on
natural resource stocks is considered insignificant or negligible. The expected
insignificant positive and negative impacts are listed in Table 8.10 above.

8.4.2

India impacts

Economic impacts India
Trade and real income
As India lacks serious trade agreements and preferential access to major markets, the
FTA will provide good opportunities for market access to the EU. The simulations carried
out in a CGE framework indicate an expected increase in exports for textiles between 14
and 20 percent for India and between 30 and 43 percent for wearing apparel. This seems
to reverse a general trend of a decreasing importance of EU-India trade in textiles and
clothing (declining growth rates). The latter may be caused by China’s increased
dominance in the EU market.
For wearing apparel, an increase in output between 20 and 30 percent is expected. Since
the inherent strength of the Indian textile industry lies in its strong raw material base,
skilled manpower and vast entrepreneurial expertise, EU-India intra-industry trade could
bring in technology upgrading and could strengthen the competitiveness of the industry.
The modernisation of the industry will not only improve productivity and operational
efficiency coupled with improvement in quality, but could also induce larger returns to
the economy. The results concord with international experience suggesting that the
increasing presence of major national and international retailers in India will result in
formal and informal vertical and horizontal consolidation in the sector as well as in
enhancing quality trends. The pressure on margins will serve to reduce inefficiencies in
the system by way of further modernisation, consolidation and integration. The best
outcome will be an increase in the demand for fabric and hence an increase in the size of
the sector. Thus, while retaining its traditional cost advantages of home grown cotton and
low labour cost, increased trade on account of EU-India FTA could sharpen India’s
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competitive edge by lowering the cost of operations through efficient use of production
factors. The likely specialisation patterns for India and the EU as described above implies
that India will mainly benefit from increased output and in the products where its
comparative advantage lies, i.e. increased volumes of lower value added products
(wearing apparel).
Investment
The simulation results of EU-India FTA suggest that trade volumes will increase
considerably between the EU and India – including a rise in intra-industry trade for
textiles and clothing. Increased liberalisation is expected to facilitate the ongoing
specialisation process, in which, in the longer run, capital is allocated there where most
return on investment is expected. Moreover, there is ample evidence that increases in
trade have a similar effect on investment flows: they can be seen as two sides of the same
coin. As such, the FTA is likely to increase India’s attractiveness as a sourcing and
production location for EU buyers and producers, as the increased openness of the Indian
economy will increase the ease of importing and exporting. As explained, the textile and
apparel industry is increasingly organised in so called global and regional production and
distribution networks. Thus, the easier it is to move raw materials, accessories,
intermediate products, etc. into and out of the country, the more attractive a location will
be as a base of operations. These effects of the FTA are likely to take place over and
above existing trends in outsourcing and delocalisation, as it will improve India’s relative
attractiveness as an investment location vis-à-vis other countries (e.g. in Southeast Asia).
Considering that the FDI inflows into the Indian textile and clothing sector up till now
have been relatively low, the FTA may provide a strong boost to inward investments,
particularly from the EU.
It must be noted once again that this effect hinges critically on the extent to which NTBs
are addressed and tackled in the FTA and its implementation. By ensuring IPR protection,
improving trade facilitation, removing certain investment restrictions and improving
competition policy, EU investors are more likely to invest, so as to capitalise on the huge
market potential of India. Particularly in sub-sectors such as technical textiles, but also in
other segments of the industry. Such investments could have strong positive effects in
terms of upgrading and modernisation of the sector, making it more competitive, but also
safer and cleaner.
Social impacts India
Employment
Employment is projected to increase considerably, especially in the wearing apparel
sector in India. In wearing apparel, both skilled and unskilled labour is expected to
increase between 20 and 30 percent as we move from scenario 1 to 2 to 3. For textiles
there is also an opportunity for increase in employment, but in a far more limited form
(around 1% increase). This variation concords with the observed trend of specialisation
according to comparative advantage, in which India is to gain mainly in the wearing
apparel sector. Considering the large number of people working in the sector, these
changes amount to substantial job creation, in the ranges of seven to 10 million additional
jobs, based on calculations with GTAP data of sector employment.
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Since international garment trade is more oriented towards the fashion content of
garments, India has an edge over other countries in terms of value addition and fashion
designing. India has a wide range of textiles and garment products from handmade sari to
suits of sophisticated fine fabric made in modern mills. Considering the impact of an EUIndia trade pact, India’s unskilled labour stands to gain huge employment because of the
strength in manual work like embroidery, sequins etc. whereas skilled labour would gain
employment because most retailers prefer to outsource their requirements to a single
supplier as it saves on time and costs. Also, skilled labour would be engaged in order to
cater to the international market of high level products. Thus more work is implied for
both skilled and unskilled labour.
Poverty and equality
Given the social context of the sectors described earlier, an EU-India FTA could act as a
growth driver impacting on the social issues within the sector. Given that the sector
provides a relatively high amount of employment opportunities to women, it is then
expected that enhancement of the sector leading to more employment would eventually
benefit the female work force, ensuring the well-being of the women particularly in terms
of income. In addition, on account of competitive pressures in the market, employers
would ensure training at all levels for their workers including female workers, which
would create more career options for women.
Regarding the implications of for instance increased labour standards and workers rights,
it is likely that small and medium-sized enterprises (SMEs) will find it difficult to adhere
to enhanced international norms. However, more and more manufacturers are developing
internal monitoring standards and ensure adherence through independent organisations.
The FTA would stand to have a positive influence on the enhancement of the profile of
India’s market and its products. The textile and clothing industry covers a wide range of
activities carried out by firstly large enterprises in the formal sector, secondly by many
small and medium-sized enterprises and finally by the informal sector. To create the
conditions to ensure that all these producers can continue their activities in the long term
and create stable, more skilled employment, the FTA could help in facilitating the
improvement of efficiency of these SMEs and to the organisation of the informal sector
with a view to its gradual integration into the formal sector.
Given the expected increased competition, more emphasis – in addition to quantity – is
expected on product quality. Adoption of standards for product labelling and methods of
material handling could come to play an important role in retaining export markets.
Another potential social effect of the FTA relates to land and equality. The Government
of India is allocating huge land assets for establishing EPZs (export processing zones)
across the country. Lately there have been political issues involving the purchase of
farmers’ agricultural land for the purpose. It has been debated whether only barren land
should be used for industrial purposes and not fertile land belonging to farmers. The onus
is on the Government of India to ensure that fertile land is not used to develop textile and
clothing units, which could lead to social struggles.
In general it must be noted that further integration into the global economy of the textile
and clothing industry has been observed which has led to a dichotomy between
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domestically oriented non-integrated companies and companies incorporated in global
production networks (Smakman, 2004). This would imply that the benefits from an FTA
would not all be equally distributed and could even cause some segments to fall behind.
Other social indicators
Yet, social issues like child labour, worker health and safety and migrant workers also
need to be looked at in more detail. The demand for greater product quality and diversity
requires enterprises to be more flexible in their operations. The FTA could contribute by
designing effective strategies based on social criteria along with economic and financial
ones. Increased international FDI and more integrated product chains may work towards
adapting labour practices and standards in a way that would benefit all parties - the
enterprises, the people working there, and the community at large.
The textile and clothing sector is notorious for the use of child labour. It is expected that
government efforts to stop child labour will be boosted further by the FTA. The industry
will be more conscious and cooperate with the government by making labour inspection
more effective. International labelling requirements may also stimulate this trend. This
would indirectly assist in improving the education system and tightening the supervision
of compulsory school attendance by children working in the formal and informal sectors.
Given that more employment opportunities brought about by the FTA may give rise to
more migrant workers, any racial and religious discrimination against migrant workers
needs to be prevented. This objective may be achieved by integrating migrant workers
into the activities of enterprises without discrimination and giving them access to the
training necessary for their optimal participation in all production activities.
As regards impact of FTA on health and safety measures, there are some issues. There is
always a danger to the workforce in this industry via air, direct contact, accidental
exposure to highly toxic chemicals etc. Potential risk of injury due to hazards associated
with chemicals includes both immediate and chronic exposure. Hazards resulting from
worker exposure to solvents and dyes require careful design of textile mills to protect
human health. Newer international firms may contribute in ensuring safety measures for
their employees by suitable investments in equipments and through appropriate training
in handling of chemicals, correct procedures for pasting, dissolving, and emulsifying of
chemicals etc. Exposure and toxic effects could be avoided, preferably through
prevention. Thus it will be important that eco norms are followed to create a safe working
environment for the sector’ increased workforce as a result the FTA.
Environmental impacts India
As far as simulations of the CGE model are concerned, the FTA is expected to induce a
modest output increase from 1 percent to 2 percent in textiles manufacturing, thus
keeping the environmental impact at a manageable level. The output increase in apparel
production ranging from 20 percent to 30 percent is expected to lead to increases in
energy use, although not in the same proportions (output increases will to a large extent
be achieved by inputs of additional labour, less so by additional capital). The expected
increase in trade volumes will also lead to higher emissions from transportation. In
addition, the high doses of chemical substances used in textiles manufacturing in India
remains an issue of concern and with increased production there may be some detrimental
effects for the environment as well as public health and safety.
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Atmosphere
In 1995, India ranked sixth in the world in carbon dioxide emissions. The growing trade –
implying increased transport – between the EU and India on account of an FTA will
negatively impact global GHG emissions, since major processing plants will be based in
India and the export market will be in Europe. However, existing work shows that, 90%
of internationally traded goods are carried by sea. And maritime transport is by far the
most carbon-efficient mode of transport, with only 14 grams of CO2 emissions per ton
kilometre. Shipping is followed by train transport, then road transport. Air transport has
by far the highest CO2 emissions per ton kilometre (a minimum of 600 grams). Thus,
compared to increased trade in services which involves substantive air traffic, the CO2
emission impacts will be relatively lower. In addition to increased transport, the increased
energy use as a result of output increases will also negatively affect GHG emissions.
As regards air quality, a survey by EIA in 83 Indian cities of its air quality monitoring
found that more than 84 percent is poor, bad or dangerous to breathe and only 3 percent is
good air. The main cause is transport related pollution produced by a huge population
with increasing income. It is expected that as the ecological parameters become more
stringent, the prime concern of the textile processor will be to be conscious of quality and
ecology. This effect will be induced by more internationalisation of production. The use
of modern technology and selection criteria of colourants and specialised chemicals can
help in minimising the pollution level of the environment, and other related factors.
Water and land quality and associated impact on biodiversity
The textile chemicals & dyeing industry consume large quantities of water and produce
large volumes of waste water during different steps in the various processes. Waste water
from textile processing and dyeing containing residues requires appropriate treatment
before being released into the environment. All this entails considerable costs. In India,
most industrial units causing pollution of surface water sources, ground water and soils
are functioning in small and medium scale entities, with high employment generation.
The pollution enforcement mechanisms among these units are extremely weak and
severely lack investment capacity towards pollution control. While many people are
employed in this segment, the damage and costs as a result of negative environmental
impacts can be considerable. The latter conclusion may be reinforced if we look at the
fact that it is mostly SMEs that are the engine for production growth in the textiles &
clothing sector. Typically, while large companies are more willing and able to take
environmental concerns into account (e.g. foreign multinationals), small SMEs do not or
can not do that to the same extent.
An illustrative case is that of Tirupur, a major textile industrial cluster located in Tamil
Nadu state in South India, where the city accounts for 56 percent of the total cotton
knitwear exports from India. More than 2,000,000 people are directly employed by this
industry. It provides socio-economic benefits to the local community and to the nation in
the form of employment, income and foreign exchange. However as regard its
environmental impact, studies clearly shows the accumulation effect of pollution in this
area. Ground water studies indicate that open wells and bore wells in and around Tirupur
exhibit high level of TDS (ranging 3000mg/1 to 11,000mg/1) and chloride (ranging
2000mg/1to 5000mg/1) due to industrial pollution. A soil quality study also indicates the
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pollution concentration and that most of soil in the area is alkaline (pH>8.5). Due to
pollution the agriculture, drinking water and fisheries in the Tirupur area and downstream
of Noyyal river (the river passing through Tirupur which receives the major share of
effluents), has been affected. The water is injurious (EC>3mmhos/cm) to agriculture in an
area of 146.3 sq.km and critical (EC1.1 ro 3 mmhos/cm) in 218.3sq.km. Hence crop
productivity has declined substantially, which ultimately affects the welfare of the
farmers. The estimated overall damage cost in the agriculture sector is US$50 million.
The total damage cost in the drinking water sector is about US$23.8 million. The fisheries
activities in the Noyyal river tanks and reservoir have been affected. US$0.15 million is
the loss of value in the fishery sector (Nelliyat, 2005).
Thus, as the case of Tirupur’s textile and clothing industry illustrates, the absolute
negative environmental impacts of an increased output of mainly the wearing apparel
sector in India can be considerable. Relatively, increased international standardisation and
compliance in India that could result from integrated product value chains of the EU and
India, could help improve the situation. For the interest of the world at large, it would be
important that concomitant measures are taken up to protect the ecosystem of the area
where processing units and plants would be based.

8.5

Conclusions
European Union
The EU textile and clothing industry has gone through substantial restructuring processes
over the past few decades which have led to both intra-EU shifts in production and
distribution as well as a general decline in importance of the textile and clothing
manufacturing sectors in the EU as a whole.
The impact of the EU-India FTA on the textile and clothing sector in the EU will be
modest, although regionally, the effects may be more pronounced as output, employment
and exports in the wearing apparel sector are expected to be slightly negative. On the
other hand, the effects on the textile industry show a slightly positive trend, illustrative of
the relative competitive advantage of the EU in this sector.
Impacts will depend critically on the extent to which a number of existing NTBs will be
effectively tackled within the FTA. This relates in particular to protection of IPR, opening
up of Government Procurement markets and approximation and mutual recognition of
regulations, standards and requirements. Specifically for segments such as technical
textiles and high-end apparel, adequately addressing these issues is likely to create both
export and investment opportunities for EU producers.
In terms of investments, the patterns within the EU will be mixed. Increased pressures
should lead to further investments in technology, design and R&D, while investments in
productive capacity within the EU will likely decrease (although it is likely that EU
manufacturers start investing in India). It must be noted that investments will likely be
made by a select group of larger producers only, as access to capital for the large group of
SMEs is limited.
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Trade between the two regions is expected to increase. Closer integration with India may
strengthen the competitive position of both sectors, considering the highly globalised
nature of production and value chains nowadays.
Social and environmental issues in the sectors in the EU relate to its regional
concentration in and within a number of member states which are thus disproportionally
dependent on the sector.
The direct effects on employment in the sector for the EU are small – very slightly
positive for textiles and slightly negative for wearing apparel, in line with expected
specialisation patterns. Given their high participation in this sector, women and migrant
workers could be especially affected – though as said the effects are small. Also, regional
concentration in the EU sector implies that the effects could be more pronounced in
certain regions where relatively lower value added products are produced – which will
now increasingly compete with India.
Although the direct environmental impact of the EU-India FTA on the EU27 textiles and
clothing manufacturing sector is considered to be insignificant or negligible referred to
the current EU baseline, the overall impact in terms of increasing global greenhouse gas
emissions and possible second order health impacts of some chemicals used by the sector,
the pollution caused and waste produced by certain processes and the cost of controlling
these, together with the increasing awareness of the general public of social and
environmental issues, has already lead to stricter regulations, labelling requirements and
corporate codes of conduct for the sector.
India
The impact of the EU-India FTA on the textiles and clothing sector in India will be
significant in terms of increasing market share, investment in R&D, technology transfer,
efficiency and production of economies of scale. Output, trade and real income is
expected to increase significantly in the wearing apparel sector – and to a limited extent
also in the textiles sector.
India has a strong domestic textiles and wearing apparel presence across the entire value
chain, ranging from raw material to garments. However, the strength in textile production
and raw material has not been properly utilised in enhancing exports because of the
fragmented nature of the industry, which is dominated by SMEs. In recent years however,
the liberalised trading regime has ensured incremental international trade in textiles and
clothing through scaling up efficiency and productivity. It is expected that the EU-India
FTA will boost this process through increased specialisation, increases in FDI inflows
and efficient capital relocation, inducing better competitiveness of India’s sector in world
markets. Improvement along the product value chain can provide significant benefits.
The more effectively NTB issues can be resolved through the FTA, the more substantial
its impact will be for the textiles and clothing industry. Particularly improvement of the
investment, IPR and government procurement regimes will encourage the inflow of
necessary capital and investments in more sophisticated, efficient, cleaner and safer
technologies, encouraging the competitiveness of the Indian textile and clothing industry
globally and bringing both social and environmental benefits.
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The FTA is expected to induce considerable additional employment generation,
especially in the wearing apparel industry, for both skilled and unskilled labour. This will
benefit female and migrant workers, as they are relatively more represented in the sector.
In addition, increased internationalisation of production might improve e.g. labour
standards and may also induce increased training opportunities.
As regards environmental issues in India, the impact of the FTA is expected to be
moderately to significantly negative (depending on the variable – see Table below). The
FTA’s prevalent impact will be on the apparel sector, which is labour intensive and less
environmentally polluting.
Table 8.11

Overall economic, social and environmental impacts for the EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

0/-

0/-

0/-

Yes

L

Investment

-/+

-/+

0

Yes

M

+

+

?

?

?

0/+

-

-

Yes

M

Poverty

0

-

-

Yes

M

Equality

Economic

Trade
Social
Employment & decent
work

0/+

-

-

Yes

M

Health

--

--

--

--

--

Education

--

--

--

--

--

+/-/?

--

0

No

H

Environmental
Atmosphere

Table 8.12

Land quality

0/-

-/0/+

0

Yes

L/M/H

Water quality

0/-

-- / - / + /

0

Yes / no

L/M/H

Biodiversity

0/-

-

0

Yes / no

M/H

Natural resources stock

0/-

-

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts for India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Real income

▲

▲

▲

Yes/No

H

Fixed capital formation

▲

--

?

Yes

H

Trade

▲

--

↕

Yes/No

H

Economic

Social
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
Employment & decent

A

B

C

D

E

▲

--

↕

Yes

H

work
Poverty

↕

--

?

No

H

Equality

+

--

▼

Yes

M

Health

↕

++

▼

Yes

M

Education

+

++

▲

No

H

Environmental
Atmosphere

▼

-

▼

Yes

L

Land quality

-

-

▼

Yes/No

M

Water quality

▼

-

▼

Yes/No

M

Biodiversity

▼

▼

▼

Yes/No

L

-

▼

▼

Yes

L

Natural resources stock

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant,in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
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9 Financial and banking services

9.1

Introduction
This chapter looks in detail at the potential impacts of the FTA on the financial and
banking services sector for the EU and India. This sector includes insurances. Section 6.2
summarises the results from the CGE model and section 6.3 describes the sector and
highlights the main issues in India and the EU. Subsequently, sections 6.4.1 and 6.4.2
assess the expected economic, social and environmental impacts for the EU and India,
respectively, according to the indicators that were given in Table 2.1.The chapter ends
with conclusions. This chapter contains an illustrative case study on investment in
corporate banking, mainly from an Indian perspective (Box 9.1).

9.2

Summarised results from the CGE model
The outcomes of the CGE model for financial and banking services and insurance are
summarised in Table 9.1. Regarding output changes, the model projects small impacts for
India in the short run, that will be bigger in the long run for financial services. For
insurances, the impacts are expected to be negative in the short run, while positive in the
long run. Prices in India are expected to rise, varying around 0.5 percent in the short run
and around 1.0 – 1.3 in the long run. For the EU, the impacts are expected to be very
small, both on output (marginally negative) and on prices (marginally positive), for all the
scenarios in the short run and long run. Regarding trade patterns, the results of the CGE
model predict that liberalisation (scenario 2 and 3) of these sectors will have major
positive impact on imports and exports of India (up to 22% increase), for both financial
services and insurances. From the EU-27 perspective, the anticipated impact on imports is
slightly positive, between 0.4 and 1 percent. Exports are projected to be affected slightly
negatively as a result of the FTA. In terms of employment, in India the FTA is likely to
have a small negative impact on skilled and unskilled labour in the insurance sector,
while impacts on employment in financial services are negligible. The model projects the
FTA to have very little effect on skilled and unskilled labour in the EU.
One of the limitations of the CGE model – that applies to the analysis in general – but
more strongly even in this sector is the omission of investments and technological
progress. According to the gravity-analysis on FDI impacts (Chapter 5), the current
restrictions in the financial services sector in India are estimated to raise the cost of
selling financial services on the Indian market by 8.4%; in the EU27 this impact is 3.0%.
In the absence of FDI impacts, we expect that, for this sector, the CGE model
underestimates the effects of the FTA. In Chapter 10, Investment Conditions, this is
addressed further.
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Table 9.1

CGE model outcomes of FTA impact on the financial and banking services sector (% change): EU and India
EU 27

Scenario 1

Scenario 2

Scenario 3

Indicators

SR

LR

SR

LR

SR

LR

Financial services not elsewhere specified
output

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

prices

0.1

0.1

0.1

0.1

0.1

0.1

export

-0.1

-0.1

0.0

0.0

-0.1

0.0

import

0.4

0.3

0.8

0.7

0.8

0.7

skilled labour

-0.1

0.0

-0.1

-0.1

-0.1

-0.1

unskilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

output

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

prices

0.1

0.1

0.1

0.1

0.1

0.1

Insurance

export

-0.3

-0.3

-0.2

-0.2

-0.2

-0.2

import

0.4

0.4

0.9

0.8

0.9

0.9

skilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

unskilled labour

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

India

Scenario 1

Scenario 2

Scenario 3

Indicators

SR

LR

SR

LR

SR

LR

Financial services not elsewhere specified
Output

0.0

1.0

0.2

1.5

0.1

1.6

Prices

0.5

0.1

1.1

0.4

1.3

0.6

Export

3.9

4.9

13.1

14.4

12.7

14.1

Import

7.5

6.9

21.4

20.4

21.8

20.8

skilled labour

0.1

0.0

0.1

0.0

0.2

0.0

unskilled labour

0.1

-0.1

0.3

-0.1

0.2

-0.1

Insurance

9.3

Output

-0.4

0.9

-0.7

1.2

-0.9

1.2

Prices

0.5

0.1

1.0

0.4

1.2

0.5

Export

0.1

2.0

2.6

5.3

1.8

4.6

Import

7.0

6.3

19.4

18.5

19.9

18.9

skilled labour

-0.3

-0.1

-0.6

-0.3

-0.8

-0.5

unskilled labour

-0.4

-0.1

-0.6

-0.2

-0.8

-0.4

Vertical dimension: main issues in the sector
Sections 9.3.1 and 9.3.2 highlight the main issues for the EU and India for this sector. The
horizontal issue of investment conditions is described in Chapter11.
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9.3.1

European Union

EU financial and banking services sector
According to the EC (2007),86 in 2006 financial intermediation generated € 663 billion,
which accounts for 5.8% of EU GDP. Moreover, in the period 2001-2006, growth rates of
the economic output of the financial sector have been substantially higher than the overall
growth rate in the EU. Most strikingly, wholesale finance expanded at three times the rate
of the EU economy. The EU is one of the main actors in international financial markets,
together with the US and Japan (Figure 8.1). Figure 8.2 shows that Europe has a
dominating position in the world foreign exchange markets, with a market share of 60%
in 2006 (in terms of average daily turnover). EU banking groups own 52% of all global
banking assets, while EU insurance groups account for 38% of global premiums.
The European Financial Integration Report 2007 (EC 2007) 87 provides a detailed
overview of the structure of the EU financial sector. The report notes that integration of
EU financial markets is progressing across the board, although at a very different pace
depending on the product, the end-user and the market. Progress of integration is reflected
in the average annual growth of intra-EU trade in financial services. However, while
wholesale markets are generally characterised by a high level of integration, retail
financial markets remain nationally fragmented. Progress in integration is also reflected
in the growing number of cross-border mergers and acquisitions. In terms of the structure
of EU financial markets, some of the key findings of the Report are as follows:
•
Banking: European banks have continued to restructure their business in search of
improved efficiency and competitiveness. During the period 2001-2005, the total
number of EU credit institutions decreased by 12 per cent while assets increased by
33 per cent. This reflects an ongoing trend towards the creation of large credit
institutions. As a result of consolidation and organic growth, a relatively small
number of banking groups now own a significant and growing share of total EU
banking assets;
•
Insurance: the number of insurance companies operating in the EU has also been
declining for several years, mainly driven by merger and acquisition activities in this
sector. In 2006 around 5300 companies carried out insurance activities in Europe88.
The structure of the EU insurance market is characterised by a small number of
groups holding a large part of the market and a large number of small and medium
sized firms that hold a very low market share;
•
Stock markets and post-trading systems: the EU stock market is also highly
concentrated. Measured by trading activity, the market share of the five largest stock
exchanges in Europe exceeded 90% in 2006. In each Member State the post-trading
infrastructure is also highly concentrated with a single Central Securities Depository
(CSD) and Central Counterparty (CCP) – where applicable – serving the market in
almost all Member States;
•
Retail payment systems: As for retail payment systems, the recent sector inquiry
into retail banking89 has confirmed that these banking infrastructures are highly
86

87
88
89

European Commission (2007), European Financial Integration Report 2007, Commission Staff Working Document, COM
(2007) 1696.
Reference to be added.
CEA - Comité Européen des Assurances (2007), Insurance in figures, Brussels.
European Commission (2007a), Report on the Retail Banking Sector Inquiry, Brussels.
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fragmented, with little or no competition at the EU level. Also, payment card markets
in many Member States are highly concentrated, with national debit networks
sometimes accounting for up to 90% of all card transactions.
With regard to retail financial services, the recent sector inquiries into retail banking90 and
business insurance91 both confirm the contention that consumers and SMEs would benefit
from stronger competition at the EU level. In this respect, new distribution channels such
as telecommunication and internet services may provide opportunities to strengthen
integration and contestability of retail markets.
From an EU perspective, the main directions of EU policy are set out in the White Paper
on Financial Services Policy 2005-201092. This report emphasises the need for better
regulation, ensuring the right EC regulatory and supervisory structures. With respect to
the external dimension of financial services policy, the White Paper notes that,
increasingly, standards and best practices are set and defined at a global level, for
example on accounting, auditing and banking capital requirements. In this regard, a
leading role for the EU is seen in standard setting at the global level. Furthermore, the
White Paper signalled the intention to widen dialogues and cooperation on financial
issues with countries such as Japan, China, Russia and India.93
Figure 9.1

Average real growth of GDP and financial services in the EU-25, in %

Source: CEBR (2007). 94

90
91

92
93
94
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European Commission (2007), Report on the Retail Banking Sector Inquiry, Brussels.
European Commission (2007b), Commission Staff Working Document accompanying the Communication from the
Commission on the sector Inquiry under Article 17 of Regulation (EC) No 1/2003 on business insurance (Final Report),
Brussels.
Available at: http://ec.europa.eu/internal_market/finances/policy/index_en.htm.
The "1st EU-India Dialogue on Financial Services Regulation" took place on 9 June 2006 in Brussels.
CEBR - Centre for Economic and Business Research (2007), The importance of wholesale financial services to the EU
economy in 2007, City of London, London.
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Figure 9.2

EU-15 contribution to world financial activity in % (2006)

Sources: BIS (2007a), IMF (2007a) and SwissRe (2007) 95.

The level of employment in the financial services sector in the EU27 was in excess of 5.8
million persons in 2004.96 Over three fifths were employed in financial intermediation
activities (62%) other than insurance and pension funding (19%). The remainder were
employed in activities auxiliary to financial intermediation (19%). The age structure of
the labour force in financial services does not differ from the non-financial business
economy in the EU27. The financial services sector displayed a relatively low proportion
of younger workers (approximately 21 percent) compensated by a slightly larger share of
workers between 30 and 49 (approximately 51 percent). The proportion of the financial
services sector’s workforce that is female in the EU27 equals 52 percent. The share of
highly skilled workers in the financial services sector is relatively high. The rate of fulltime employment is on average 85 percent both in the financial services sector and other
sectors of the economy.
Main issues for financial and banking services in the EU
In the context of this study, two global economic trends can be identified as being of
particular importance in terms of shaping the nature and structure of the financial services
sector, namely technology and liberalisation. A UK Government Report97 provides an
overview of the impact of these trends (or drivers of structural change) on the financial
service sector:
•
Technology: which, while encouraging innovation in financial services, products and
techniques, may change the physical structure of financial markets, for example, by
reducing the benefits of clustering in many markets. Key features include:

95

96

97

BIS- Bank for International Settlements (2007a) online database; IMF - International Monetary Fund (2007a), Global
Financial Stability Report, Washington D.C.; SwissRe (2007), World insurance in 2006, Sigma No 4/2007, Zurich.
This paragraph is based on chapter 24 on financial services sector of the European business fact and figures 2007
(EUROSTAT),
http://epp.eurostat.ec.europa.eu/portal/page?_pageid=2293,59872848,2293_68195678&_dad=portal&_schema=PORTAL#
EBIZ.
H.M. Treasury (2007), The UK financial services sector: Rising to the challenges and opportunities of globalisation, March
2005.
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o

o

o

o

•

Innovation: new technologies (e.g. sophisticated software and increasingly
powerful hardware) have encouraged innovation and increased the range and
sophistication of financial products. This has contributed to increasing the spread
of firms’ client bases, and firms have reacted by adjusting management structures
to reflect the global spread of business. Firms’ products also reflect this
globalisation and are increasingly managed along global product lines, rather than
within national or regional boundaries;
Death of distance: Advanced telecommunications are enabling financial firms to
manage their activities across continents, locating elements of the production
chain wherever is best designed to economies’ comparative advantage and
maximising efficiency;
Remote access: financial markets can now be accessed ‘remotely’. In theory,
trades can take place from multiple locations, decoupling the location or country
of ownership of the market from the location of the traders using the market;
Outsourcing and offshoring: Technology can also provide strong incentives to
relocate lower value-added bulk processing and back-office functions to low-cost
locations. Where firms still have these operations located in the major financial
clusters, efforts to reduce costs and circumvent labour shortages in one of these
centres may encourage relocation to lower cost sites. This is particularly relevant
given the rise of emerging economies, which, in some areas of financial services,
can offer significantly lower costs than in advanced economies; for example, one
study98 suggests that the cost advantages of offshoring some activities in
investment banking and asset management from London, for example, to India,
could be as high as 60 per cent99.

Liberalisation: relating to a process of opening up competition within and between
markets and different types of financial institutions (and indicating the areas where
opening up national financial markets to outside competition and ownership still has
far to go). Leaving to one side liberalisation in more ‘advanced economies’, more
open policies in emerging markets have encouraged growth in private capital flows.
However, successful liberalisation requires adoption of appropriate financial sector
reforms and there is likely to be intense competition among advanced economies to
help shape the development of the financial services sectors in emerging economies,
since this could lead to future dynamic gains in terms of winning new business, trade
and market share.

Regarding employment in the financial services sector in the EU, since 2001European
bank employment has dropped by more than 125,000. On average, bank employment
dropped by around 4% between 2001 and 2006.The losses are distributed quite unevenly:
British and German banks lost strongly, whereas banks in Estonia and Latvia but also in
Ireland and Spain added many new employees. 100

98

99

100
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University of Reading Business School for Financial Markets (2005): Offshoring and the City of London, Corporation of
London, 2005.
However, the same study concludes that much of the City’s core business is less susceptible to this type of offshoring,
since it is often technically complex and innovative and can depend on frequent face-to-face contact between provider and
client.
Offshoring does not explain job cuts at European banks, Deutsche Bank Research, E-banking snapshot 26, august 2008.
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Offshoring is one the main issues from a social point of view. It is estimated that 10
percent of all publicly announced employment cuts at European banks in the period 2002
to 2006 are due to offshoring. However, internal restructuring accounts for approximately
three quarters of employment loss. From most studies it appears, however, that the net
employment effect of off-shoring within the EU is limited due to a rise in productivity
and additional exports.

9.3.2

India

Indian financial and banking services sector
India has a rapidly growing banking and financial services sector based on strong
fundamentals – low non-performing assets (NPAs) and Basel-I compliant. The banking
sector is comprised of commercial banks, co-operative banks and regional rural banks.
The commercial banking sector includes public sector banks, private banks and foreign
banks. Public sector (government owned) banks account for 75% of the assets. However,
Indian private banks and foreign banks are growing rapidly and gaining a larger share.
The Government of India has majority shares in these public sector banks.
The financial sector is a main source of FDI flowing into India.(20% of FDI to financial
and non-financial services sectors, excluding computer services, telecommunications and
construction). Nevertheless, there are still quite some non-tariff barriers that prevent more
cross-border trade and lower prices for financial services in the Indian domestic economy.
India has a two-tier structure of financial institutions with thirteen all India financial
institutions and forty-six institutions at the state level. All India financial institutions
comprise term-lending institutions, specialised institutions and investment institutions,
including in insurance. State level institutions comprise of State Financial Institutions and
State Industrial Development Corporations providing project finance, equipment leasing,
corporate loans, short-term loans and bill-discounting facilities to corporate. The
government holds majority shares in these financial institutions.
The reserve Bank of India (RBI), India’s central bank, is the regulator for the Banking
and Financial Services industry. RBI approval is required for all foreign investment in
this sector. Foreign banks can do business in India either by setting up branches or
through a wholly owned subsidiary, after approval by RBI. Indian private banks can be
74% foreign owned, with a 5% cap on ownership by any one entity.
The insurance sector in India has traditionally been dominated by state-owned Life
Insurance Corporation and General Insurance Corporation and its four subsidiaries. The
government of India has now allowed FDI in insurance sector up to 26%. Since then, a
number of new joint venture private companies have come to life and general insurance
sectors and their share in the insurance market is rising. Insurance Development and
Regulatory Authority (IRDA) is the regulatory authority in the insurance sector under the
Insurance Development and Regulatory Authority Act, 1999.
Securities and Exchange Board of India (SEBI) established under the Securities and
Exchange aboard of India Act 1992, is the regulatory authority for capital markets in
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India. India has 23 recognised stock exchanges that operate under government approved
rules, by-laws and regulations. These exchanges constitute an organised market for
securities issued by the central and state governments, public sector companies and public
limited companies.
Main issues for financial and banking services in India
The Indian banking industry has undergone a profound transformation since the early
1990s. The changed operating environment for the banking sector, underpinned by
globalisation, deregulation and advances in information technology, has resulted in
intense competitive pressures. Banks have responded to this challenge by diversifying
through the organic growth of existing businesses as well as through acquisitions. This
has exposed the banking sector to newer risks and posed serious regulatory challenges.
Regulatory and supervisory policies are, therefore, being continuously refined to meet the
emerging challenges. The focus of regulatory initiatives has been on strengthening the
financial institutions by aligning the prudential norms with international standards,
identifying systemic risks and adopting appropriate risk-mitigating policies. While
continuously striving to strengthen the prudential framework, regulators in recent years
have also focused on improving bank governance and information disclosures that
enhance market discipline. In most cases, the regulatory initiatives have been guided by
international best practices, adapted suitably to the domestic conditions. However many
sectors are still closed for FDI and investment. For example, the number of new foreign
branches that can be established per year has been limited to 12. Further, the access of
foreign banks especially to the rural areas has remained restricted despite the need in
those areas for extenion of banking services and despite the explicit interest of foreign
banks in expanding into rural areas. A major challenge facing the banking system and the
supervisory authorities continues to be also the maintenance of financial stability.

Box 9.2

Case study: Investment in corporate banking
Investment in corporate banking
Corporate banking represents the wide range of banking and financial services provided to domestic and
international operations of large local corporates and local operations of multinationals corporations. Services
include access to commercial banking products, including working capital facilities such as domestic and
international trade operations and funding, channel financing, and overdrafts, as well as domestic and
international payments.
After the economic liberalisation in the 1990s, India has become a hugely attractive market for corporate
banking. Since the Indian economy is getting increasingly integrated into the rest of the world, the demands of
the corporate sector for banking services is bound to increase. This is not only in size but also in composition and
quality. Growing international trade flows in goods and services need to be financed. Apart from production
credit, financing capital requirements from the cheapest sources will become necessary. Provision of credit in
foreign currency will in turn require a management of foreign exchange risk. Thus, the provision of a whole gamut
of services related to integration with the rest of the world will be a challenge. Foreign banks operating in India
will be the competitors to Indian banks in this regard. The foreign banks have access to much larger resources
and have presence in many parts of the world. Therefore, Indian banks will have to evolve appropriate strategies
in enabling Indian firms to access funds at competitive rates.
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Investment in corporate banking
As shown in Table 1, banks have become an important source of corporate funding. The RBI too has relaxed
several norms for corporate banking, which resulted in commercial banks, including foreign banks, investing
heavily in corporate finance.
Table 1: Pattern of Sources of Funds for Indian Corporates
Sources of funding (as % of 1985-86 to

1990-91 to

1995-96 to

2000-01 to

total)

1994-95

1999-2000

2004-05

1989-90

2005-06

1. Internal Sources

31.9

29.9

37.1

60.7

43.6

2. External Sources

68.1

70.1

62.9

39.3

56.4

7.2

18.8

13.0

9.9

17.0

37.9

32.7

35.9

11.5

24.4

(i) Debentures

11.0

7.1

5.6

-1.3

-2.7

(ii) From banks

13.6

8.2

12.3

18.4

23.8

Of which:
a) Equity capital
b) Borrowings
Of which:

(iii) From FIs
c) Trade dues & other current

8.7

10.3

9.0

-1.8

-2.4

22.8

18.4

13.7

17.3

14.7

100.0

100.0

100.0

100.0

100.0

liabilities
Total

Source: Report on Trend and Progress of Banking in India 2006-07, RBI

9.4

Impact assessment for financial and banking services sector

9.4.1

EU impacts

Economic impacts EU
The outputs from the modelling exercise (see Table 9.1) indicate a small impact for all
scenarios on the aggregate performance of either EU financial services or insurance. In
terms of changes to real income, given the very small changes estimated for EU output
of financial services and insurance and corresponding price changes for all scenarios, a
minimal (but negative) impact on real incomes can be expected. If we would include the
dynamic FDI impacts, the results look more favourable with a drop in prices for services
in India.
With regard to trade effects, the CGE model estimates indicate only modest increases in
aggregate EU imports of both financial services and insurance, and modest falls in
insurance exports. At the same time, trade liberalisation is predicted to generate large
significant growth in Indian trade flows, with import growth dominating that of exports.
This outcome is to be expected given the relatively high levels of estimates of existing
trade restrictions in the Indian financial services and insurance markets compared to those
in the EU101. This suggests that although the impact of an FTA on overall EU trade of

101

The estimated tariff-equivalent levels of restrictions in financial services and insurance services are estimated at 57.7% for
India and 27.9% for financial services and 26.3% for insurance for the EU. See Table 3.4 of the GAR.
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financial services and insurance will be small, reflecting the limited importance of India
as a trade partner for these sectors, there will nonetheless be significant growth in bilateral India-EU trade. As most of the trade in financial services takes places through
commercial presens (mode 3), the largest increases are expected in this mode (given that
the FDI restrictions will be lowered). Further, trade between foreign affiliates is likely to
increase, if investment and trade barriers in the financial services are lowered.
Positive impacts on aggregate investment within the EU financial services and insurance
sectors are expected as a result of EU-India trade liberalisation especially in the long-run
given the large potential of the Indian market . This does not come from the CGE results
but our additional gravity analysis. Reform of the financial system in India, including
improved market access, however, should enhance the attractiveness of the Indian market
for EU (and other foreign) companies, which should provide additional impetus for EU
financial and insurance service companies to enter the Indian market (or expand existing
operations). In addition, e.g. a possible privatisation of the nationalised banks in India
could boost investments from the EU to India since European companies have often more
funds for mergers and acquisitions. Our gravity analysis shows that, according to the
OECD, India is 3 to 4 times as restrictive than the EU in finance, insurance and banking,
and lowering barriers would lead to an estimated 18.1% drop in costs for selling
insurance services and 8.4% drop in selling financial services on the Indian market.
In this respect, it should be noted that a feature of the underlying empirical modelling
results is that they primarily concern cross-border modes of trade in services while,
arguably, the most important form of services trade for this sector is related to FDI (i.e.
Mode 3: commercial presence)102. This is partially mitigated by the fact that the CGE
model looks at capital mobility in the long-run, allowing for pro-competitive effects of
trade and comparative advantages to be exploited more. Thus, aggregate effects,
particularly in relation to the possible expansion of EU FDI in the Indian financial and
insurance sector, may be underestimated.
Another development of financial and insurance service activities that may receive an
additional impetus from the liberalisation of trade between the EU and India is in the area
of outsourcing and offshoring of financial and insurance back-office activities to India103.
From the perspective of EU companies, such outsourcing/offshoring helps to reduce costs
and provide a more efficient supply chain, thus raising competitiveness and potentially
reducing costs of some financial and insurance services/products to EU customers104.
Social impacts EU
Employment

102

103

104
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Although the CGE model does not explicitly integrate FDI, under the long run scenarios capital mobility is assumed.
However, from an EU perspective, given that there are virtually no significant differences between short and long-run model
outcomes for the EU, this is indicative of no significant impact of EU-India trade liberalisation on aggregate EU investment
in financial services and insurance.
In recent years we have seen EU companies moving back office operations to India to benefit from lower labour and rental
costs. The availability of skilled labour, ICT professionals and service providers and other infrastructure (e.g.
telecommunications) have provided the basis for this outsourcing activity. With increasing familiarity and experience of
Indian service providers, the range of services that can be provided this way is increasing, for example in areas such as
equity research.
See for example, H.M. Treasury (2007), ibid. footnote 97.
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The employment effects for the financial services sector in the EU as calculated by the
CGE model, are expected to be very small both for skilled and unskilled labour. The
model, however, ignores the possible impact of FDI on employment in the EU and
therefore we expect larger impacts in a positive direction as a consequence of investment
flows. Beforehand it is not clear what the net employment effects of direct foreign
investment will be. On the one hand, different studies find a low degree of substitution
between employees in the domestic companies and the employees in the foreign affiliates.
This suggests that the employment effect of FDI in the EU will be limited. However, in
the longer run, displacement may occur due to the redistribution of production and
employment according to relative costs and wages. This may cause the financial services
sector in the EU to change further in favour of higher skilled jobs and cause
unemployment among low skilled and medium-skilled workers. In the past, the shift of
back-office services in the financial services sector to low wage countries focussed
particularly on low-skilled workers and has been more widespread in Anglo-American
countries. Non English-speaking countries seem to use off-shoring to a lesser degree. In
the longer run however, offshoring may also concern medium skilled routine informationbased functions and higher skilled activities. The impact on employment in the EU will
depend on the manner in which economies adjust. This will depend on various factors,
such as the level of flexibility of the labour market and the general level of human capital
of the work force.
Other social indicators
The impact on other social issues, such as poverty, health, education and equity, will be
closely linked to the employment impacts. Since employment in the financial services
sector is primarily of professionals and high skilled workers, it will have little direct
influence on poverty. The short term impact on wage rates in the sector is expected to be
fairly neutral, associated with a small decline in employment in local firms and increased
demand in international firms. Since the unemployment risk is higher especially for lowskilled workers, we may expect an increase in the risk of poverty in this group. However,
this effect seems to be small. Impacts on health and education will be similar to those on
poverty, occurring indirectly rather than directly. If stronger economic growth is
achieved, this can be expected to deliver long term benefits in the provision of health and
education services. Conversely, any increase in the risk of financial instability could
result in severe adverse impacts on expenditure and hence on the provision of these
services.
Environmental impacts EU
Changes in the production and trade patterns of the financial and banking sector usually
bring along an increased use of energy and electronic equipment. Generation of electronic
waste (especially spent air conditioners, mobile phones, PCs and their accumulators) is
directly linked to the size of the sector. Use of natural resource stocks is mainly related to
the use of paper. An important secondary effect is the amount of environmental finance
available for mitigation and enhancing of environmental impacts of the FTA.
The overall magnitude of potential environmental impacts is related to the changes
projected by the CGE model in production and trade in the sector. For the EU27 the
anticipated impact on imports is between 0.4 and 1 percent, while exports would slightly
decrease. Global greenhouse gas emissions will be affected by the major positive impact

TSIA for the EU-India FTA – Final Report

159

for India (up to 22% growth of sector). In addition, the ratio of GDPs defines the impact
related to the sector horizontal issues. An extensive overview of impacts on
environmental indicators related to the financial and banking services sector is given in
Table 9.2. The assessment is based on the EU guidelines for cross-media impacts105.
Table 9.2

Environmental sustainability indicators in the EU, financial and banking services sector
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Slightly decreasing production and export of the sector will decrease the
direct GHG emissions. However, the sector growth in India and increasing imports from
India, and related increase in air and marine transport will increase the global GHG
emissions.
Air quality: Insignificant increase in emissions of acidifying gases (NOx, SO2) and
particulate matter expected due to increased air and marine transport.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant increase in emissions of ozone precursors (CH4, CO, NMVOC, NOx)
and in overall emissions of primary particles (PM10) and secondary particulate precursors
(NOx, SO2, NH3) expected due to increased air and marine transport.

b) Land

Land use: No changes expected.
Forest: Insignificant direct decrease in emission and removals from land-use, land use
change and forestry (LULUCF) expected due to reduced paper consumption.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: No changes expected.
Natural resource stocks: Insignificant direct impact on resource use expected due to
reduced paper consumption. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative.

d) Environmental

Waste management: Insignificant decrease of electronic hazardous waste expected.

quality

Energy resources: FTA related slight increase of transport fuel consumption expected.

e) Fresh and

Quantity of water use: Secondary insignificant increase expected in fresh water use and in

waste water

generation of waster water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

Atmosphere
The services sector is a large consumer of energy and the EU27 service sector contributed
11.3 percent of final energy consumption in 2005 and roughly estimated financial
intermediation generated between 73 and 125 million tons of CO2 emissions (EU27 total
was 4969 million tons)106. Thus the greenhouse gas emissions of the financial and
banking sector are related to energy consumption. Slightly decreasing production and
export of the sector will decrease the direct GHG emissions in the EU27. However, the
105

106
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European Commission, DG Joint Research Centre, European IPPC Bureau, Integrated pollution control and prevention,
Reference Document on Economics and Cross-Media Effects, July 2006.
Source: EEA and Eurostat.
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increasing imports from India and related increase in air and marine transport will
increase the global GHG emissions. In addition secondary effects of increased air and
marine transport between EU27 and India increase global emissions of transport related
pollutants affecting the air quality and amount of dangerous chemicals in atmosphere.
The magnitude of the global GHG impact originating mainly from the increased use of
energy by the Indian financial and banking sector is considered to be significant.
Other environmental indicators
The overall impact of the EU27 financial and banking sector on land and water quality, as
well as on biodiversity and natural resource stocks is considered insignificant or
negligible. The impacts are discussed below. When no changes are expected, the indicator
is not referred to here. We expect insignificant direct decreases in emissions and removals
from land-use, land use change and forestry (LULUCF) due to reduced paper
consumption. The same applies to insignificant savings in natural resource stocks due to
reduced paper consumption. The secondary effect of increased air and marine transport is
assessed to be slightly negative mainly because of increased energy consumption and risk
for marine pollution and increased pressure on biodiversity (invasive alien species).
Water quality would be affected directly by an increase in fresh water use and in
generation of waste water. The secondary effect on water quality would be directly linked
to the increased air and marine transport on water quality. Natural resource stocks would
be affected by increased fuel and paper consumption, and by generation of electronic
waste. These impacts are assessed to be insignificantly negative.

9.4.2

India impacts

Economic impacts India
The financial and banking sector play an important intermediate role in channelling
resources to various sectors of the economy, contributing to long-term growth and
efficiency. An analysis of the Indian financial sector reveals that it is at present going
through a phase of stable growth rate, which is higher than the real economic growth. The
major step towards opening up the financial market further was the nullification of the
regulations restricting the growth in the financial sector.
Real Income and Trade
The outcomes of the CGE model indicate a very marginal increase in output for India in
the case of financial services under all the three scenarios. In the insurance sector on the
other hand, there will be a negative impact on output in the short run. However, in the
long run, there may be a very marginal increase in output as a result of insurance sector
liberalisation. This could mainly be due to the fact that imports of financial and insurance
services would increase significantly. Exports, however, will increase but by a much
lower percentage than imports. Among the banking and financial sub-sector, the import
of insurance services will increase much faster in India.
In case of insurance, at present the permissible foreign equity ratio is 26%. With the
further opening of the market as a result of a bilateral FTA, foreign and private Indian
players would be keen to convert untapped market potential into opportunities by
providing tailor-made products. At present there are quite a few EU insurance firms,
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which have joint ventures with Indian enterprises. They are e.g. Standard Life and Aviva
of UK, Allianz of Germany and ING (NL). Indian banks such as Icici Bank and Hdfc
Bank have forged alliances with Prudential Life and Standard Life respectively. This is
one segment that is likely to witness a greater deal of action in the future. Many Indian
banks are planning to enter the insurance sector due to the huge growth that is estimated
to take place in this sector. The business of insurance in the country is expected to
increase due to the growth in the categories of semi-urban and rural insurance and is
expected to be worth about US$ 60 billion by 2010.
The insurance market is filled up with new players which has led to the introduction of
several innovative insurance based products, value add-ons, and services. Many foreign
companies have also entered the arena such as Tokyo Marine, Aviva, Allianz, Lombard
General, AMP, New York Life, Standard Life, AIG, and Sun Life. The competition
among the companies has led to aggressive marketing, and distribution techniques. The
active part of the Insurance Regulatory and Development Authority (IRDA) as a
regulatory body has added to the development of the sector.
The outlook for the private sector banks indeed seems to be more promising vis-à-vis
other banks. While their focussed operations, lower but more productive employee force
and other things will stand them in good stead, possible acquisitions of PSU banks will
definitely give them the much needed scale of operations and access to lower cost funds.
Foreign banks are likely to succeed in their niche markets and be the innovators in terms
of technology introduction in the domestic scenario. These banks will continue to be the
early technology adopters in the industry, thus increasing their efficiencies. As a result,
the import of financial services would rise faster than export for India as indicated in the
CGE results. In the short term, the low interest rate scenario is likely to affect the spreads
of majors. This is likely to result in a greater focus on better asset-liability management
procedures. Consequently, only banks that strive hard to increase their share of fee-based
revenues are likely to do better in the future.
Investment
Although the CGE result is silent on change in investment indicators, the insurance sector
would definitely attract more FDI to India. This is likely to have a positive impact on
output in the long run as shown in the CGE outcomes.
Social impacts in India
The social impact of the FTA depends upon how far liberalisation of the financial and
banking sector helps to create new job opportunities, expands rural banking networks and
increases priority sector lending (if regulatory burdens are reduced). Since the
nationalisation of banks in 1969, the Indian banking sector has put a lot of emphasis on
priority sector lending in order to achieve the larger social objectives. The broad category
of advances under the priority sector now include agriculture, the small enterprises sector,
retail trade, micro-credit, education and housing, subject to certain limitations. The
overall priority sector lending targets is fixed at 40 percent and 32 percent for the
domestic and foreign banks respectively.
Poverty and Employment
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The CGE outcomes do not indicate any positive change in employment for both skilled
and unskilled workers in the case of India. The Indian banking sector uses priority sector
lending as the most important means to eradicate poverty and generate employment. It is
unlikely that an increased presence of foreign banking and financial institutions will
result in greater priority sector lending in India. As Table 9.1 showed, there has been a
miniscule increase in employment in the financial sector since 1990, in both public sector
companies and private foreign-controlled banks. Further liberalisation as a result of EUIndia FTA is unlikely to reverse this trend.
Table 9.3

Employment (as on the 31st of March) in banking industry and other financial institutions in India
Employment (x1.000)

1990

1995

1997

1998

1999

2001

2002

Deposit Activities (Banking)

1039.4

1185.9

1135.6

1134.2

1148.9

1088.4

1078.5

Other Credit Activities

64.1

84.7

86.4

87.2

87.5

95

89.7

Insurance Carriers, Life

93.7

128.2

123.9

127.4

123.5

130.4

127

54.1

74.9

78.3

72.3

71.5

62.7

70.1

Insurance Carriers Other than
Life

Source: Employment Review, 2002, Ministry of Labour & Employment, Govt. of India and Past Issues.

In India, foreign banks provide limited credit to the agricultural sector for the very simple
reason that they do not have branches in rural areas (due to the large barriers for foreign
entities to enter the rural areas). The EU-India FTA, which is likely to increase the
presence of European banks in India, may therefore be able to help the farming sector to a
limited extent, to improve the main source of livelihood for almost two-thirds of the
Indian population with enhanced credit facility. Nonetheless the EU-India FTA’s impact
on poverty through financial and banking services is expected to be very small.
The second important factor which could have an impact on poverty and employment
generation is the share of rural bank branches. As per the RBI107, the share of rural
branches declined to 42.7 per cent during 2006-07 from 43.7 per cent in the previous
year. While 36.4 percent of branches of nationalised banks are in rural areas, the new
private sector banks have only 5.2 percent branches in rural areas. The foreign banks do
not have many rural branches as 99.3 percent of their branches are located in urban and
metropolitan regions (see Figure 8.3). Further opening up and liberalisation of the
banking and financial sector as a result of EU-India FTA are not going to help the rural
sector, where the social dividend would be significant. As a result of increased
competition from foreign banks, domestic banks too would concentrate more on
profitable segment, of urban and semi-urban markets.

107

Report on the trend and progress of Banking in India 2006-07, Reserve Bank of India.
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Bank group-wise distribution of branches of scheduled commercial banks (as at the end of June 2007)
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Source: Report on Trend and Progress of Banking in India 2006-07, RBI

Unlike banking, the insurance sector may have a greater social impact. Insurance is
considered to be a social device to reduce or eliminate the risk of life and property. As
already mentioned, a large section of the Indian population is uncovered by any kind of
insurance protection (life or non-life). At present, the foreign equity stake in insurance
companies is capped at 26 per cent. Foreign joint venture (JV) partners have consistently
been asking for a raise of the ceiling beyond this level. Almost all the domestic non-life
and life insurers now require additional capital for sustaining their respective growth.
Gender
As regards the impact on gender employment, the impact is going to be negligible as
shown by the CGE results. By the mid-1960s, the number of women entering the Indian
banks increased significantly, intensifying in the 1970s end early 1980s. Despite this
increase, women are still concentrated at the clerical level, and the general picture is
changing very slowly. Female officers in banks are a recent phenomenon, which has
become a little more significant since 1975 because of direct recruitment and promotions.
The EU-India FTA is once again unlikely to make any significant positive contribution in
this direction.
Environmental impacts India
Liberalisation of the financial and banking services sector is not expected to have any
direct environmental impact. Since it plays an important intermediate role in overall
growth and development of other sectors particularly industry, an indirect impact on the
environment cannot be avoided. One of the main threats to India's growth came from the
increasing threat to the environment caused by "resource-intensive" growth. If there is
more consumer finance for cars, consumer household durables, houses etc. the
environment is likely to be impacted adversely. The environmental impact of such
resource-intensive growth can be substantial given India's very large population. This can
affect the quality of living negatively. The economic growth may also give boost to
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urbanisation, which has its own negative impact on the environment. In the Conclusion
Table below, however, we only specify the direct environmental impacts of the financial
and banking services because the indirect effects are presented in the specific sectors
through which financial & banking services affect the environment.

9.5

Conclusions
European Union
From an EU perspective, an EU-India FTA is expected to have a minimal effect on the
overall aggregate economic performance of the financial services and insurance sectors.
More significant bi-lateral impacts are expected to be observed in terms of the economic
performance indicators for India. A key aspect of an EU-India FTA will be the extent to
which liberalisation, and accompanying financial sector reform, encourages greater EU
FDI in the Indian financial and insurance sector and, more broadly, greater integration of
India in global financial and insurance markets.
The employment effects for the financial services sector in the EU as calculated by the
CGE model are expected to be very small both for skilled and unskilled labour. Since the
possible impact of FDI on employment is not taken into account, in the longer run
redistribution of production and employment according to relative costs and wages may
affect employment in the financial services sector. This may cause the sector to change
further in favour of higher skilled jobs and cause unemployment among low skilled and
medium-skilled workers.
All environmental impacts for the financial and banking sector are considered
insignificant or negligible with reference to the current EU baseline. However, the overall
impact in terms of increasing global greenhouse gas emissions is considered significant.
The EU27 environmental impact of financial and banking services comes from the
disposal of electronic waste (mobile phones, portable PCs and their accumulators), and a
slightly increased use of energy. However, key CO2 emissions are mainly related to an
increased use of energy in India and transport and travel between the EU and India.
India
The EU-India FTA would no doubt result in greater opening up of the Indian financial
and banking sector. Commercial banks in India over the years have played an important
role in achieving the social development goals of the nation. This has been achieved
through expansion in rural banking network, greater emphasis on priority sector lending.
Even after almost two decades of financial sector liberalisation, the sector is still
dominated by public sector banks and non-banking financial institutions. In this context,
for a rapidly evolving banking and financial sector, it remains a major challenge to extend
this service to meet the needs of the poor citizens of the country. In other words, there is
an urgent need to focus on financial inclusion and extending banking services to the
‘unbanked’ areas of the economy.
Further liberalisation of the sector will result in higher economic growth. However, in a
vast and diversified country like India growth alone would not specially serve the purpose
in achieving sustainable development. The RBI’s broad approach is to make financial
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inclusion an integral part of the business model. The emphasis is “connecting people”
with the banking system and not just credit dispensation; giving people access to the
payments system. Environmentally, the effects of financial & banking services are
negligible.
Table 9.4

Overall economic, social and environmental impacts: EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

0

0

0

Yes

M

Investment

+

0

0

Yes

M

Trade

0

0

0

Yes

M

-/0

+

0

Yes

M

Poverty

-/0

+

0

Yes

M

Equality

0

+

0

Yes

M

Economic

Social
Employment & decent
work

Health

0

--

0

--

--

Education

0

--

0

--

--

Environmental

Table 9.5

Atmosphere

▲/+/-

--

0

No

H

Land quality

0/+

-/0/+

0

Yes

L/M/H

Water quality

-

-- / - / + /

0

Yes

M/H

Biodiversity

0/-

-

0

Yes / no

L/M/H

Natural resource stocks

+/-

-

0

Yes / no

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts: India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Real income

0

--

0

Yes

L

Investment

+

--

0

Yes

M

Trade

↕

++

-

No

H

0

++

0

Yes/No

L

Economic

Social
Employment & decent
work
Poverty

0

++

0

Yes/No

L

Equality

0

++

0

Yes/No

L

Health

0

++

0

No

L

Education

0

++

0

No

L

Environmental
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Atmosphere

0

++

0

No

L

Land quality

0

++

0

No

L

Water quality

0

++

0

No

L

Biodiversity

0

++

0

No

L

Natural resource stocks

0

++

0

No

L

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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10 Other business services

10.1

Introduction

This chapter discusses the expected impacts of the EU-India FTA on the sector ‘other
business services’. Section 10.2 summarises the results from the CGE model and section
10.3 describes the sector and highlights the main issues in India and the EU. Section 10.4
assesses the potential economic, social and environmental impact for the sector in the EU
and India, respectively, making use of the sustainability indicators listed in Table 2.1 The
Chapter ends with conclusions. Accountancy and IT services are considered in detail as
case studies in this chapter.

10.2

Summarised results from the CGE model

Table 10.1 summarises the outcomes of the CGE model for the sector other business
services (including management consulting, IT services, call centres etc.). In terms of
output, the results of the FTA are expected to be positive for India and negligible for the
EU. The anticipated effect of the FTA on prices is positive but small for both India and
the EU. Regarding trade, the model predicts impacts on Indian exports to be positive and
considerable, from 5 percent in the first scenario to around 15 percent in the other two
scenarios. EU’s exports are projected not to be affected much by the FTA. Imports of
other business services are projected to decline for India and rise for the EU. Finally,
impacts on employment are expected to be positive for India, while in the EU, the
expected effects are negligible. The gravity-analysis on FDI impacts in Chapter 5
illustrated that the restiveness of the business services sector in India is estimated to raise
the cost of selling such services in the Indian market by 18.6%; in the EU27 this impact is
4.9%.
Table 10.1

CGE model outcomes of the FTA impact on the other business services sector (% change): India and EU
EU 27

Scenario 1

Scenario 2

Scenario 3

Indicators

SR

SR

SR

LR

LR

LR

Business services not elsewhere specified
Output

0.0

-0.1

0.0

0.0

0.0

0.0

Prices

0.1

0.1

0.1

0.1

0.1

0.1

Export

0.0

0.0

0.3

0.4

0.3

0.4

Import

0.4

0.3

0.7

0.6

0.7

0.6

skilled labour

0.0

0.0

0.0

0.0

0.0

0.0

unskilled labour

-0.1

0.0

-0.1

0.0

-0.1

0.0
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India

Scenario 1

Scenario 2

Scenario 3

Indicators

SR

SR

SR

LR

LR

LR

Business services not elsewhere specified
Output

0.3

1.0

0.4

1.6

0.3

1.6

Prices

0.1

0.1

0.4

0.3

0.5

0.5

Export

5.0

5.1

15.2

15.3

14.8

14.9

Import

-0.4

0.5

-6.1

-3.1

-5.9

-2.8

skilled labour

0.3

0.4

0.4

0.8

0.3

0.7

unskilled labour

0.3

0.4

0.5

0.8

0.4

0.8

10.3

Vertical dimension: main issues in the sector

Sections 10.3.1 and 10.3.2 discussed the main issues in this sector for the EU and India.
Chapter11 discussed the horizontal issue of investment conditions.
10.3.1

European Union

The category of ‘other business services’ covers a large and very heterogeneous range of
activities108. An overview of the structural profile of the EU business services sector is
provided in table 10.2, which indicates that, in 2004, the sector had a turnover of €1.45
trillion, generated value added of € 740 billion109. The total level of employment in the
other business services sector in the EU27 was 19.4 million persons in 2004 (see Table
10.2).110 Over 2.5 million were employed in computer services (13.2%), 2.9 million in
labour recruitment (15.0%) and 4.4 million in legal, accounting and management services
(22.6%). A relatively large share is classified as other business services (32.3%). As such,
the business services sector accounted for 15.5 % of the persons employed in the nonfinancial business economy111, while accounting for a slightly lower proportion of value
added (14.5 %).
Table 10.2

Structural profiles of the business services sector (NACE Divisions 72 and 74) in the EU
Number of

Turnover

Value added

Employment

enterprises
(in mln)

%

EUR

%

(in bln)
Business services
Computer services
108

109
110

111

170

EUR

%

(in mln)

%

(in bln)

3.9

100.0

1.450

100.0

740

100.0

19.4

100.0

0.5

12.8

313

21.6

154

20.9

2.6

13.2

Business services are here understood as the aggregate of computer services (NACE 72) and other business activities
(NACE 74). In addition to the listed activities under other business services, e.g. services incidental to manufacturing are
included in this grouping.
Source: Eurostat (2007), “European Business - Facts and figures” 2007 edition - Chapter 22: Business services.
This paragraph is based on chapter 22 on other business services sector of the European business fact and figures 2007
(EUROSTAT),
http://epp.eurostat.ec.europa.eu/portal/page?_pageid=2293,59872848,2293_68195678&_dad=portal&_schema=PORTAL#
EBIZ.
NACE Sections C to I and K.
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Number of

Turnover

Value added

Employment

enterprises
(in mln)

%

EUR

%

(in bln)
Other business activities

EUR

%

(in mln)

%

(in bln)

3.4

87.2

1.137

78.4

585

79.1

16.9

86.8

1.4

36.1

404

27.9

222

30.0

4.4

22.6

analysis

0.8

21.4

221

15.2

108

14.6

2.4

12.6

Advertising

0.2

5.0

132

9.1

34

4.6

0.8

4.3

0.1

1.7

97

6.7

75

10.1

2.9

15.0

Legal, accounting &
management services
Architectural &
engineering activities;
technical testing &

Labour recruitment &
provision of personnel
Source: Eurostat (2007).

Much of recent EU policy attention with regard to business services has taken place
within the context of the Services Directive112. The main objective of the Directive is to
make progress towards a genuine internal market in services and it will have to be
implemented by Member States within three years of its publication (i.e. by December
2009) at the latest. Nonetheless, it is reasonable to state that in its adopted version, many
of the original proposals for the Directive were reduced in scope and ambition. Moreover,
a number of business service sectors are (at least temporarily) excluded from the
directive: e.g. temporary work agencies, private security services, and activities which are
connected with the exercise of official authority (such as notaries).
Despite the intentions of the Services Directive to enhance cross-border trade in services
within the EU, some differences in national regulations continue to exist, which,
combined with a lack of international standards in the business services sector, the EU
services markets remain somewhat fragmented at the national level and for several
business service activities large barriers continue to exist both for cross border trade and
perhaps, more significantly, for establishing a commercial presence. However, the
relatively level of these existing barriers is still lower than the respective barriers for other
business services in India.
The rapid growth of the business services sector is linked to outsourcing activities, both
from the manufacturing and services sectors, together with a strong demand in some EU
Member States from the public sector113. It would be incorrect to equate growth of the
sector entirely to this phenomenon, however, as much of the growth of external provision
of business services goes beyond simple switching to more efficient external supply. The
growth of the business services sector is also a reflection of a more complex social
division of labour, especially related to knowledge functions in production. Many current
112

113

Directive 2006/123/EC of the European Parliament and of the Council of 12 December 2006 on Services in the Internal
Market, Official Journal L376 of 27.12.2006, p. 36.
Between 1979 and 2003, average annual value added growth in the business services sector (4.2% p.a.) was higher than
in any other sector except telecommunications and employment growth (4.4%) outstripped all other major sectors. Source:
Rubalcaba and Kox (2007).
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business services products represent new specialisations and new services that cannot be
compared to pre-existing in house service functions114.
One feature of the development of the business services sector has been the impact of
technological developments, particularly in the field of ICT, which have had the impact
of dramatically increasing the tradability of service activities that can be codified and,
hence, amenable to digital delivery. Combined with the low cost of telecommunications
this has facilitated the relocation of some labour intensive business services activities.
The most obvious examples include call-centres and computer services activities (e.g.
software development) but the range of possible service activities that may be subject to
this type of development are far wider than these two activities. Such activities are
already subject to offshoring to India and other locations where labour costs are lower
and suitably skilled workers are available.
It is not only the availability of cheaper (and skilled) labour in countries such as India that
explains the relocation (offshoring) of service activities. It is also the consequence of
important skill shortages in the EU labour market; for example for engineers, accounting
and ICT specialists that are of specific relevance to ‘other’ business service sectors and
also, more generally, for other skilled professions that may be supplied by the temporary
agency work sector. At the same time, it has to be recognised that there are important
limitations to offshoring of business services; for example, many operational business
services (e.g. cleaning, security, etc.) require the physical presence of workers at the
client’s location, while for many knowledge intensive services, close proximity and
personal contact is necessary, thus reducing the possibility for cross-border trade. In
addition, e.g. in India there exist large barriers for EU producers to enter the market. Also
big disparities between the Indian states create further NTBs to the EU producers in India.
The age structure of the labour force in the other business services does not differ from
the non-financial business economy in the EU27.115 The share of younger workers in
computer services however is relatively high. The proportion of the other business
services sector’s workforce that is female in the EU27 equals 45 percent. This can be
compared to 35 percent in non-financial business economy. In computer service male
employment equals 77.6%. The share of high-skilled workers is relatively high. The rate
of full-time employment is on average 85 percent, both in the financial services sector
and other sectors of the economy.

10.3.2

India

Following the global trend, the services sector in general and other business services
sector in particular in India is growing rapidly and the share of services in India’s GDP
increased to 55% in 2006 from 50% in 1999. During the 1990s, the Indian service sector
grew at more than 17 percent per annum compared to the world average growth rate of
5.6%. Most rapid growth has been in the information technology and business process
114
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outsourcing services. While India’s share in global merchandise trade is around 1 per
cent, its share in world commercial services export has increased to 2.7 percent in 2006.
India exhibits a strong revealed comparative advantage (RCA) in services relative to
goods. Between 1996 and 2000, the RCA index for services increased by 74 percent
whereas it declined by 15 percent for the goods sector. A close analysis reveals that the
increase is on account of the ‘other business services’ which includes software exports
(IT and BPO sector), management, consultancy and telecommunication sectors amongst
others. The large surplus in trade in business services applies also in the trade with the
EU; India exports significantly more services to EU and vice versa. However, it should be
noticed that the large surplus in services trade in India is partially due to the large barriers
for foreign companies to enter the India market.
The increasing specialisation of India’s export of services in certain select sub sectors
also reflects the changing composition of its exports. Between 1995 and 2002, the share
of software exports increased from 19 to 34 percent and in dollar terms the sector has
expanded from US$ 1.8 billion (1998) to over US$ 7 billion (2002) i.e. average annual
rate of more than 45 percent. On the other hand, the relative share of travel and
transportation services fell from 31 and 19 percent to 14 and 10 percent respectively. In
the “other business services” category there has been negative growth in non-software
services, particularly in business and management consultancy, architectural, engineering
and other technical services.
In terms of software exports also, there is a distinct change in the composition and mode
of delivery of its constituent components i.e. IT and BPO services. India is fast emerging
as an attractive destination of global outsourcing of jobs. Beginning in the early 1990s, a
large number of multinational firms started shifting back office supply jobs (such as
payroll, invoicing and accounting) to countries where they could be provided at lower
cost. In 1993-94, nearly 62 percent of all software exports from India were carried out at
the clients’ location, i.e. “on-site”. Only one in every five dollars of export orders were
carried out within India, i.e., “offshore”. By 2002-03, offshoring became the dominant
mode of delivery of software exports, accounting for almost 58 percent of total exports.
Furthermore, with the arrival of broad bandwidth lines at low costs and the increased
digitalisation of information in all sectors (in particular services), the attraction of a
significant cost reduction in the production of goods and/or services was becoming
irresistible for any firm in a competitive environment. India, along with a few other
developing countries with a large English speaking population, a good telecoms
infrastructure and a large pool of IT professionals, reaped significant employment and
income gains from these new opportunities.
Main issues regarding other business services for India
Cross border supply (Mode 1) and presence of natural persons (Mode 4) are the two key
modes of service delivery in which India has a comparative advantage vis-à-vis the EU.
These modes are interesting for India horizontally, in all the sectors. Cross border supply
faces a few explicit restrictions in EU. In Europe, for example, legal norms have been
designed to protect workers in outsourced deals known as TUPES (Transfer of
Undertakings and Protection of Employees), which can have an inhibiting effect. With
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respect to Mode 4, issues that can pose restrictions for temporary service providers from
India stem from non-recognition of professional qualifications116.
Box 10.1

Case study: Accountancy in India
Accountancy in India
Background
In India, the concept of accounting services was first introduced with the enactment of the Companies Act in
1857 and 1866 respectively. Subsequently, after Independence, the Chartered Accountant Act of 1949 led to the
formation of the Institute of Chartered Accountants of India (ICAI). While this Act of 1949 still governs chartered
accountancy practices today, the Cost and Works Accountancy Act of 1959 governs the cost accountancy
profession.
India has opportunities in this sector, as it is able to produce a large number of accountants every year who are
skilled in the English language, as well as being familiar with international accounting standards (Table 1). The
demand for trained accountants has increased manifold due to the boom in mergers and acquisitions, but also
due to lower wages, growth in FDI in this sector and various other developments like e-commerce.

Table 1: Total Membership in the Institute of Chartered Accountants of India (ICAI)
Fellows

Associates
In practice

Region

In practice

Full

Part

Not In

Time

Time

Practice

Western

13641

1054

2201

Southern

10772

811

2063

Eastern

5312

280

Central

7767

Northern

10153

TOTAL

47645

Total

Full

Part

Not in

Time

Time

Practice

Total

Grand

16896

7554

2682

20923

31159

48055

13646

3224

1278

13735

18237

31883

896

6488

1995

448

5386

7829

14317

342

773

8882

4219

529

4894

9642

18524

761

1966

12880

4307

1144

8731

14182

27062

3248

7899

58792

21299

6081

53669

81049

139841

Total

Source: ICAI
Indian accounting standards are developed on the basis of international accounting standards. In the last few
years, for example, there have been substantial efforts and progress in aligning the Indian standards with
International Financing Reporting Standards (IFRS). The improved quality of financial reporting and better
corporate governance in the country has enabled accountants in India to provide better services which meet
international standards, to prospective clients.
Despite this improvement in accountancy standards, there are very few large accountancy firms in India. This
can be attributed to several regulations imposed on accountancy firms under the 1949 Act. According to the Act:
•

An accountant is prohibited from soliciting customers, paying commission, brokerage or share of profits to
anybody other than another accountant;

•

Accountants in India are not allowed to advertise their products and services;

•

The number of partners a firm in India can employ under the current scenario is restricted to 20 and the
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However, the progress and effort of Indian’s in EU to achieve mutual recognitions in the EU have not been high. They would
need first sector level agreements and investigations for the possibilities before any mutual recognition can take place, but
the mutual cooperation in the sector level has not been always very active.
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Accountancy in India
number of clients a firm can service is limited to 30 statutory audits per partner.
This lack of big players in the accountancy sector has caused it to be fragmented in nature. Yet, this has also
allowed the creation of a significant amount of jobs at the local level, which might help achieve an international
competitive position in accountancy for the Indian economy.

Intra-industry trade between India and the EU
With respect to the EU, India might need to modulate its strategy in accordance with the different modes of
supply in this sector.
A review of the country schedules under GATS for the accountancy and auditing sector makes it clear that trade
in Mode 3 is most liberalised in India. As well as this, India with its larger pool of qualified accountants and an
accountancy sector dominated by smaller firms, has maximum potential in Modes 4 and 1, thanks to a rise in ecommerce and BPO services. However, there are still restrictions on cross-border supply (Mode 1), consumption
abroad (Mode2), and on the movement of professionals (Mode 4). Professionals in the accountancy sector in
India face a number of problems when they look for market access abroad, some of which are listed below:
•

Firstly, Indian accountant qualifications are not automatically recognised in the EU, which can prevent
Indian accountants from practising in the EU market in the first place, and may subsequently limit the scope
of work for specific activities once they enter the market;

•

Another set of barriers that particularly affects Mode 4, are Economic Needs Tests (ENTs) adopted by the
EC. ENTs require companies to undertake an extensive search for local skills before declaring that these
are not available. Only then will a foreign service provider (an Indian accountant in this case) be deemed
eligible for the job;

•

A wage parity requirement is another problem faced by Indian accountants. This rule prevents the provision
of services at a lower wage than that earned by a local professional in the sector. This negates the low
wage advantage that Indian professionals have.

From an EU perspective, it should be mentioned that India’s accountancy sector has an absolute restriction level
fo FDI (1 on the OECD FDI restrictiveness index). Opening up the sector to foreign (including European)
investments could involve large benefits and is likely to boost intra-industry trade between the EU and India in
accountancy services. This would mainly apply to complementary services within the accountancy sector, where
the recognition of professional qualifications is no obstacle. From an EU perspective, the qualification problem
can only be solved given that it will not negatively affect good and assured quality of thee service, which is a
crucial element for accountancy services.
As argued previously, the FTA is unlikely to induce large direct impacts for the EU in business services –
including in accountancy – but the indirect effects, mainly through investment and increases in the intra-industry
trade of complementary services and efficiency gains, could be substantial for both the EU and India.

Box 10.2

Case study: IT services in India
IT services in India
The information technology sector in India is one of the fastest growing sectors in the country and has been
instrumental in driving the nation's economy onto the rapid growth curve. It is one of the fastest growing sectors
in India. The Indian IT sector witnessed a growth rate of 30.7 percent in the year 2006 – 07.

Table 1 Production and Growth of Indian Electronics and IT/ITeS Industry
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IT services in India
2002-03

151

21.1

2003-04

184

21.9

2004-05

237

28.9

2005-06

296

24.9

2006-07

380

28.3

2007-08*
453
19.3
Source: Annual Report on Information Technology 2007 -08, Ministry of Communication and Information
Technology, GoI
The phenomenal growth of the Indian IT Software & Services and ITES-BPO sector has had a perceptible
multiplier effect on the Indian economy as a whole. In addition to the direct positive impact on National Income,
the sector has grown to become the biggest employment generator, and has spawned the mushrooming of
several ancillary industries such as transportation, real estate and catering, and has created a rising class of
young consumers with high disposable incomes, triggered a rise in direct-tax collections and propelled an
increase in consumer spending.
Total IT Software and Services employment is expected to reach 2.0 million in 2007-08 (excluding employment in
the Hardware sector), as compared with 1.63 million in 2006-07, a growth of 22.7 per cent. The indirect
employment attributed by the sector is estimated to be about 8.0 million in the year 2007-08. This translates into
the creation of about 10 million job opportunities attributed to the growth of this sector. According to their
estimates, global outsourcing has the potential to affect around 20 percent of the total employment in the EU –
15 and the USA. (Lesser for EU in terms of the language difference).
The success of Indian IT – related services is due to a combination of factors. It has the biggest advantage of
availability of the talent pool; India with 28% has the largest share of the global talent pool, which contributes to
giving wider softer solutions.
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India also continues to hold a significant labour advantage over developed

countries thus offering significant cost-saving opportunities by offshoring.
Globalisation leading to liberalisation has increased the demand for foreign markets. Deregulation, privatisation
and opening to Foreign Direct Investment (FDI) have supported the growth of services in the IT sector. Foreign
Direct Investment (FDI) inflows have increased by 185 percent from 2005 – 06 to 2006 – 07. As a recipient of
outsourcing, India ranks sixth; of this the major contributors from the Europe are UK (USD 37 billion), Germany
(USD 28 billion), France (USD 21 billion) and the Netherlands (USD 20 billion). In terms of software exports from
India, the USA is the main destination generating USD 18.3 billion in the year 2006. Dell Inc, the world's secondlargest personal computer manufacturer, expects to clock revenue of $1 billion from India by next year. “India is
the fastest growing market for us, though we are seeing huge growth in other emerging economies like China,
Brazil and Russia,” said Michael Dell, chief executive, Dell Inc, on the sidelines of the launch of Dell's Latitude E
series and Precision notebooks in India.
According to a paper from the Department of Information Technology (A Discussion Paper on the Conceptual
Policy Framework to Promote Growth of Electronics/IT Hardware Manufacturing Industry) illustrates that the
Government of India’s main objective will be to make the Electronics/IT Hardware Manufacturing industry globally
competitive. This will be done through more Foreign Direct Investment (FDI). This will bring down the prices of
the end products (by bringing down the production cost and increasing volumes to take advantage of economies
of scale), increase the demand, compensate for disabilities until the basic infrastructure constraints that the
nation faces are removed, and to move towards total taxation level of 12 - 15 per cent over a period of 3 years.
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IT services in India
The Cooperation Agreement which was signed under India EU Cooperation on Information Society Technologies
(IST) Programme, for 34 Mbps connectivity between India and GEANT Network in Europe for collaboration
between ERNET and Delivery of Advanced Network Technology to Europe Limited (DANTE) to produce a
reliable and efficient connectivity between the two research communities is testimony to this increased cooperation and symbiosis. There is also an effort under this programme to pursue Indo – European collaborative
research and training partnership in the area of Information Technology, Life sciences, genomic, biotechnology,
material science, environmental science, etc. The IT sectoral advantage from India can enhance the R&D in EU.
However, high NTB prevailing in the markets especially in the Mode 3 and Mode 4 limits the potential for
expansion for India to effectively contribute to these developments.
The major problem with the IT sector is that it supports footloose industries (does not require heavy capital
investments), thereby the cost of setting up an IT industry is very low compared to other heavy industries and
they can be shifted easily from one destination to another with incurring negligible losses. The slowdown in the
American economy has negatively impacted the Indian IT industry and India is looking to other stable economies
like the EU for more broad based operations and thereby take advantage of these developments. Such
investment opportunities in this industry have been given the red-carpet treatment by the Government of India.
Growth in the IT services sector in India is possible due to continuous liberalisation and policy reforms. The fiscal
benefits include trade free zones, Software Technology Park schemes, zero import duty on software, and 100%
exemption on profits from software exports which EU companies can use for investment gains.

Finally, from the OECD restrictiveness indicators, it becomes clear that India is very
restricted in terms of ‘Other business services’. For example, legal, accounting and
architecture services are almost prohibitively restrictive. Large potential gains could be
reaped in case levels of restrictiveness would be lowered, for both the Indian and EU
economies.

10.4

Impact assessment other business services sector

10.4.1

EU impacts

Economic impacts EU
As described in Section 10.2, the outputs from the modelling exercise (see Table 10.1)
indicate a minimal impact for all scenarios on the aggregate performance of the EU
business services sector, with the exception of a fairly modest increase in aggregate
imports and a modest rise in exports. Trade liberalisation is predicted, however, to
generate larger changes in trade flows for India, with substantial growth in business
service exports – particularly under Scenarios 2 and 3 – and a decline in imports.
The rather modest impacts predicted for EU trade in other business services may partly be
attributed to the fact that the underlying empirical modelling results are primarily
concerned with cross border modes of trade in services, while, arguably, the most
important impacts for EU outward trade in business services are likely to be related to
FDI (i.e. Mode 3: commercial presence) rather than cross border trade per se. This is also
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caused by the barriers for modes 1 and 4 services trade in the EU, which leaves mode 3
trade the best option.
In respect of FDI, it is important to recall that estimates for India indicate a very high
level of restrictiveness on FDI in business services as indicated in Chapter 5, with
absolute restrictions on FDI, for example, in legal, accounting and architectural services.
The estimated cost reductions associated with the removing the restrictions in the
business services sector is 18.6%. Despite these existing restrictions on FDI in the ‘other’
business services sector, India has nonetheless attracted significant levels of FDI in the
sector, indicating a much larger potential inflow is possible. This implies that the effect of
additional FDI in the sector as a result of liberalisations under the FTA can be significant.
Following from the above, there is already a trend of EU companies using Indian services
providers for some business service activities, though the importance of the associated
trade in total EU ‘other business services’ trade is probably still relatively small. We can
speculate that reductions of EU restrictions on business services from India could
stimulate additional outsourcing/offshoring activity – both in terms of volume and scope
of activities – that, in turn, would raise EU imports of these services even further.
Furthermore, trade liberalisation should increase opportunities for Indian service
providers to enter the EU market directly and enter into competition with incumbent
services providers, particularly in those service activities where EU service providers face
skill shortages and rising (labour) costs. Again, this would raise EU imports of business
services.
To the extent that liberalisation of EU-India services trade enables EU business service
providers (and other client sectors) to benefit from cost savings and/or access to skills and
knowledge, this should have a positive impact on their own competitiveness. In turn, this
should contribute to strengthening the export position of EU suppliers of business
services and would be consistent, therefore, with the modest rise in EU exports predicted
by the CGE model results under Scenarios 2 and 3.
Social impacts EU
Employment
The employment effects for the business services sector in the EU as calculated by the
CGE model are expected to be very small both for skilled and unskilled labour. The
model, however, ignores the impact trade liberalisation between India and the EU may
have on the offshoring of business services, especially computer services, to low wage
countries such as India. It is uncertain what the net employment effects will be. On the
one hand, different studies find a low degree of substitution between employees in
domestic companies and employees in the foreign affiliates. This suggests that the
employment effect of FDI in the EU will be limited. However, in the longer run,
displacement may occur due to redistribution of production and employment according to
relative costs and wages. This may cause the business services sector in the EU to change
further in favour of higher skilled jobs and cause unemployment among low-skilled and
medium-skilled workers. The net impact on employment in the EU will depend on the
way in which economies will adjust. This in turn will depend on various factors, such as
the level of flexibility of the labour market and the general level of human capital of the
work force and the overall demand for knowledge intensive services.

178

TSIA for the EU-India FTA – Final Report

Other social indicators
The impact on other social issues, such as poverty, health, education and equity, will be
closely linked to the employment impacts. Since the average wage level is relatively high
in the business services sector, we expect little direct influence on poverty. We may
expect an increase in the poverty risk especially for low-wage workers in new Member
States. However, the overall effect is expected to be small. The short term impact on
wage rates in the sector is expected to be fairly neutral, associated with a small decline in
employment in local firms and increased demand in international firms.
The impacts on health and education will be similar to those on poverty, occurring
indirectly rather than directly. If stronger economic growth is achieved due to the
liberalisation of trade between the EU and India, this can be expected to deliver long term
benefits in the provision of health and education services. Conversely, any increase in the
risk of financial instability could result in severe adverse impacts on expenditure and
hence on the provision of these services.
Environmental impacts EU
Other business services considered here are understood as the aggregate of computer
services (NACE 72) and other business activities (NACE 74) Apart from the risk of a
minor increase in additional packaging and air emissions, waste from increased
distribution and transport services, the environmental impact changes in the supply and
trade patterns of other business services can mainly bring along increased use of energy
and electronic equipment. Generation of electronic waste (especially spent air
conditioners, mobile phones, PCs and their accumulators) is directly linked to the size of
the sector. Use of natural resource stocks is mainly related to the use of paper. In addition,
increased air and marine transport are important second order effects.
The CGE model for the sector other business services predicts, in terms of output, that the
results of the FTA are expected to be positive for India (0.3-1.6) and negligible (-0.1-0)
for the EU. This is the baseline for the magnitude of potential environmental impacts. In
addition, the fact that Indian exports are expected to be positive and considerable (from 5
to around 15 percent) will have global environmental impacts. Other business services
accounted for roughly 29 percent of EU service exports in 2006, and the same percentage
is assumed for EU service imports.
Table 10.3

Environmental Sustainability Indicators in the EU27, Other business services
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Slightly decreasing production and export of the sector will decrease the
direct GHG emissions. However, the sector growth in India and increasing imports from
India, and related direct CO2 emissions and growth of air and marine transport will increase
the global GHG emissions.
Air quality: Insignificant increase in emissions of acidifying gases (NOx, SO2) and
particulate matter expected due to increased air and marine transport. Increase in India not
considered to have a transboundary effect.
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Indicator

Specific indicator
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant increase in emissions of ozone precursors (CH4, CO, NMVOC, NOx)
and in overall emissions of primary particles (PM10) and secondary particulate precursors
(NOx, SO2, NH3) expected due to increased air and marine transport. Increase in India not
considered to have a transboundary effect.

b) Land

Land use: No changes expected.
Forest: Insignificant direct decrease in emission and removals from land-use, land use
change and forestry (LULUCF) expected due to reduced paper consumption.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: No changes expected.
Natural resource stocks: Insignificant direct impact on resource use expected due to
reduced paper consumption. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative.

d) Environmental

Waste management: Insignificant decrease of electronic hazardous waste expected.

quality

Energy resources: FTA related slight increase of transport fuel consumption expected.

e) Fresh and

Quantity of water use: Secondary insignificant increase expected in fresh water use and in

waste water

generation of waste water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

Atmosphere
The service sector is a large consumer of energy and the EU27 service sector contributed
11.3 percent of final energy consumption in 2005, and roughly estimated imports of other
business services from India to the EU27 generated 12.2 million tons of global CO2
emissions (EU27 total was 4969 million tons)118 in 2006. A 15 percent increase of these
imports from India to the EU27 would increase the global GHG pressure with 0.55
million tons of CO2. Globally, all service imports to the EU generated about 760 million
tons of CO2 outside the borders of the Union in 2006. These emissions would be reported
in the balance sheets of the supplier countries. Slightly decreasing production and export
of the sector will decrease the direct GHG emissions in the EU27. However, the
increasing imports from India and related increase in air and marine transport will
increase the overall global GHG emissions. In addition, secondary effects of increased air
and marine transport between EU27 and India, are increased global emissions of transport
related pollutants affecting the air quality and amount of dangerous chemicals in the
atmosphere.
Generally, the magnitude of the global GHG impact originating from the increase of other
business services exports from India to the EU27 is considered to be less significant than
that of the corresponding increase in financial and banking services.
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Other environmental indicators
The overall impact of other business services for the EU27 is assessed to be negligible or
insignificant on land and water quality, on biodiversity and on natural resource stocks.
The estimated insignificant positive or negative changes are listed in Table 10.3 above.

10.4.2

India impacts

Economic impacts India
Trade and real income
Services are of major interest to India in the EU-India FTA. The CGE modelling
outcomes predict a significant increase in India’s exports of other business services to
EU. The results indicate gains for India under all three scenarios of trade liberalisation,
both in short run and long run. Contrary to this, India’s import of other business services
would have negative growth as shown by the CGE model. The combined effect of likely
export growth and negative import growth has an overall positive impact on real income.
At present in the EU, the UK is the major destination for India’s export of other business
services including business process outsourcing, with the rest of EU being relatively less
important. If, as a result of the FTA, India could gain market access to other EU member
nations, there would be a significant positive impact on trade and real income. The
findings of most of the research studies indicate that India would continue to dominate
the world offshoring sector business irrespective of India engaging in any multilateral or
bilateral trade agreements.
In “other business services”, India has raised the issue of providing greater temporary
access in to the EU to its service providers who are natural persons (mode 4 trade), which
is considered to be a rather limited mode of supply by India within its trade relations with
the EU. If the EU-India FTA is able to make progress on issues such as (non-)recognition
of qualifications, the gains for India could be more significant. The inflow of remittances
also helps India in keeping its balance of payment deficit under control.
Investment
The possible opening up of sectors like accountancy, legal, education, health etc., will
have a positive impact on inward FDI for India. The EU has been seeking entry into these
sectors in India. In respect of FDI, it is important to recall that estimates for India indicate
a very high level of restrictiveness on FDI in business services;119 with absolute
restrictions on FDI, for example, in legal, accounting and architectural services. Despite
these existing restrictions on FDI in the ‘other’ business services sector, India has
nonetheless attracted significant levels of FDI in the sector and in computing and
software services. More FDI (and more local affiliates) might lead to higher productivity
of the sector in India, contributing to increased competitiveness of the sector, not just visà-vis the EU, but also the rest of the world.
Social impacts India
Employment
119

See Section 3.6 of the GAR Report (Table 3.9).
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The social impact may not be as strong as the economic impact of services trade
liberalisation as part of EU-India FTA. The CGE model estimates moderate employment
increases (both for skilled and unskilled workers) associated with similar output
increases. In addition, impacts on the competitiveness and productivity of the sector
driven by FDI, could temper the positive employment effects as capital will be partially
substituting labour.
India has experienced services sector driven growth in the last one and a half decade.
However, its impact on poverty has not been very positive. The growth and expansion of
the services sector as a result of trade liberalisation has mainly created high-skilled
employment, mostly benefitting the younger generation in urban areas. Especially where
export of cross-border services is concerned (which is expected to increase as a result of
the FTA), this will mostly benefit skilled professionals.
A further indirect effect is related to the fact that the business services sector is in part an
enabling sector. If this sector becomes more efficient and cheaper, there will be secondary
effects for other sectors / the whole economy.
Other social indicators
As regards other social indicators such as health, education, labour, equality etc. the
impact of the FTA might affect these issues positively through increased trade, output,
employment and real income. Yet, although the CGE results show these positive impacts,
they might not have a significant effect on the considerable Indian social problems of
poverty, unemployment, health etc, especially because the increase in competitiveness
and real income is likely to benefit the higher-skilled and on average better-off part of the
population active in this sector. In the IT sector, the rising security concerns of female
employees is becoming a big headache for all Business Process Outsourcing companies.
Working night shifts is causing health problems for many BPO employees. All these facts
will not change significantly as a result of the positive economic impact of the EU-India
FTA.
Given that the services sector mainly concerns the high-skilled part of thepopulation and
this is a relatively high wage level, there is no large direct effect expected on poverty. The
benefits of growth in the services sector hardly affect rural areas and more low-wage
sectors, where problems of unemployment and poverty are most relevant. There is hardly
any labour mobility between the high-skilled services sector such as IT and BPO (where
employment opportunities emerged) and the agriculture sector (where there is a labour
surplus).
Environmental impacts India
The services sector is not considered to be directly damaging to the environment. Yet,
increased energy consumption and air traffic as a result of the expansion of this sector
might have some limited negative effects, mainly on GHG emissions through other
sectors. The EU-India FTA on services may not have much direct influence on
environmental indicators like atmosphere, land biodiversity etc. Increased electronic
waste may be a small direct effect.
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Another indirect environmental effect could results from an expected increase in
urbanisation, since services sector economic activity is an urban phenomenon.
Urbanisation in India has resulted in the destruction of forest and farmlands, increase in
emissions, increased exploitation of underground water and water pollution. For instance,
the IT city Gurgaon on the outskirts of the capital New Delhi is developed completely on
farmlands. Urban centric growth has caused mass scale migration to cities from rural
areas, which was resulted in the expansion of urban slums. People living in slums are
generally poor and live in very unhygienic conditions. For instance, the migrants in New
Delhi have erected slums on the banks of river Yamuna causing massive pollution to the
river.

10.5

Conclusions

European Union
From an EU perspective, an EU-India FTA is expected to have minimal effect on the
overall aggregate economic performance of the EU ‘other business services’ sector in
terms of output, employment or prices. Moreover, even though aggregate import growth
is expected to be faster than export growth under an FTA, given that EU exports exceed
imports then this should have little effect on the net balance of payments for other
business services. Of particular importance, however, for both the EU and India will be
the extent to which, on the one hand, an EU-India FTA encompasses liberalisation and
sector reform enabling greater EU FDI in the Indian ‘other business sector’. And, on the
other hand, enhances access for Indian service providers to EU markets (see below).
The employment effects for the business services sector in the EU are expected to be very
small both for skilled and unskilled labour. The impact of trade liberalisation on offshoring of business services, especially computer services, to India may, however, affect
employment. In the longer run, offshoring may lead to a redistribution of production and
employment according to relative costs and wages. This may cause the business services
sector in the EU to change further in favour of higher skilled jobs and cause
unemployment among low-skilled and medium-skilled workers.
All environmental impacts related to other business services are considered insignificant
or negligible with reference to the current EU baseline. The overall impact in terms of
increasing global greenhouse gas emissions with 0.55 million tons of CO2 is considered
to be less significant than that of the corresponding increase in financial and banking
services (about 2 million tons of CO2) relevant to this FTA. The EU27 environmental
impact of other business services originates mainly from the disposal of electronic waste
(mobile phones, portable PCs and their accumulators), slightly increased use of energy.
However, key CO2 emissions are mainly related to the increased use of energy in India
and transport and travel between the EU and India. Energy efficiency measures such as
reduced use of air conditioners, reducing air travel and preventing idling of computers
would help to reduce the ecological footprint from other business services.
India
It is estimated that India would benefit from services sector liberalisation as a
consequence of the EU-India FTA. At present, India mainly caters to the needs of the UK
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market both in outsourcing and movement of independent professionals. This is a
relationship that has grown historically and that is partly a consequence of the language
factor – English – that binds the UK and India. So, India needs to overcome other
language barriers if it wants to access other EU markets. Regarding Mode 4, an
immediate examination of the restrictions on existing labour mobility commitments is
required to generate positive effects.
At present, while many schemes facilitate the mobility of the highly skilled, relatively
few cover the moderately or low-skilled workers of interest to developing countries.
While intra-corporate transferees enjoy relatively easier conditions for mobility, groups
that are more important to India such as contractual or independent service suppliers face
several restrictions. In view of this fact, India must ask for an expansion of commitments
in categories delinked with a commercial presence (Mode 3). An elimination of economic
needs tests will help low-skilled and independent professionals.
Table 10.4

Overall economic, social and environmental impacts in the EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

0

0

0

Yes

M

Investment

+

0

0

Yes

M

Trade

?

0

0

Yes

M

-/0

+

↕

Yes

M

Economic

Social
Employment & decent
work
Poverty

-/0

+

↕

Yes

M

Equality

0

+

0

Yes

M

Health

0

0

0

Yes

M

Education

0

+

0

Yes

M

Environmental

Table 10.5

Atmosphere

▲/+/-

--

0

No

H

Land quality

0/+

-/0/+

0

Yes

L/M/H

Water quality

-

-- / - / + /

0

Yes / no

M/H

Biodiversity

0/-

-

0

Yes / no

L/ M / H

Natural resource stocks

+/ -

-

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts in India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

▲

--

0

Yes

H

Economic
Real income
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Investment

▲

--

0

Yes

H

Trade

▲

--

0

Yes

H

+

++

0

No

L

Poverty

+

++

0

No

L

Equality

-

++

0

No

L

Social
Employment & decent
work

Health

-

++

0

No

L

Education

?

++

0

No

L

Atmosphere

0/-

++

-

No

M

Land quality

0/-

++

0

No

L

Environmental

Water quality

0

++

-

No

M

Biodiversity

0

++

-

No

L

Natural resources stocks

?

++

?

No

L

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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11 Investment conditions

11.1

Introduction

This chapter looks at investment conditions as a horizontal issue in the context of the
FTA under negotiation between the EU and India. Section 11.2 discusses this horizontal
issue and discusses the expected effects based on the CGE modeling. Section 11.3.1
describes the investment conditions in the EU and India. Section 11.4 describes the
estimated economic, social and environmental impacts for the EU and India, respectively,
making use of the indicators given in Table 2.1. The chapter ends with conclusions. The
case study in this chapter discusses the sub-sector of telecommunications.

11.2

Summarised results from the CGE model

Investment conditions can be assessed using a number of indicators, including;
•
Trade-related investment barriers120 (regulatory changes affecting exports);
•
Conditions and/or regulations which encourage / discourage foreign direct investment
(FDI), for example, exclusion of foreign investors from certain sectors;
•
Flexible labour markets (in the informal and formal sectors);
•
Service specific conditions, including market access (quantitative restrictions /
foreign ownership caps), discriminatory treatment, non quantitative, non
discriminatory treatment, and other trade services issues,121 and/or;
•
Economy / market and related conditions, such as GDP growth, access and quality of
infrastructure, workforce educational standards, purchasing power of the economy.
Sectors that are the most affected by investment conditions are mentioned and shortly
discussed briefly in Table 11.1.
Table 11.1

Sectors mostly affected by investment conditions
Sectors

Likely effect

Manufactured goods

OECD FDI restrictiveness index for India of 0,2.

Processed foods
Financial services and

Equity cap in India.

banking (incl

OECD FDI restrictiveness index for India of 0,4 (=Finance)

insurances)
Other business services

OECD FDI restrictiveness index for India of 0,9.

120 http://madb.europa.eu/madb_barriers/barriers_select.htm.
121 http://madb.europa.eu/madb_barriers/barriers_details.htm?barrier_id=960033&version=3.
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Sectors

Likely effect

Sub-sector:
IT services
Sub-sector:

OECD FDI restrictiveness index for India of 0,4.

Telecommunications
Construction

OECD FDI restrictiveness index for India of 0,3.

Distribution

OECD FDI restrictiveness index for India of 0,6.

As illustrated in the gravity-analysis on FDI impacts (Chapter 5), the restiveness levels in
the services sectors in India are estimated to raise the costs of selling a service in the
Indian market for certain sectors with more than 18% (business, transport and insurance).
In the EU27, these cost equivalents go up to 7.8% (insurance). This implies that
liberalisation of regimes especially in the services sector, can have a significant impact on
FDI and trade.

11.3

Horizontal dimension: main issues

11.3.1

European Union

Investment conditions in the EU
The EU investment framework includes multilateral and regional instruments, as well as
bilateral treaties. In terms of barriers which affect investments entering the EU market,
this can be analysed by sector (manufacturing, services, and agriculture). Manufactured
goods trade barriers are relatively low, except for certain processed food products. The
continued liberalisation of the internal service market provides new opportunities for
service providers from outside the EU. Reforms to the Common Agricultural Policy
(CAP) have made subsidies less distorting, but these reforms would be even more
effective if all support were de-linked from production. In order to increase non EU
market access, farm subsidies should therefore be reduced and market access
improved.122
In terms of an overall intention to facilitate investment in the EU, OECD members,
including the EU have agreed to the principle of “National Treatment”,123 which is a
commitment to treat enterprises operating on its territory, but controlled by the national of
another country, no less favourably than domestic enterprises in like situations.124 The
published document, OECD (2008)125 lists the exceptions to the National Treatment by
country. Example of Member State restrictions include limits to the percentage of foreign
ownership in certain sectors and conditions applied to foreign ownership of land.
122
123

124

125
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OECD (2007) Economic Survey – European Union. Volume 2007/11 September 2007.
This commitment is enshrined in the Declaration on International Investment and Multinational Enterprises, adopted in 1976
by the Governments of the OECD Member countries. It is supported by follow-up procedure in an arrangement known as
the OECD National Treatment Instrument, which are set out in an OECD Council Decision of December 1991.
OECD (March 2008) National Treatment for Foreign-Controlled Enterprises, Including Adhering Country Exceptions to
National Treatment.
OECD (March 2008) National Treatment for Foreign-Controlled Enterprises, Including Adhering Country Exceptions to
National Treatment.
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Challenges for European entities investing in India
In terms of perception, India’s trade regime and regulatory environment is known to be
comparatively restrictive. In 2008, the World Bank ranked India 120 (out of 178
economies) in terms of the 'ease of doing business'126. As well as tariff barriers to imports,
India also imposes a number of non-tariff barriers in the form of quantitative restrictions,
import licensing, mandatory testing and certification for a large number of products, as
well as complicated and lengthy customs procedures.127
There are automatic clearances for foreign investors in India in most sectors up to 74%
foreign equity and an increasing number of sectors with automatic clearance for 100%
foreign equity. Sectors of strategic interest such as insurance, banking and telecoms have
a foreign equity cap. In these cases, Foreign Investment Promotion Board (FIPB)
approval shall be required if the FDI limit exceeds 24%, 74% or 51%. A few other sectors
are closed to FDI, such as retail distribution and legal services. Ongoing reform in the
(currently unregulated) courier services sector may also result in new barriers to FDI.
Further, the actual practises of the FIPB don’t always seem to follow the official
regulations, which creates untransparency in the investment possibilities.
In order to encourage investment, the Indian Government has set up Special Economic
Zones. This policy is intended to make SEZs an engine for economic growth supported
by quality infrastructure, an attractive fiscal package, both at the Centre and the State
level, with the minimum amount of regulations possible.128
The Indian economy currently also has limitations to its real income growth, which
include existing infrastructure and employment protection. As an example, the laws
governing regular employment contracts in India are stricter than those in Brazil, Chile,
China, and all but two OECD countries.129
In conclusion, the investment conditions in India for EU investors are improving, but
restrictions remain in certain sectors. Another factor to take into consideration, is India’s
planned future investment in infrastructure, which, accompanied by the projected national
income growth will assist in creating advantageous foreign investment conditions.

11.3.2

India

Investment conditions in India
During the sixties and seventies, India was particularly unreceptive to foreign investment.
The trend of decreasing receptivity culminated in the enactment of the Foreign Exchange
Regulation Act (FERA) in 1973 which prescribed a ceiling of 40 percent on equity by

126

127
128
129

Ease of doing business is measured by 10 indicators; starting a business, dealing with licenses, employing worker,
registering property, getting credit, protecting investors, paying taxes, trading across borders, enforcing contracts, and
closing a business.
Source: http://ec.europa.eu/trade/issues/bilateral/countries/india/index_en.htm.
http://sezindia.nic.in/HTMLS/about.htm.
OECD (2007).
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foreigners in Indian companies. This resulted in the exit of many foreign companies from
India in the late 1970s.
However, the 1980s marked a reversal of these trends -- with the liberalisation of
industrial and trade policies there was also an increasing receptivity towards foreign
direct investment (FDI) and foreign collaborations. Consequently, exceptions to the
general ceiling of 40 percent on foreign equity were allowed on merits of individual
investment proposals. With full scale liberalisation measures initiated in the 1990s, a
policy was introduced which allowed automatic approval for priority industries by the
Reserve Bank of India (RBI). For the purpose of granting automatic approvals, three slabs
of foreign ownership were defined: a) up to 50 percent, b) up to 51 percent, and c) up to
74 percent. These limits have been relaxed over the years. In many sectors, up to 100
percent foreign investment is now allowed on an automatic basis.
India now welcomes FDI in virtually all sectors except the lottery business, gambling and
betting, retail trading (except Single Brand Product retailing) and atomic energy. In
sectors like road and port infrastructure, mining of gold and minerals, and
pharmaceuticals, foreign investors can own up to 100 percent equity without government
approval. In certain other businesses like generation of power and development of
integrated townships, foreign companies can also have 100 percent ownership, but with
government approval.
The Foreign Investment Promotion Board (FIPB) has been set up to process applications
for cases not covered under automatic approval. The FERA has been replaced by the
Foreign Exchange Management Act (FEMA) which has removed shareholding and
business restrictions on transnational corporations (TNCs). Foreign investments started
pouring in after economic liberalisation in 1991 and have been increasing steadily ever
since (Table 11.2). The year 2006-07 witnessed a major breakthrough in the quantity of
FDI; its current value increased to 19.5 billion US$ from 7.7 billion the previous year.
From August 1991 to December 2005 the following sectors in India attracted the largest
amount of foreign direct investment: electrical equipments (16.5 percent of total FDI),
followed by the transportation industry (10.34 percent), services sector (9.64 percent )
and telecommunications (9.58 percent)130.
Table 11.2

131

FDI Inflow into India (billion US$)
Year

2.1

1996-1997

2.8

1997-1998

3.6

1998-1999

2.5

1999-2000

2.2

2000-2001

4.0

2001-2002

6.1

2002-2003

5.0

130
131
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Amount (US$ billion)

1995-1996

From wwww.indiastat.com.
Data include acquisition of shares of Indian companies by non-residents under Section 6 of FEMA. Data for 2006-07
include swap of shares of US$3.1bn. (Source: Handbook of Statistics on Indian Economy, Reserve Bank of India).
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Year

Amount (US$ billion)

2003-2004

4.3

2004-2005

6.0

2005-2006

7.7

2006-2007

19.5

2007-2008 (Apr – Oct)

7.2

Source: Handbook of Statistics on Indian Economy, Reserve Bank of India

Challenges for Indian entities investing in the EU
India’s foreign direct investment to the EU leaped to 9.5 billion Euros in 2007 from a
mere 500 million Euros in 2006. This is almost 50 percent of the total FDI inflows into
India132. From the viewpoint of Indian entrepreneurs, especially the following indirect
investment barriers crease constraints to Indian investment in the EU:
•
The need for and absence of mutual recognition agreements that constrain the
provision of services of Indian origin to the EU: Once such mutual recognition
agreements are in place a lot of Indian FDI needed for the provision of these services
might take place. However, in order to reach mutual recognitions, more efforts on
sector level cooperation would be needed first mutually;
•
Sanitary and phyto-sanitary measures (SPS) as well as technical barriers to trade
(TBT) act as constraints on investment enabling Indian export activity and therefore
on Indian investment in EU.
The subsequent reporting under this section is based on the proceedings of an UNCTAD
expert meeting on “Trade Facilitation as an Engine for Development” in Geneva, 21-23
September, 2005.133 Exporters often complain that procedures and processes followed
during the detention of their consignments are often not clarified. Moreover, there is too
much heterogeneity in the treatment and methods used at various entry points. Also, there
are no provisions for confirmatory test arrangements and appeal at the overall EU level
following a decision at the level of a Member State. Lastly, when an import alert is
withdrawn at the EU level, the alacrity with which the withdrawal is made varies from
country to country.
Box 11.1

Case study: Telecommunications
Telecommunications
The Indian telecom sector has come a long way in achieving its dream of providing affordable and effective
telecommunication facilities. As a result the common man today has access to this much needed facility. Large
efforts are continuously being made to provide a universal service to all uncovered areas, including rural areas.
Today, the Indian telecommunications network with over 270 million connections is the third largest in the world
and the second largest among the emerging economies of Asia. India has emerged as a major base for the
telecom industry worldwide. In terms of revenue, it is worth 25 million US$ as of March 07, up from about 19
billion in the preceding year. Average growth in terms of revenue during the last three years has been 20
percent, making it one of the fastest growing telecom markets.

132
133

http://www.financialexpress.com/news/India-bigger-source-of-FDI-for-EU-firms-than-China/311824/.
See http://unctad.org/sections/wcmu/docs/c3em26p22_en.pdf.
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Telecommunications
Greater access to the telecom services has become available for rural India, especially in terms of the number of
telephone connections. For example, under Bharat Nirman, a target providing Village Public Telephones (VPTs)
in 66,822 uncovered villages was visualised, and 52,342 of these villages have been provided with VPTs by
BSNL as of December 2007.

Latest Teledensity in the year 2007
Region

Percentage

Rural

5.5

Urban

50

India total

26

Source: Telecom Ministry Government of India
The National Telecom Policy (NTP) 94 was a major step towards liberalisation, but its implementation was
subject to various shortcomings. In 1999, the Government of India formulated a new Telecom Policy NTP 99.
This policy was more comprehensive and reflected a new version, direction and commitment. The new economic
policy by the government aimed at improving competitiveness and rapid growth of exports. For example, Cellular
Mobile Services Providers (CMSP) were permitted to provide mobile telephony services including permission to
carry its own long distance traffic within their service area, without seeking an additional licence. Based on this,
the Government of India has opened up biding for 3 G spectrum for Global option and GoI is expecting a revenue
of USD 9 billion or Euro 6 billion via this transaction. This policy has been instrumental in convergence of IT,
media, telecommunication and consumer electronics.
It emphasised the need to promote competition in the telecommunication sector. Some of the measures
announced by it which had positive implications for foreign players were ( these excerpts are quoted almost
verbatim from the policy document):
•

Fixed service providers were given the freedom to provide, in their service area of operation, all types of
fixed services including voice and non-voice messages and data services, utilizing any type of network
equipment, including circuit and/or packet switches, that met the relevant International Telecommunication
Union (ITU) / Telecommunication Engineering Center (TEC) standards;

•

Under the provisions of the Cable Regulation Act, 1995, Cable Service Providers (CSP) would continue to
be freely permitted to provide 'last mile' linkages and switched services within their service areas of
operation and operate media services.. Direct interconnectivity between CSP's and any other type of
service provider in their area of operation and sharing of infrastructure with any other type of service
provider would be permitted;

•

The Radio Paging Service Providers (RPSP) would be permitted to provide paging services within their
service area of operation. Direct interconnectivity between licenced RPSPs and any other type of service
provider in their area of operation including sharing of infrastructure would be permitted.

The liberalisation efforts of the government are evident in the growing share of private and foreign investors in
total telephone connections, which has increased to 72.4 % in December 2007 from a mere 5 % in the year
1999, only after the implementation of NTP 99. The current growth in the telecommunication sector is due to the
changing Investment Policy (IP), mainly regarding foreign direct investment. The actual flow of FDIs has
increased from Rs. 6,004 million (USD 136€ 130 million or Euro 93 million) in the year 1999 to Rs. 2, 11,508
million (USD€ 4.0815 billion or 3.29 billion) in the year 2003. Foreign direct investment (FDI) up to 49 % is
permitted under automatic route and beyond 49% and up to 49% and up to 74 % (including FDI, FII, NRI,
FCCBs, ADRs, GDRs, convertible preferences shares, and proportionate foreign equity in India promoters /
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Telecommunications
Investing Company) is permitted.
The table below highlights the main sustainability aspects for the Telecom Sector in the context of the EU-India
FTA, indicating some opportunities as well as threats from the perspective of: 1) Indian service providers; and 2)
EU service providers. The Indian market offers considerable scope for foreign direct investors because of the
large potential for increase in demand or tariff decrease facilitated by technological dynamism. As is highlighted
in the table, the main opportunity for foreign investors from the EU is in horizontal linkages and in software and
BPOs. Both the large number of required clearances as well as the delays in getting these in the Indian set-up
might prove to be a stumbling block.

Sustainability aspects of the Telecom Sector for the EU-India FTA (from India development aspects)
Issue

Strength

Weakness

1) Main players / services providers Huge potential for expansion,

Though GOI has opened up the

in the telecom market in India;

because of possible technology

spectrum for auction, there are

(Reliance Communications,

improvements and potential for

bureaucratic procedural

Vodafone Essar, Tata and Airtel)

expansion of the customer base;

bottlenecks under which the full

the services sector is also more

quota (5 Mega Hz) is not

liberalised than what is required

released and makes the traffic

under WTO commitments.(In the

congested. Another problem that

revised offer India has only offered

operators face is right of way

49 but autonomously it can go up

which refers to procuring

to 74%)

licences from different
departments for e.g. Forest,
Irrigation, Public Works
Department) in order to lay down
telecom networks across
different regions.

2) Main players / service providers

Mode 3 and employment impact

For Indian companies,

in the telecom market in EU (e.g.

will be substantial; the technology

opportunities in the EU will

Vodafone, T-mobile, Telefonica,

transfer and managerial transfers

perhaps be limited to the lesser

France Telecom, KPN, Telfort)

are expected to increase the value

advanced countries in Europe.

addition in the services in India.

Most of developed Europe has
the most advanced
telecommunications.

3) Horizontal linkages

Significant opportunities for FDI in

The indirect costs of doing

this segment, as well as in other

business in India can be high.

complementary sectors such as

For telecom this would for

software and Business Process

example come from a lack of

Outsourcing (BPO), including Mode proper ancillary infrastructure
1 and 3. This may trigger positive

such as power and delays in

effects on revenues and

setting up infrastructure such as

employment.

laying cables for which multiple
clearances are required at the
local/municipal and state levels.
In addition, the high tax rates on
equipment at 30 percent could
also be deterring.
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Telecommunications

11.4

Impact assessment investment conditions

11.4.1

EU impacts

Economic impacts EU
In analysing the FTA impact on the EU, we need to look at two main factors; (i) the effect
of the FTA on EU Exports, and (ii) the effect the FTA will have on imports entering the
EU market. The causal chain analysis has also investigated why the comparative gain
from the FTA for the Indian economy is larger, especially in the services sector.
Liberalisation of service sectors is expected to lead to gains of around €4,3 billion for
India and €1,7 billion for the EU.
It is important to realise here that the CGE model does not include FDI flows, which is
why it is supplemented by a gravity analysis in this chapter. In the long term though,
capital is assumed to be mobile (while fixed in the short term), implying that some
investment flows (capital relocations) are accounted for in the long run. Looking at
investment flows, the FTA could induce an decrease in Indian costs for transport services
by 18.6%, communication services by 13.6%, insurance services by 18.1%, other
business services by 18.6% and trade services by 14.1% - all of which are highly
significant given the importance of these sectors for the Indian economy. For the EU the
FTA could lead to a reduction of 6.3% in costs for insurance services, 4.9% for other
business services and 5.5% for communication services.
Real income
There is an overall positive effect for the various sectors identified in the first section of
this Chapter (e.g. manufactured goods, IT, construction) but especially services, in both
the short and long run for India and the EU.
In terms of EU services, Scenario 3 contributes € 0.7 mln in the short run, and € 1.7 mln
in the long run. This is compared to India’s services short run gain of € 2.4 mln, and long
run gain of € 4.3 mln. The relatively small gain for EU services, compared to India
reflects the fact that there will be larger incentives for people to invest in the India
services sector. The current trend of outsourcing services to India is expected to continue.
Some evidence suggests this could have a negative effect on EU employment in the
longer term, other research shows the opposite134. The extent of this employment effect
will largely depend on the efficiency of investing overseas, away from the EU market.

134
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References to be added.
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Overall, the CGE model results indicate there are positive effects for the EU services
sector, indicating that EU companies will have access to markets, which were more
restricted before the FTA.
Investment
Barriers to foreign direct investment (FDI) entering India have been lowered in the
manufacturing sector, which has led to a marked increase in investment inflows. Despite
the high levels of restrictions, business services and telecom are, together with computer
software and hardware, the top three sectors in terms of receiving FDI. Reducing barriers
which restrict FDI entering into India will be important to both the EU and India as it
opens an evolving, newly consumer driven market for the EU. The EU FDI investment in
India is likely to have a substantial multiplier effect for the Indian economy. For example,
removing the cap on FDI in the insurance sector would allow a welcome expansion of the
industries capital base. Lifting the ban on FDI in retail trading would help to improve
productivity, supply chain management, reduce the exceptionally high rate of waste of
agricultural produce and so lower retail prices and raise producer prices.135
In terms of goods, providing an increased level of access to EU markets in the long run
shows to have a negative effect on the EU economy. This is likely to be because various
Indian products will have a comparative advantage in terms of cost of production,
therefore ensuring they will be able to produce products of a comparable quality at a
lower cost.
Social impacts EU
Employment
The EU considers FDI as a key means to promote development and economic and social
growth. The interdependence and complementarity between trade and FDI is widely
recognised. International rules on FDI contribute to improving the business climate by
increasing legal certainty for investors and by reducing the perceived risk to invest.
Improving investment conditions may lead to access to cheaper inputs, more efficient
technology and wider market increases in domestic companies competitiveness and, in
turn, leads to higher investment rates, growth and jobs. This may have a positive impact
on employment in the EU, especially on firms in sectors that export to India. Currently,
exports to India account for 1.8% of total EU exports. This share has been increasing over
the last years. The manufacturing and transport equipment industry account for over 62%
of total exports to India. However, also chemical industry, agriculture and metal industry
are important export sectors to India.
Other social indicators
The impact on other social issues, such as poverty, health, education and equity, will be
closely linked to the employment impacts. Since employment effects are expected to be
indirect and mostly small, the impacts on poverty, health and education will also be small.
Environmental impacts EU
The direct environmental impacts that can be accounted for an investment conditions
would mainly originate from increased energy consumption, use of natural resource
135

OECD (2007).
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stocks and waste generation either in the EU or in India, and from second order impacts
of increasing air and marine transport between the EU27 and India.
The screening of environmental impacts of the FTA is based on the results of the CGE
model, and the overall magnitude of potential impacts is related to the national income
change that for EU27 would vary between €353 and €4409 million, and of that amount 020 percent can be attributed to NTBs like investment conditions. Global greenhouse gas
emissions will be effected by the major positive impact for India (between 25 and 38% of
income gains can be attributed to reduction in NTBs) In addition, the ratio of GDPs
defines the direct impact of investment conditions. Therefore, for the EU27, the monetary
primary effect of improving investment conditions can be considered to be insignificant,
and the related environmental impact could be approximated to between zero and
insignificant.
The link of investment conditions with environmental indicators is based on the projected
increase of sectors benefiting most of increased FDI. It is assumed that the EU27-India
FDI ratio would remain on the same level (11 in 2005), and that no drastic changes will
happen in the sectors. The key effects, direct and indirect impacts are assessed, based on
the EU guidelines for cross-media impacts136.
Table 11.3

Environmental sustainability indicators in the EU, investment conditions
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Increasing FDI and trade will consume more energy and thus increase the
direct GHG emissions in EU27. In addition, the growth in India and increasing imports from
India, and the related increase in air and marine transport will increase the global GHG
emissions. The overall magnitude of increasing emissions needs further evaluation.
Air quality: Insignificant increase in emissions of acidifying gases (NOx, SO2) and
particulate matter expected mainly due to increased air and marine transport.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant increase in emissions of ozone precursors (CH4, CO, NMVOC, NOx)
and in overall emissions of primary particles (PM10) and secondary particulate precursors
(NOx, SO2, NH3) expected mainly due to increased air and marine transport.

b) Land

Land use: No changes expected.
Forest: No direct changes in emission and removals from land-use, land use change and
forestry (LULUCF) expected.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: Insignificant increase in manufacturing, harbour and air terminal area's
expected.
Natural resource stocks: Insignificant direct impact on resource use expected due to
increased energy consumption and resource use. Secondary effect of increased air and
marine transport is assessed to be slightly negative.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative.
Protected areas: No direct or second order impact.

136
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European Commission, DG Joint Research Centre, European IPPC Bureau, Integrated pollution control and prevention,
Reference Document on Economics and Cross-Media Effects, July 2006.
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Indicator

Specific indicator
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative.

d) Environmental

Waste management: Insignificant increase in different waste categories expected.

quality

Energy resources: FTA related slight increase of transport fuel consumption expected.

e) Fresh and

Quantity of water use: Secondary insignificant increase expected in fresh water use and in

waste water

generation of waste water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

Atmosphere
An increase in FDI and trade volumes requires more energy and results in more
greenhouse gas emissions in the EU27. In addition, pressures on management of waste
handling (biogas) are growing. Also, the increasing FDI and imports from India and the
related increase in air and marine transport will increase the global GHG emissions. The
secondary effects of increased air and marine transport between EU27 and India increase
global emissions of transport-related pollutants affecting the air quality and amount of
dangerous chemicals in the atmosphere. The EU27 increase of CO2 emissions is assessed
to be insignificant. The magnitude of the global GHG impact originating from trade
facilitation needs further evaluation. Roughly each €1 million of GDP generates 2173
tons of CO2 emissions in the EU27, and related to the FTA maximum national income
gain would increase CO2 emissions by 9.6 million tons in the EU27 ( about 0.12 percent
of total CO2 emissions in the EU27).
Other environmental indicators
No major changes are expected in land and water quality. Growth in trade volumes will
result in an insignificant increase in manufacturing, harbour and air terminal area, as well
as a slight increase of transport fuel consumption is expected. Increasing trade will have
secondary effects by insignificantly increasing waste generation, fresh water use and
generation of waster water. Overall, the secondary effect of increased air and marine
transport is assessed to be slightly negative on water quality, on biodiversity and on
natural resource stocks.

11.4.2

India impacts

Economic impacts India
Real Income
There are many constraints on FDI by the EU in India. Certain sectors such as retailing
and atomic energy are debarred from FDI. Automatic approval is not granted for FDI in
integrated townships and generation of power. Introducing ways and means to make
investment in the first set a possibility and make approval for investment in the second set
automatic, would do a lot to raise FDI by EU in India; such policy changes will obviously
have positive implications for the level of GDP and its growth, generating not only
incomes for entrepreneurs but also employment. Employment will not only be created
directly through investment but also through the exposure of Indian enterprises to
competition from the EU transmitted through foreign direct investments.
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Allowing EU investment in power and atomic energy might actually prove to be
beneficial for the Indian economy as it is presently extremely deficient in power. There
are chances that the future growth of the economy might be impeded by deficits in power
supply; in that case, EU investments in the power sector and atomic energy might be
extremely beneficial for India.
Once the constraints to Indian investors are reduced through mutual recognition
agreements and measures to a) rationalise the implementation of SPS and TBT barriers137
and b) harmonise their application across EU countries, Indian FDI in Europe should get
a boost, although overall FDI inflows from India are expected to remain small. There
would be considerable returns for Indian entrepreneurs from attempts to alleviate some of
the constraints with consequent salutary implications for macroeconomic output and
growth.
In addition to the already positive results from NTB reduction for India from the CGE
estimations, increased FDI flows through better investment conditions can boost gains for
India even further (given that FDI is not included in the model), especially in certain
potential sectors. Note that even under present constraints, Indian FDI in Europe in the
year 2007 was 9.5 billion Euros.
Fixed Capital Formation
As mentioned above, Indian investment in the EU should get a boost because of the FTA
in various ways: FDI flows facilitated by NTB reductions, mutual recognition agreements
and rationalisation of SPS and TBT barriers. EU investment in India might get a boost as
the FTA can be used to facilitate the entry of EU investment into sectors hitherto closed
to FDI or those in which permission for FDI is not automatic: all retailing other than
single brand retailing, power sector and atomic energy, development of integrated
townships etc.
Trade
FDI encourages trading activity and vice-versa between involved parties. The process of
foreign direct investment will create a demand for exports as well as imports both directly
and through associated income growth.
Social impacts India
Employment and decent work
EU investment in power should stimulate growth and thereby employment in the Indian
economy. Investment in integrated townships should generate new economies of scale
and agglomeration which in turn will stimulate production and employment.
Poverty
The generation of employment through EU investments in India should lead to both
growth and employment. Employment is an effective antidote for poverty; growth also
has a poverty alleviating trickle down effect.
137
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It should be noted that this effect is not necessarily one way. To the extent that TBT and SPS issues are resolved through for
instance cooperation and assistance for Indian producers to comply, it may allow them to increase exports to the EU as
opposed to actually investing there. The latter decision will be motivated by a number of additional issues.
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Equality
The lifting or partial harmonisation of constraints associated with bilateral investment
involving India and the EU might have a beneficial impact on the Indian economy (and
on employment) but the effect on the distribution of income needs attention. Investment
from the EU into the Indian formal sector might further deepen income inequality in India
Employment in India is expected to increase, because of greater foreign direct investment
facilitated through the FTA. Yet, benefits from FDI are expected to materialise mainly in
the formal sector – especially in the short term; thus resultant trends in inequality of
income for India cannot be predicted without ambiguity.
For example, allowing FDI in power and atomic energy by the EU might have a
beneficial impact in the short run on the formal sector in India only, widening the gap
between the haves and the have-nots with the associated risk of escalating social tensions.
In the long run however, the effect is probably going to be the opposite – as the reach of
developmental activities expands, alleviation of both poverty and inequality would be
facilitated. Overall, EU investment in power and atomic energy can expand the base of
the Indian economy, facilitate more output and in the process generate more jobs in India.
Similarly, FDI by the EU in retailing implies that it would replace at least some Indian
retailing activity which is more labour-intensive than EU style retailing. On the other
hand, EU investment in integrated townships would see more industrial hubs coming up
which could potentially provide employment for many Indians including migrant labour
from villages. It is also possible that such investment by the EU might trigger similar
investment by Indian entrepreneurs who may adopt the more advanced EU models of
town planning and associated employment and output generation. Even now there are
some Indian firms like DLF, Hiranandani and Reliance which undertake the development
of integrated townships; but with the EU stepping in, more domestic firms may enter the
fray either by themselves or in partnership with firms from the EU. The entire effect of
liberalising investment in integrated townships might turn out to be substantial.
Facilitation of EU investment in the textile sector might be beneficial for India, as it has
been for Bangladesh. There would be a pro-female slant in employment generation in the
textile sector facilitated by EU investment. This should go some way to redressing the
bias against employment of women that characterises the Indian economy and society
even today.
Health
The positive impact will be through economic growth and poverty alleviation. The
negative impact will be through greater industrial production and consequently pollution
and generation of residues. In this case, EU investment in the public transport system and
nuclear power, which can be a substitute for dirty coal-based power, might have some
counteracting beneficial implications.
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Education
The FTA might lead to beneficial investment from the EU in education; though FDI in
higher education is allowed, there are a large number of constraints pertaining to syllabi
and fees. The FTA might facilitate the removal of some of these constraints.
Environmental impacts India
Atmosphere
Our simulations predict a huge positive impact on India’s national income from the
relaxation of investment constraints brought about by the EU-India FTA. Such massive
increases in income will no doubt be associated with greater resource and energy
consumption, GHG and other emissions and pollution. In such cases it is necessary to
increase resource efficiency in the Indian economy. Fortunately, the India-EU FTA does
provide India with some opportunities in this regard. Thus, increased energy consumption
should enhance emissions but EU investment in more energy-efficient technology and
public transport might lead to a decrease in emissions. Thus results are ambiguous,
although the output effect tends to dominate the technology effect.
Another potential negative ramification of EU investment relates to EU investment in
power. This can help alleviate the power deficit in India; however, if such investment is
in generation through coal, a resource in which India is abundant, additional GHG
emission might be generated. It is necessary for both India and EU to ensure that EU
investment is in the latest state of the art technologies which minimise emissions and
pollution.
A potential positive development relates to the possibility of attracting EU investment for
the development of modern public transport to India. Indian urban public transport is in
woeful shape – in most cities it is absent or non-functional; in other cities, like Mumbai, it
is overstretched and in drastic need of overhaul; in yet others, like Delhi, it is in the
process of being extended and not yet fully functional. The public transport companies
managed by the government are in a state of decay – making huge losses and failing to
provide safe and comfortable transport for the consumer.
The EU, with its experience in providing quality public transport, can fill the void. If such
investment is combined with disincentives to use passenger transport it will result in a
win-win situation for all concerned (a) high returns for investing EU firms because of
India’s high population density and rising purchasing power, (b) lower energy
expenditure by India with salutary implications for balance of payments and therefore
growth (c) lower levels of vehicular pollution and (d) lower congestion on the streets
providing relief for the commuter, time-saving, lower transaction cost and beneficial
implications for growth.
Land
If industrial production gets a boost from EU investment, then discharges of residues
from factories might increase toxicity inland. EU investment in the development of new
integrated townships can act as a conduit through which technologies for effective solid
and toxic waste disposal and recycling can be introduced and thereby disseminated in the
rest of the country. In the course of time this could act as a check on resource wastage in
production and lead to maximum effect.
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Water
Water will show the same effects as land.
Natural Resource Stocks
Greater industrial production will lead to a greater use of natural resources. However,
investments from EU might introduce new and more resource-efficient technologies.

11.5

Conclusions

European Union
Improving investment conditions may lead to more investments in stable and promising
sectors in India, which can in turn lead to EU access to cheaper inputs, cost reductions
and more efficient use of EU technologies. This may have a positive impact on
employment in the EU, especially on firms in sectors that export to India.
Impact on other social issues, such as poverty, education and equity, will be closely
linked to the employment impacts and will hence be small.
All environmental impacts of investment conditions are considered insignificant or
negligible with reference to the current EU baseline. However, the overall impact in terms
of increasing global greenhouse gas emissions needs further evaluation.
India
Constraints on Indian investment in the EU and vice-versa effectively act as non-tariff
barriers and a check on further growth in both these economies. The EU allows 100
percent FDI in all sectors but checks on investment operate in different ways: through
sanitary and phyto-sanitary barriers to exports which are necessary for Indian investment
and the lack of recognition given to certain services; note that such recognition is needed
if these services are to be provided by Indian entrepreneurs in the EU and supporting
investment is to be undertaken. In the case of investment by the EU in India, the
constraints are in the form of certain sectors such as atomic energy and retailing being
closed for investment and others such as power and development of integrated townships
not being granted automatic approval for investment.
Our simulations indicate that the removal of these constraints through the FTA will have
enormous positive implications for Indian GDP through dissemination of new
technologies, investment and employment generation. There will be positive social
implications too in the form of employment opportunities, particularly those generated for
women in the textile sector which might help to redress the general gender bias found in
Indian production relations. However, when FDI inflows from the EU is allowed in
sectors like retailing, new capital intensive forms of distribution and production might
replace earlier labour intensive forms and lead to some displacement of employed
workers. Thus, alleviation of constraints on investment will lead to both positive and
negative effects on employment.
As far as the environment is concerned, the increase in national income associated with
the alleviation of constraints will lead to increases in resource consumption, emissions
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and pollution. But in other ways EU investment in the Indian economy may curb resource
wastage and pollution: through the dissemination of technologies for solid waste disposal
and detoxification of waste and the development of quality public transport.
Table 11.4

Overall economic, social and environmental impacts for the EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

0/+/-/▲/

-- / - / 0 / + /++

0/+/-/▲/

Yes / no

L/M/H

Yes

M/H

Economic
Real income

▼/ ↕ / ?

▼/ ↕ / ?

Investment
Trade
Social
Employment & decent

0/+

--

-/+

Poverty

0/+

--

--

--

--

Equality

--

--

--

--

--

work)

Health

--

--

--

--

--

Education

--

--

--

--

--

Environmental

Table 11.7

Atmosphere

0/-/?

--

0

No

H

Land quality

0/-

-/0/+

0

Yes

L/M/H

Water quality

0/-

-- / - / + /

0

Yes / no

L/M/H

Biodiversity

0/-

-

0

Yes / no

M/H

Natural resources stock

0/-

-

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts for India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

Real income

▲

Fixed capital formation
Trade

C

D

E

-- =

Yes

H

▲

-- =

Yes

H

▲

-- =

Yes

H

▲

-- =

Yes

M

Poverty

▲

-- =

Yes

M

Equality

↕

-- =

Yes

M

Health

↕

-- =

Yes

M

Education

▲

-- =

Yes

M

Economic

Social
Employment & decent
work

Environmental
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

Atmosphere

↕

Land quality

↕

Water quality
Biodiversity
Natural resources stock

C

D

E

-- =

Yes

M

-- =

Yes

M

↕

-- =

Yes

M

↕

-- =

Yes

M

↕

-- =

Yes

M

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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12 Technical regulations for industrial products

12.1

Introduction

This chapter looks at the horizontal issue of technical regulations for industrial products
in relation to the EU-India FTA. Section 12.2 summarises the effects from the CGE
model for the general reduction of NTBs in the various scenarios of the model and
summarised what is understood by technical regulations for industrial products. Section
12.3 describes the horizontal issue of technical regulations for industrial products in India
and the EU. Section 12.4 assesses the expected economic, social and environmental
impact for the EU and India, respectively, for reduction and harmonisation of technical
regulations. The indicators used for the impact assessment are mentioned in Table 2.1.
The chapter ends with conclusions.

12.2

Summarised results from the CGE model

Technical Barriers to Trade (TBT) can include the following measures:138
•
Technical regulations and standards: specific product characteristics, such as size,
shape, design, functions, performance, labelling or packaging as well as related
process and productions standards;
•
Conformity assessment procedures confirm that a product or production fulfils the
technical requirements or standards applied in the destination country;
•
Legal metrology concerns regulatory requirement for measures and measuring
instruments; and
•
Standards-related measures, referring to all of the above terms.
These types of regulatory measures aim to achieve legitimate public policy objectives,
such as public health, safety and environmental protection. However, if applied too
strictly or incorrectly, they can also unnecessarily restrict trade, discriminate against
imports, introduce market distortions and sustain rent-seeking behaviour.139
The purpose of the WTO Agreement on Technical Barriers to Trade (TBT Agreement140)
is to: (1) assure that technical regulations, standards and conformity assessment
procedures, do not create unnecessary obstacles to international trade, while (2) leaving
Members adequate regulatory discretion to protect human, animal and plant life and
138

139
140

OECD (2007), Do Bilateral and Regional Approaches for Reducing Technical Barriers To Trade ConvergeTowards the
Multilateral Trading System?, OECD Trade Policy Working Paper No. 58, by Caroline Lesser.
OECD (2007), ibid.
This agreement came into force in 1995, and is the multilateral successor to the Standards Code, signed by 32 GATT
contracting parties at the conclusion of the Tokyo Round of Trade Negotiations, in 1979.
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health, national security, the environment, consumers, and other policy interests141. The
agreement recognises countries’ rights to adopt the standards they consider appropriate.
To help ensure that this information is made available conveniently, all WTO member
governments are required to establish national enquiry points and to inform each other on
all new (or amendments to) TBT related standards/regulations, including labelling
requirements that are not based on the relevant international standards or have significant
trade effects (both positive and negative) or where no international standards/guidelines
exist – around 900 new or amended regulations are notified each year.142
The TBT Agreement for example deals, with labelling of food, drink and drugs;
packaging requirements for fresh food; packaging and labelling for dangerous chemicals
and toxic substances; regulations for electrical appliances; regulations for cordless
phones, radio equipment etc.; textiles and garments labelling; testing vehicles and
accessories; regulations for ships and ship equipment; safety regulations for toys; etc.
Reductions of TBT unilaterally or bilaterally, in a bilateral agreement, are generally not
possible. When we refer to TBT reductions, we are thinking of the harmonisation of
different rules and regulations or mutual recognition of production processes, rather than
the elimination of, for example, EU rules or regulations.
As noted in the GAR, the sectors most likely to be affected by a harmonisation of
technical regulations are those involved in the manufacturing product sectors, chemicals,
machinery, manufactures not specified elsewhere, motor vehicles and parts, and metal
products.143 Table 12.1 discusses the effects for these sectors, including the size of trading
between EU and India and estimated possible causal chain effects. Harmonisation in all
sectors can lead to lower preparation and adaptation costs from the side of the exporter,
thus leading to an increased level of trading.
Table 12.1

Sectors most affected by technical regulations for industrial products
Sectors

Likely effect

Machinery & equipment

The machinery sector is present in the value added employment and trade (GAR
Report, tables 4.2 and 4.3, page 142)) and is therefore of significant importance
for the EU and India economies in terms of output and employment. This sector
provides capital goods for most of the manufacturing industries. In terms of
modeling results, the machinery sector experiences a large increase in imports to
India, with an import expansion of between 30 and 50 percent (section 3.4.2, page
137). The EU machinery and equipment n.e.c.

144

sector has been identified as one

in which the EU has a comparative advantage.
The Machinery Directive 2006/42/EC has provided the most comprehensive
reductions of NTBs not only within the EU, but in trade with third countries. The
standard procedure is self-certification if harmonised standards are used. One of
the few more important exemptions lies in the approval of off road machinery. In

141
142
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Source: http://www.unctad.org/en/docs/edmmisc232add22_en.pdf.
OECD (2007).

143

Regulations which affect the main India – EU import markets, includr machinery, transport equipment, chemicals and textiles and clothing.

144

Source: http://ec.europa.eu/enterprise/regulation/goods/docs/single_mk_info_08/2007_5598_en.pdf.
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Sectors

Likely effect
the Indian market, the Machinery and Equipments are regulated by the Foreign
Trade (Development and Regulation) Act, 1992. Given the increase in imports,
and the importance of this sector to both economies, a harmonisation of these
regulations is expected to have an impact on trade.
This sector is extremely important to both countries in terms of trade value. It
accounts for 12.4% of India’s export value to the EU. The corresponding figure for
EU exports to India in the sector is 41.9 % (figures from % share of exports table
in GAR version 2, table 4.3, page 142).

Manufactures not

The long and short run percentage predicted change in India and EU exports in

elsewhere specified /

this sector is small but positive, indicating increased intra-industry trade (see

goods

tables A3.0.23 – A3.0.26 – GAR version 2). Yet, as effects are small, technical
regulations harmonisation is expected to have minimal impact on this sector.
This sector accounts for 31.6% of India’s export value to the EU. The
corresponding figure for EU exports to India in the sector is 33.8% (figures from %
share of exports table in GAR version 2, table 4.3, page 142).

Motor vehicles and

There are identified regulations which apply to the sector in both the EU and India.

parts

In a draft amendment (Amendment) Rules, 2008, certain clauses have been
inserted in the Indian Central Motor Vehicles Rules 1989

145

. These clauses

prescribe a number of requirements including the emission standards with respect
to gasoline/CNG/LPG and diesel vehicles covered by the Central Motor Vehicles
Rules 1989 and its subsequent amendments

146

. Another regulation which has

been raised by the United States, the European Communities and Japan

147

includes India's regulation on tyres (G/TBT/N/IND/20).
As in other sectors, EU regulations often refer to environmental and safety
standards. For example, a proposal for a Regulation of the European Parliament
and of the Council concerning type-approval requirements for the general safety of
motor vehicles (COM(2008)316). The proposal introduces new mandatory
requirements on advanced safety features

148.

The major role of harmonisation is currently being played by WP.29 under United
Nations Economic Commission for Europe (UNECE)

149

. The objective of the

WP.29 is to initiate and pursue actions aiming the harmonisation or development
of technical regulations, which may be accepted worldwide.
Given that harmonisation efforts are already in progress for this sector, an
increased level of harmonisation is expected to have some effect. The long term
increase in import of motor vehicles and parts to India should also be viewed in
the context of an expanding motor vehicle industry in India itself.

145

146

147
148
149

Central Motor Vehicle Rules (CMVR) came into force from 1989 and serious enforcement of regulations came into effect.
Vehicles being manufactured in the country have to comply with relevant Indian Standards (IS) and Automotive Industry
standards (AIS).
Source: http://www.sfs.fi/files/wtonotif/tbtnotif/ind35.doc. Relevant articles documents include: Motor Vehicle Act, 1988,
Central Motor Vehicle Rules (CMVR), 1989 Central Motor Vehicle Rules (Amendment) Rules, 2008.
Source: http://www.wto.org/english/news_e/news08_e/tbt_20march08_e.htm.
Source: http://www.sfs.fi/files/wtonotif/tbtnotif/eec206.doc.
WP.29 was established on 6th June 1952 as Working Party 29 and is presently known as the World Forum for
Harmonisation of Vehicle Regulations under the Inland Transport Committee of the United Nations Economic Commission
for Europe.
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Sectors

Likely effect
In contrast to machinery & equipment, for example, the “New Approach” does not
apply to this sector.

Metal products

There has been a relaxation of India rules and regulations of scrap metal import
(not the safety measures)

150.

The old rules said that unshredded scraps were only

permitted from suppliers who have been registered by the government. The model
result in the short and long run (see tables A3.0.23 – A3.0.26 – GAR version 2)
show a major increase for India exporters. A harmonisation of EU technical barrier
is therefore expected to have an effect.
Relevant aspects for with respect to future developments in (trade in) this sector
include recent developments in raw material markets as well as natural resources
and energy use issues.
Chemical, rubber,

The chemicals sector (including pharmaceuticals) is present in the value added

plastic products

employment and trade columns of tables 4.2 and 4.3 (GAR version 2, Page 142)
and is therefore of significant importance for the EU and India economies in terms
of output and employment. In terms of modelling results, all scenarios produce a
positive gain for EU trade / exports in the long and short run (tables A3 0.23 –
0.26). The EU export gain is relatively smaller than the India export gain.
oducts, in which the total aggregate measurement of support (AMS)

must be

The sector is important to both countries. Chemicals, Rubber and Plastics
accounts for 10.4% of India’s total exports to the EU. 9% of EU exports to India is
in chemical, rubber and plastics (figures from % share of exports table in GAR
version 2, table 4.3, page 142).
The EU chemicals industry, REACH (Registration Evaluation and Authorization of
Chemicals),

151

a non-discriminatory NTB, has been identified as leading to higher

compliance costs, also for producers which are based outside the EU.

152

The

harmonisation of these technical regulations is expected to have a larger effect on
increasing the number of Indian exports, largely because the existing standards
are generally higher in the EU than in India.
Leather

Leather, textile and clothing does not factor in the top five most important trading

Textiles & clothing

sectors between the EU and India (in terms of trade value as % of total trade
value), but it does entail a large share of employment in India.
The range of NTBs that have been known to affect India exporters include code of
ethics and rules of origin as well as labelling requirements.
As with the chemicals sector, REACH is an important NTB for this sector. While
the consequences for REACH for domestic EU firms are generally more
restrictive, non-EU producers especially from countries with lower standards
exporting to the EU – like India – are expected to be considerably impacted.

208

150

Source: http://busines-s.blogspot.com/2008/07/rules-and-regulations-gateway-of-india.html.

151

REACH includes the wide-scale testing and registration of all chemicals not yet studied, with the testing schedule drawn up according to quantities of substances.

152

Non-discriminatory NTB’s apply to foreign and domestic firms alike.
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Regarding the assessment of impacts resulting from reduction technical barriers to trade,
it must be mentioned explicitly that such “reduction” refers to a process of harmonisation
and regulatory convergences of technical regulations for industrial products between the
EU and India. This NTB reduction should thus not be interpreted as a general desirability
to remove or reduce technical standards for industrial products, as this could have severe
negative consequences for national standards in areas such as health and safety.

12.3

Horizontal dimension: main issues

12.3.1

European Union

Technical regulation for industrial products in the EU
The EU “New Approach” on technical harmonisation and standards was launched in
1985. Within the “New Approach”, standards which apply to families / groups of
products, as well as procedures for Conformity Assessments were agreed.153 Conformity
Assessments enable public authorities to ensure that products which are placed on the
market conform to the “essential requirements” expressed in the Directives, in particular
with regard to the health and safety of users and consumers. The EU also has access to
the “precautionary principle”, which enables the EU authorities to restrict or prohibit
trade in certain products in the absence of a full scientific justification, in the face of
uncertain but potential risks of severe or irreversible harm to the public health or
environment.
The European Commission highlights that its technical regulations, standards and
conformity assessment procedures rely on international standards and guides whenever
they exist. However, as of late 2006, approximately only 30 percent of European
standards were still based on international standards while other standards had already
moved beyond,154 adding to a perceived complexity of EU technical regulations for
industrial products abroad from the ongoing harmonisation process that is not yet
complete, implying some regulatory divergence at the national and community levels. In
this respect it needs to be noted though that standards are voluntarily and with respect to
CENELEC around 60% of standards are based on international standards.
Another issue identified is one of transparency. Members are encouraged to notify each
other about new technical regulations and conformity assessment procedures or
modification to existing regulations and procedures when these differ from international
standards or are likely to affect trade.155
In a global context, the UNECE (United Nations Economic Commission for Europe)
defines important sets of international standards; it, for example, has a forum for vehicle
regulations. Some of the technical regulations refer, for example to the Machinery

153 National Institute of Standards and Technology. Source: http://ts.nist.gov/Standards/Global/pg2.cfm.
154
Shortall, D. (2007), "Regulatory Reform and Market Openness: Processes to Assess Effectively the Trade and Investment
Impact of Regulation", OECD Trade Policy Working Papers, No. 48, OECD Publishing. doi:10.1787/154631866770.
155
(OECD, 2007).
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Directive, security initiatives, Pressure Equipment Directive, RAPEX, Roading
equipment regulations and environmental regulations.
Challenges for EU companies exporting to India
Technical regulations for industrial products (and horizontal issues generally) are
registered on the EU Market Access Database and serve to illustrate some of the main
issues for European exporters to India. The Bureau of Indian Standards (BIS)156 is the
National Standards Body of India dealing with all matters concerning Standardization,
Certification and Quality. Table 12.1 below outlines technical regulations for industrial
products issues relating to BIS Certification, and Labelling requirement for packaged
products.
Table 12.2

Horizontal issues logged on the Market Access Database

157

Title / Measure / Date of Complaint

Detail of Complaint

Title: BIS Certification.

India has currently enforced mandatory certification for

Measure: Standards & other technical requirements

a range of 159 products. Imports of these items are

Date: 21/12/2006

allowed only after Bureau of Indian Standards (BIS)
158

certification.
Title: Labelling requirements for packaged products

All packaged products intended for retail sale are

Measure: Registration, Documentation, Customs

subject to the provisions of the Standard of Weights

Procedures

and Measures Rules, when imported into India (Policy

Date: 21/12/2006

Circular No. 38(RE-2000)/1997-2002 dated 22nd
January 2001)

159

.

Source: Market Access Database: http://mkaccdb.eu.int/mkaccdb2/indexPubli.htm

As noted in the table above, BIS operates a product certification scheme for foreign
manufacturers. The certification scheme and labelling requirements are technical
regulations for industrial products, which indirectly increase costs to EU exporters
wishing to export to the Indian market.
For most sector groups or horizontal themes, European technical standards for industrial
products are higher in terms of health & safety measures, when comparing them to Indian
standards. As EU producers have to comply with the EU technical regulations for
industrial products, they often do not incur the additional costs of compliance in the sense
of having to adapt production modes. Whilst in some cases EU exporters find their
products automatically comply, there are some specific Indian regulations for industrial
products ensuring that compliance is still an issue for EU exporters – in addition to
procedural barriers of the certification process, for example, as mentioned above. The

156
157

158

159
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Source: http://www.bis.org.in/.
The Market Access Database is an operational tool of the European Union’s Market Access Strategy, supporting a
continuous three-way exchange of information between the EU institutions, Member States and European business.
According to Indian legislation, the applicants for BIS licences, companies have to pay application fees, processing
charges, expenses of the inspection visits from India to the EU, testing costs, annual marking fees for the licences and
licence fees. The foreign manufacturer shall set up a liaison/branch office located in India with the permission of Reserve
Bank of India, which shall meet all liabilities with respect to BIS Act, Rules and Regulations for purpose of the BIS licence.
The compliance of these is ensured before the import consignment of the commodities is cleared by Customs for home
consumption. All imported, pre-packaged commodities in particular must meet certain declarations, including name and
address of importer, month and year of packing in which the commodity is manufactured or packed or imported.
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certification process may also bring accompanying costs, which can make EU
products less competitive.
12.3.2

India

Technical regulation for industrial products in India
In recent years, the number of technical regulations and standards adopted by countries
has grown significantly. While these standards protect consumer safety, for example, the
cost of complying with different foreign technical regulations can be considerable for
producers and exporters. In general, costs arise from the translation of foreign regulations,
hiring of technical experts to explain foreign regulations, and the adjustment of
production facilities to comply with the requirements. For developing countries, like
India, these costs can be a considerable burden. Yet, once exporters achieve conformity
with the high EU-standards, for example, the benefits from market access can also be
considerable.
Regarding the transparency obligations of the TBT Agreement, the Department of
Commerce, Ministry of Commerce & Industry, is the single central government authority
responsible for all issues related to notifications (National Notifying Agency). To date
India has submitted 66 TBT notifications to the WTO. The Bureau of Indian Standards
(BIS) has been designated in India as the WTO-TBT Enquiry Point. The BIS is engaged
in standards formulation, certification, testing and related activities including standards
promotion & consumer education (see Table 12.3 above). Regarding imports, BIS
certification is necessary for 109 product(group)s before it can be imported, including
inter alia food colours & additives, electrical appliances, infant milk products, packaged
drinking & natural drinking water.
With respect to exports from India, the mandatory quality regulation is done by Export
Inspection Council for about 1000 notified products.
Challenges for Indian companies exporting to the EU
Indian exporters face more stringent standards in EU markets than the international
standards. While the EU underlines that it has a highly elaborate system of safety
standards, India perceives it as non-transparent and sometimes protectionist in nature.
According to India, there is still a lack of harmonisation in EU member countries for
several products that India exports. There are different Maximum Residue Levels (MRLs)
per member state for pesticides, drugs and other contaminants. Also, in the perception of
India, the EC often does not give sufficient transitional time for the implementation of
new standards, even though it needs to be noted that standards in the EU are not
mandatory.
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12.4

Impact assessment technical regulations for industrial products

12.4.1

EU impacts

Economic impacts EU
The process of harmonisation and regulatory convergence of technical barriers for
industrial products is likely to affect EU exports to India (mainly comprising of
machinery, transport equipment and chemicals), and Indian exports to the EU (mainly
comprising of machinery, transport equipment, chemicals and textiles and clothing). The
impacts of such TBT convergence are analysed in terms of economic indicators; real
income, investment and trade.
Assessing the impact of technical barriers for industrial product harmonisation is difficult,
one of the reasons being that the method by which this occurs can take several forms and
affect different markets in varying ways. As an example, approaches can include
increasing transparency, or stimulating harmonisation of conformity assessment
procedures.160 In terms of transparency, it has been shown that functioning, transparent
regulatory systems can have positive effects on trade and investment flows.161
Real Income and Trade
In scenario three, a reduction in the NTBs on goods, the Indian income increases by € 2.9
bn in the short term (58% of € 5.0), and € 6.7 bn in the long term (38% of 17.7 bn; see
Table 12.1). The corresponding figure for the EU is substantially less positive in the short
term, € 0.7 mln, with a negative effect on income € -1.6 mln in the long term. A reduction
in TBTs, would act as a contributing factor to these income trends, which are most likely
to have an effect on India exports entering the EU market. The sectors which are likely to
increase their exports to the EU are textiles, and perhaps in the longer run, the automotive
and chemicals sector. These sectors will compete directly with products produced in the
EU market, and thus might affect employment in relatively labour-intensive industries.
An important point is that the effect of TBT reduction will mostly depend on the amount
to which import associated costs can be reduced. Abolishment of European technical
regulations are not likely – nor desirable, to the extent that they effectively protect health
and safety and to the effect that they are applied equally to other EU trading partners.
Therefore, the effectiveness of most regulatory harmonisation or mutual recognition
efforts in TBT depend on the extent to which the time and cost incurred by Indian
importers to the EU market (and vice versa) can be reduced in practice, given the existing
standards for health and safety.
The income effect of a harmonisation of technical regulations for industrial products for
EU exporters should be seen in the context of the current EU – India export market. As an
example, 51.4% of the total EU exports to non-EU countries are in the sector Industry and
Manufactures. Of this 51.4%, only 1.8% of this is exported to India.162 Whilst a TBT
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OECD, 2007.
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Shortall, 2007.
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CEPII – CIREM (2007) Economic Analysis in Support of Bilateral and Multilateral Trade Negotiation. Economic Impact of a
Potential Free Trade Agreement (FTA) between the European Union and India.
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reduction would assist in reducing the cost of exporting to India, the relative gain for the
EU is not comparable to the Indian income gain from the increase in exports.
Changes in real income and trade are directly linked. The extent to which a harmonisation
of technical regulations for industrial products can be achieved, and how long it will take
to implement them will have a consequence on their likely impact for both India and EU.
Harmonisation of technical regulations will however, have more of an impact for Indian
exports, given the expected increase in the general trade of goods. Indian exports which
are likely to increase will be in machinery and equipment, metals, motor vehicles and
parts and electronic equipment sectors.
Investment
A reduction in TBTs would mainly have an effect on increasing trade in goods, which
could have an indirect effect on stimulating European investments in India. This is most
likely to affect automotive sector investment, inter alia due to the expanding domestic
market and its potential. Harmonisation of technical regulations could encourage the
process of specialisation and reallocation of capital, inducing increased FDI flows and
capital investment in both India and the EU, according to where their respective
comparative advantage lies. EU FDI flows to India are likely to be concentrated in
strategic sectors like automotives as well as the labour intensive industries (e.g. textiles).
Social impacts EU
Employment
Technical regulations could enhance the flow of goods by providing reassurance to
potential foreign purchasers. This may affect employment in the EU due to an increase in
imports from India. As was seen in the past, when offshoring focussed mainly on low
productive work, this may cause a shift towards more high-skilled employment in the EU.
However, if offshoring concerns medium-skilled routine functions and higher skilled
activities, this may affect employment at the sectoral level. This may lead to a
restructuring of the labour market in certain sectors of the economy, such as the
manufacturing industry.
Currently, the EU is the main trading partner for India and accounts for one fifth of total
India exports. On the other hand, imports from India account for only 1.6% of total
imports of the EU. This share has, however, been increasing over the last years. The
manufacturing industry accounts for over 50% of total exports from India to the EU. The
share in total imports in the EU is only 8%. Also the chemical industry is an important
export sector for India to the EU.
Other social issues
The impact on other social issues, such as poverty, health, education and equity, will be
closely linked to the employment impacts. Since employment effects for the EU are
expected to be small, the impacts on poverty and education will also be small.
Environmental impacts EU
This chapter summarises the key environmental impacts and themes connected to TBTs
within the India-EU FTA. Direct environmental effects that can be accounted for as
regards TBTs are similar to those of investment conditions and consist of increased
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energy consumption, the use of natural resource stocks and waste generation either in the
EU or in India, and from second order impacts of increasing air and marine transport
between the EU27 and India.
Technical regulations for industrial products can, in many cases, be considered as
environmental safeguards to protect the consumers and ecosystems. However, in global
trade, these regulations often have a TBT character. In the EU, all producers principally
have a level playing ground provided that they fulfil the technical regulations required for
products marketed in the EU27. Indian exporters to the EU need to take some regulations
into account for market entry upfront additional costs and investments. The same applies
for the EU exporters to India. Therefore, harmonisation of technical regulations would
benefit both parties of the FTA.
The overall magnitude of potential environmental impacts is related to the national
income change that, for EU27, would vary between 353 and 4409 million €, and of that
amount 0-20 percent can be attributed to NTB's like TBT and investment conditions. In
addition, the ratio of GDP's defines the magnitude of second order impacts attributable to
TBTs. Therefore, for the EU27, the monetary primary effect of harmonisation of TBT can
be considered to be insignificant, and consequently direct environmental impacts linked
to the harmonisation of TBTs are insignificant for the EU27. However, the second order
impacts, from success or failure to control and monitor that the products exported into the
EU27 fulfil the required technical regulations, can have very positive or devastating
health and environmental impacts. Fatal accidents from mechanical failures and chemical
explosions are serious potential consequences in case technical regulations are not
followed properly or regulation is missing. These second order effects arising from
breaches in technical regulations are strongest for sectors that produce manufacturing
products, like chemicals, machinery, manufactures not specified elsewhere, motor
vehicles and parts and metal products.
The assessment below is based on the EU guidelines for cross-media impacts and related
reference documents for different manufacturing sectors.163 It is assumed that no drastic
changes will happen in the manufacturing sector considered in this trade SIA.
Table 12.4

Environmental Sustainability Indicators in the EU, TBT harmonisation
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Increasing FDI and trade will consume more energy and thus increase the
direct GHG emissions in EU27. In addition, the growth in India and increasing imports from
India, and related increase in air and marine transport will increase the global GHG
emissions. Quality failures of products or accidents in the production chain would increase
the global GHG emissions. The overall magnitude of increasing emissions needs further
evaluation
Air quality: Insignificant increase in emissions of acidifying gases (NOx, SO2) and
particulate matter expected mainly due to increased air and marine transport. Quality
failures of products or accidents in the production chain would increase global emissions.

163
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European Commission, DG Joint Research Centre, European IPPC Bureau, Integrated pollution control and prevention,
Reference Document on Economics and Cross-Media Effects, July 2006, and in all 30 EU Reference Documents on Best
Available Techniques for different sectors.
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Quantity of dangerous chemicals in atmosphere: Insignificant increase in emissions of
ozone precursors (CH4, CO, NMVOC, NOx) and in overall emissions of primary particles
(PM10) and secondary particulate precursors (NOx, SO2, NH3) expected mainly due to
increased air and marine transport. Quality failures of products or accidents in production
chain would increase global emissions.
b) Land

Land use: No changes expected.
Forest: No direct changes in emission and removals from land-use, land use change and
forestry (LULUCF) expected.
Desertification: Product failures and related accidents would increase the risk for soil
quality deterioration.
Urbanisation: Insignificant increase in manufacturing, harbour and air terminal areas
expected. Product failures and related accidents would increase the risk of soil
contamination.
Natural resource stocks: Insignificant direct impact on resource use expected due to
increased energy consumption and resource use. Secondary effect of increased air and
marine transport is assessed to be slightly negative. Product failures, production losses and
related accidents would increase resource use

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative. Product failures and related accidents would
potentially impact the endangered species.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative. Second order long-term impacts of product failures
and related accidents would increase pressures on waste management, acidification,
eutrophication and ozone levels.

d) Environmental

Waste management: Insignificant increase in different waste categories expected. Second

quality

order long-term impacts of product failures and related accidents would potentially increase
release of hazardous waste directly into nature.
Energy resources: FTA related slight increase of transport fuel consumption expected.

e) Fresh and

Quantity of water use: Secondary insignificant increase expected in fresh water use and in

waste water

generation of waste water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

Atmosphere
An increase in FDI and trade volumes requires more energy and results in more
greenhouse gas emissions and other harmful emissions in the EU27. Quality failures of
products or accidents in the production chain would increase the global GHG emissions
and affect the air quality and amount of dangerous chemicals in atmosphere. The
magnitude of these second order impacts can be related to the current ratio of products
failing to meet the technical regulations and to the maximum national income gain from
this FTA for the EU27. It is assumed that the magnitude of additional CO2 emissions
would be insignificant in relation to the increase estimated for improved investment
conditions that amounted to 9.6 million tons. The net effect of TBT harmonisation on
atmosphere is considered to be negligible or uncertain.
Other environmental indicators
The net effect of TBT harmonisation on land and water quality, and on biodiversity and
natural resource stocks is considered to be negligible or uncertain. As second order risk
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impacts product failures and related accidents would increase soil quality deterioration,
soil contamination, and resource use. Similarly potential accidents would impact the
endangered species and increase pressures on waste management, acidification,
eutrophication and ozone levels by releasing hazardous waste directly into nature.

12.4.2

India impacts

Economic impacts India
Apart from adopting international standards, India has problems with the implementation
and enforcement of technical regulations for industrial products, required for regulations
to be effective. For the process of harmonisation and regulatory convergence between the
EU and India, these inefficiencies pose serious problems. Impacts can only materialise if
harmonisation is also implemented effectively.
The EU is one of the leading users of TBT measures. Indian exporters face a number of
NTBs in the form of very high standards, testing procedures, environmental
considerations, packaging requirements, and so on. Tariff liberalisations would lead to
increased levels of trade, but a parallel harmonisation of technical regulations is expected
to enhance the impact. Reduction of TBTs can have positive economic impacts in India.
Real Income and Trade
Since a large share of India’s exports to the EU constitute manufacturing products such as
textiles & clothing, leather & footwear, auto parts, chemicals, the simplification of TBT
procedures is likely to have the strongest effects on the economy. The CGE findings also
predict a positive change in national income for India in all three scenarios. The main
factor attributed to this potential changes is reduction in NTBs in the form of technical
barriers to trade and sanitary & phytosanitary measures.
The EU-India FTA, which would include an agreement on TBT would make exports
easier by simplifying procedures and reducing transaction costs for complying with
regulations/standards. It would also facilitate an exchange of information efficiently to
address the complexity of the system as the Indian government is not well positioned to
address a host of technical regulations. Further the provision of institutional mechanisms
to resolve problems and disputes would help Indian exporters. By upgrading technical
regulations for industrial products, India would have better opportunities to access
markets of other developed countries.
In manufacturing exports to the EU, the three product categories – textiles including
readymade garments, leather & leather manufactures, and chemicals & related products –
have almost a 40 percent share. The three products are likely to perform well if technical
regulations are eased further.
Investment
The impact on inward FDI may not be significant as the existing trend is towards services
and not in goods. The share of services FDI has been rising continuously in India. Among
goods only a few sectors like automobile, drugs and pharmaceuticals, chemicals and
metallurgical industries have some presence. In the CGE results it is also the impact of a
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reduction of NTBs and not the rise in FDI which will have greater impact on a potential
increase in India’s real income as a result of EU-India FTA.
Social impacts India
Employment and poverty
As regards social issues, the impact may not directly be on all the social indicators
identified in the study. The impact on poverty could be realised through increases in
exports, which may result from easing TBT barriers. Since sectors like textiles &
clothing, leather, food and agro products may benefit as a result of upgrading of technical
standards, the employment effect could be positive. These sectors are labour intensive
and EU member nations happen to be their major export destinations.
Health and other social indicators
The impact on health is likely to be more positive as these technical standards are aimed
at ensuring consumer safety. Developing countries like India can definitely improve
further on this front. Greater institutional cooperation between the EU and India would
also help Indian government officials and scientists in upgrading their skills and
knowledge on these technical standards. Concerning labour issues, the improved
technical regulations may provide better safety to workers at the place of work.
Environmental impacts India
The environmental impact of the TBT Agreement is more obvious as it aims to ensure
human safety in which application of sound environmental technology is an integral part.
India, as a developing country, has sectors like leather, textiles & clothing, agriculture
which often fail to comply with standard environmental norms. Leather in particular is a
polluting industry in India. It has been polluting one of India’s longest rivers called the
Ganga, which is the lifeline of millions of poor people of India. Upgrading technical
standards is most likely to have a positive impact on atmosphere, land, biodiversity,
environmental quality and more importantly, curb water pollution.

12.5

Conclusions

European Union
In overall terms, the economic impacts for the EU are small. Further investigations should
include investment flows being incorporated into the CGE model. It should also be
considered, that whilst the overall EU impact is small, the regional impacts may differ.
All the direct environmental impacts of technical regulation harmonisation are considered
to be negligible or insignificant. However, long -term direct and second order impacts of
success or failure to control and monitor the implementation of agreed technical
regulations need further evaluation.
Promoting harmonisation of technical regulations for industrial products will without
doubt benefit the state of the environment and the health of people both in the EU27 and
in India provided that implementation of technical regulations is adequately controlled
and monitored.
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India
In India, there is definitely a lack of awareness on technical regulations particularly
among small producers and exporters. This could be because of inadequate financial and
infrastructural facilities providing necessary training and testing facilities tour producers.
There are administrative and institutional bottlenecks resulting from inadequate domestic
reforms & a coordinated approach to deal with these issues. India also lacks adequate
skilled and knowledgeable manpower, which results from inadequate training facilities
and co-ordination. In order to help address these issues, the EU has provided technical
assistance to India in the area of TBT for example under its Trade and Investment
Development Programme (TIDP).
India is keen to seek EU assistance to upgrade its regulatory infrastructure so that it can
meet international standards. India also knows that in the EU, technical barriers are
stringent and create larger hurdles to its exports than the tariff barriers.
Table 12.5

Overall economic, social and environmental impacts for the EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

0/ +

0

0

Yes

M

Investment

+

+

+

Yes

H

Trade

+

+

+

Yes

M

-/0

0

↕

Yes

M

Economic
Real income

Social
Employment & decent
work)
Poverty

-/0

0

↕

Yes

M

Equality

--

--

--

--

--

Health
Education

0/+

0

?

?

?

--

--

--

--

--

Environmental

Table 12.6

Atmosphere

0/?

--

0

No

H

Land quality

0/?

-/0/+

0

Yes

L/M/H

Water quality

0/?

-

0

Yes / no

L/M/H

Biodiversity

0/?

-

0

Yes / no

M/H

Natural resources stock

0/?

-- / - / + /

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts for India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Real income

+

--

?

Yes

M

Fixed capital formation

0

++

0

Yes

L

Economic
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Trade

+

--

?

Yes

M

+

--

+

Yes/No

L

Social
Employment & decent
work
Poverty

+

--

+

No

L

Equality

?

++

?

No

L

Health

+

--

+

No

M

Education

?

++

?

No

L

+

--

0

No

L

Land quality

?

++

0

Yes/No

L

Water quality

+

--

0

Yes/No

M

Biodiversity

?

++

0

No

L

Natural resources stock

0

++

0

No

L

Environmental
Atmosphere

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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13 Sanitary and phyto-sanitary measures (SPS)

13.1

Introduction

This chapter looks at the importance of sanitary and phytosanitary measures in relation to
the EU-India FTA. Section 13.2 summarises the effects from the CGE model for the
general reduction of NTBs in the various scenarios of the model. Section 13.3 describes
the horizontal issue of SPS in India and the EU and sections 13.4.1 and 13.4.2 assess the
expected economic, social and environmental impact for the EU and India, respectively.
The same indicators that were used for the sectoral impact assessment are used here.
The case study in this chapter discusses SPS standards in fisheries, focusing on how SPS
standards affect Indian exports to the EU (Box 13.1). Also, a case study giving further
insights into horticulture is provided (Box Box 13.2). Overall it can be seen that both the
EU and India are very interested in SPS issues related to mutual trade flows. However,
the EU exporters are more interested in market access for processed foods (e.g. cured
hams, and different cheese products) while Indian exporters are more concerned with
primary product exports (e.g. milk powder or raw agricultural products).

13.2

Summarised results from the CGE model

SPS standards are defined by the WTO as “including all relevant laws, decrees,
regulations, requirements and procedures applied to: protect animal or plant life or health
within the territory of the Member from risks arising from i) the entry, establishment or
spread of pests, diseases, disease-carrying organisms or disease-causing organisms; ii)
additives, contaminants, toxins or disease-causing organisms in food, beverages or
feedstuffs; iii) diseases carried by animals, plants or products thereof, or from entry,
establishment or spread of pests; as well as all measures applied to prevent or limit other
damage within the territory of the Member from the entry, establishment or spread of
pests.”164
The WTO SPS Agreement determines, in short, that:
•
Member Countries are encouraged to use international standards, guidelines and
recommendations (harmonisation) but are allowed to set their own (higher) SPS
standards for food and health safety;

164

Agreement on the Application of Sanitary and Phytosanitary Measures, WTO, entered into force 1 January 1995, Annex
A:1.
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•

•
•

SPS standards should be based on scientific evidence and justification (especially
when national standards are higher than international ones) – for example through the
European Food Safety Authority (EFSA) for the EU;
SPS standards should only be applied to the extent necessary to protect human,
animal or plant life or health;
SPS standards should not arbitrarily and unjustifiably discriminate between countries
with similar conditions.

Regarding international standards, the Codex Alimentarius Commission, created by the
FAO and WTO, is one of the main organisations setting food standards and guidelines.
Others include the World Organisation of Animal Health (OIE) and the Commission on
Phytosanitary Measures (CPM) under the International Plant Protection Convention
(IPPC).
SPS standards can, by their very nature, constitute non-tariff barriers to trade, at different
levels of aggregation. As part of NTB reduction, reform and harmonisation of SPS
standards can contribute to the impacts described above. It must be clearly noted that
“reduction” of trade barriers caused by SPS standards refers to a complex and multidimensional process of harmonisation, mutual recognition, alignment and other means of
facilitating SPS standards and SPS-related procedures. SPS standards are designed to
protect consumer, animal or plant health. NTB reduction should thus not be interpreted as
a desire to remove SPS standards as such, as that could have severe negative
consequences for food safety and consumer health, but rather as a harmonisation of
systems and standards. It is clear that any outbreak of pests, contamination flues or other
diseases has large negative economic, social and environmental effects. And – contrary to
for example Technical Barriers to Trade (TBT) – SPS standards directly relate to the
human health situation and health risks that may affect people’s lives (e.g. BSE, dioxinecrisis).
Generally, SPS standards are especially relevant for the agricultural sector. However,
sectors that produce or process agricultural products like vegetable oils, animal fats, fish,
and livestock are often also subject to SPS standards also.
Table 13.1

Sectors most affected by sanitary and phytosanitary measures
Sectors

Likely effect

Processed foods

SPS standards mostly concern agricultural products and processed foods. In the
trade relations between the EU and India, the processed food sector is important.

Agriculture

SPS standards mostly concern agricultural products and processed foods. In the
trade relations between the EU and India, agricultural products are exported both
ways. Environmental effects related to SPS harmonisation affect all agricultural
sub-sectors. However, most notable second order risks of food and biosafety arise
from transport of grains, fresh or frozen fishery products and live animals.

Sub-sector:

Important for India

Fisheries

Environmental effects related to SPS harmonisation affect all agricultural subsectors. However, most notable second order risks of food and biosafety arise
from transport of grains, fresh or frozen fishery products and live animals.
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Sub-sector:

Important for India and the EU

Horticulture

SPS standards – especially the plant certification matter a lot in this sector. Also
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Sectors

Likely effect
for the EU this sector is important

Sub-sector:

Important for India

Spices

Quality and health safety standards are important in imports and exports of spices.

Sub-sector:

Important fro EU/India

Grains

Environmental effects related to SPS harmonisation affect all agricultural subsectors. However, most notable second order risks of food and biosafety arise
from transport of grains.

Sub-sector:

Important for EU.

Live animals

Environmental effects related to SPS harmonisation affect all agricultural subsectors. However, most notable second order risks of food and biosafety arise
from the transport of grains, fresh or frozen fishery products and live animals. Of
special EU concern are breeding horses (high value sport horses) and some
animals in the pet sector.

13.3

Vertical dimension: main issues in the sector

13.3.1

European Union

SPS standards in the EU
The EU is known for its high level of SPS standards to safeguard EU health and safety of
its citizens, both with a horizontal (regarding themes like hygiene across product
categories) and with a vertical dimension (regarding a specific product group). EU
citizens have (legitimately) high expectations regarding the safety and quality of their
food. Modern production systems and trade structures are now capable of providing
transparency, not only on animal health and food safety issues but also on environmental
standards of production and animal welfare. To meet these expectations and take account
of the technical progress made during the past years, the EU has undertaken an overhaul
of its food safety legislation. This reform process is now largely finished. On a few issues
however, SPS legislation still exists both at national and at Community level, which can
contribute to compliance costs and trade-restricting-effects for non-EU exporters (though
currently around 90% of legislation is estimated to be harmonised at Community level).
The food law of the European Union puts strong emphasis on process controls –
throughout the food chain, from farm to fork. The general food law supports the flow of
information and the management of quality. This philosophy reflects the demands of the
consumer and exploits the opportunities opened by technical progress. Checks on the end
products alone would not be capable of providing the same level of safety, quality and
transparency to the consumer.
Various vertical provisions apply to specific product groups, including meat products,
milk products and fish products. The measures include border inspections on all imports
from third countries. Products of animal origin (including fish) can only be imported by
countries that are on the list of approved countries of that product group. Provisions apply
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to the whole supply chain, e.g. for fishing they cover hygiene in the capture, processing,
transportation and storage.165 Also, for a wide variety of products, maximum residue
levels of certain substances are specified therein, including remainders of pesticides,
antibiotics, heavy metals and other contaminants.
An example of regulation of a horizontal theme is the set of provisions on the use of
GMOs in the food production chain – a sensitive issue in the EU.166 Two important
horizontal directives are Directive EC1829/2003 and Directive EC1830/2003 that
regulate traceability and labelling, respectively, of biotechnology food and feed.
In 2004, the total value of EU exports of products to which SPS standards are applicable
or relevant167 roughly amounted to US$ 295 billion, which is around 7% of total EU
exports. EU imports of such products amounted to US$ 358 billion, or 9% of total EU
imports.168
Challenges for European companies exporting to India
For most product groups or horizontal themes, European SPS standards are higher than
Indian standards. As EU producers have to comply with EU SPS standards just as foreign
producers of imported products do to, EU products often automatically also comply with
Indian standards, for example. However, in some cases, SPS barriers are not scientifically
supported or linked to other products which cause difficulties for EU firms exporting to
India, even though the EU standards are higher.
According to the EC’s SPS Export Database169 and comments from SPS experts, the main
SPS barriers faced at present by EU exporters when exporting to India exist in the product
groups: live bovines (albeit that the Indian market for these products is small), bovine
products and derivatives, live birds, fruit & ornamental plants, poultry and poultry meat,
live pigs and pig meat and breeding horses.
In recent years, many EU trading partners – including India, China and Brazil – have
been tightening their food safety, animal and plant health regime (for the group of
industrialised countries, this trend is the same). According to EU exporters, measures
often go beyond what is needed to protect health (with lacking scientific evidence), as
defined by the WTO SPS Agreement. The tendency to use SPS standards as disguised
protectionism instead of genuine protection is perceived to be increasing.170

165

166

167
168
169

170
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Directive 91/493/EEC and S. Henson, M. Saqib and D. Rajasenan (2004), Impact of Sanitary Measures on Exports of
Fishery Products from India: The case of Kerala, World Bank / IBRD, Agricultural and Rural Development Discussion Paper
17.
Directive 90/219/EC on the contained use of genetically modified micro-organisms; Directive 2001/18/EC on the deliberate
release into the environment of genetically modified organisms; Regulation (EC) 1829/2003 on genetically modified food
and feed; Regulation (EC) 1946/2003 on transboundary movements of genetically modified organisms.
Agricultural products like grains, vegetables cattle and fish as well as processed foods.
GTAP V7.5 (pre-release, April 2008).
European Commission, DG Trade, SPS Export Database, available at
http://madb.europa.eu/madb_barriers/indexPubli_sps.htm.
Henson, S., M. Saqib and D. Rajasenan (2004), Impact of Sanitary Measures on Exports of Fishery Products from India:
The case of Kerala, World Bank / IBRD, Agricultural and Rural Development Discussion Paper 17.
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Private standards in food safety
A relevant recent trend, both affecting the EU and India, is the emergence of private
standards in food safety. Next to (public) legislative measures regulating food safety,
private entities have now started to issue certificates on a large scale, attesting to safety of
food for consumption, for example, sustainable production processes, decent animal
treatment, etc. GLOBALGAP is an example of such a private entity, setting voluntary
standards for the certification of agricultural products worldwide.171 In fisheries, MSC
sets standards (and issues certificates) in the field of sustainable fishing (wild catch) and
seafood traceability.172 With rising health-consciousness among EU consumers173 as well
as worries over large-scale outbreaks of mad cow disease and bird flu, for example, the
demand for such certified products is growing. Apart from consumers, many large
retailers and processing companies now demand such certificates for the products they
buy from (foreign) producers.
This private demand-driven tendency towards high standards of food safety has important
implications for (trade-related) policy makers in the field of SPS standards. The margin of
action for developed and developing countries will decline, as the private standards can
pose considerable barriers to trade but mainly fall outside the public sphere of influence.
In reaction to this, policy makers are shifting towards regulation of private standardsetting processes through guidelines.

13.3.2

India

SPS standards in India
The application of SPS standards is an important facilitating factor in the expansion of
world trade, particularly in high-value perishable products. The SPS standards are
legitimate to the extent that such standards enable the effective management of risks
associated with the spread of plant and animal pests and diseases and the incidence of
microbial pathogens or contaminants in food. In the recent past, awareness regarding the
importance of health measures and fear of health hazards has shown a definite upward
trend in a developing country like India. As a result, an elaborate system of inspection
and certification has evolved over the years. This system becomes more rigorous if the
goods in question are to be sent to foreign markets. Yet imposition of more stringent SPS
standards by the developed world would definitely have some repercussions on the trade
of developing countries, including India. Some promising export-commodities for India
like coffee, pulses, spices, fruits, marine, poultry etc. may have to comply with certain
stricter rules and regulations.
In order to comply with the WTO SPS agreements, India made significant changes in its
domestic laws for protecting plant and animal health and ensuring food safety. New
legislations have been enacted and older ones were tightened. This is an encouraging
development with respect to food, health and safety standards. However, the challenge of
implementation and successful monitoring remains and still poses large challenges to
171
172
173

http://www.globalgap.org.
http://www.msc.org.
http://www.euromonitor.com/Rising_health_consciousness_boon_or_bane_for_the_frozen_food_industry.

TSIA for the EU-India FTA – Final Report

225

Indian exports. There are three different systems/laws to protect plant health, animal
health and food safety.
•
Plant Quarantine Facilities in India: Plant Quarantine regulatory measures are
operative through the "Destructive insects & pests Act, 1914 (Act 2 of 1914)" in the
country. The purpose and intent of this Act is to prevent the introduction of any
insect, fungus or other pest, which is or may be destructive to crops. The import of
agricultural commodities is presently regulated through the Plant Quarantine
(Regulation of Import into India) Order, 2003 issued under DIP Act, 1914
incorporating the provisions of New Policy on Seed Development, 1988. The
phytosanitary certification of agricultural commodities being exported is also
undertaken through the scheme as per the International Plant Protection Convention
(IPPC), 1951;
•
Livestock Importation Act, 1898 – empowers central govt. to regulate the import of
all livestock products. The sanitary import permit is issued after a detailed risk
analysis. Risk analysis done on the basis of internationally recognised scientific
principles. The conditions require pre-shipment certifications and quarantine checks
and post-import requirements. All livestock products imported into India through the
seaports or airports located at Delhi, Mumbai, Kolkata and Chennai;
•
Food and Agriculture Import Regulations: In August 2006, the Food Safety and
Standards Act was notified. The main purpose was to bring a single statute in place of
existing multiplicity of food laws, repeal Prevention of Food Adulteration Act, 1955
and establish a Food Safety and Standards Authority. The main objectives were to lay
down food standards, effectively regulate the mfg import, storage, distribution and
sale of food to ensure consumer safety and promote global trade, pool infrastructure,
manpower, testing facilities, rationalise and strengthen the existing enforcement
mechanism. While the Food Safety and Standards Authority of India has already been
set up to ensure food safety measures, problems are being encountered in
enforcement/implementation. Therefore, Govt. now intends to enforce the Act in
parts.
Under Article 7 (transparency) of the WTO SPS agreement India is obliged to institute a
single enquiry point for other WTO members that will act as a nodal agency to make all
necessary information related to sanitary and phytosanitary measures available. However,
instead of having a single enquiry point, India maintains three separate windows for plant,
animal and food safety. The Department of Health, Ministry of Health and Family
Welfare is the enquiry point for food safety related issues , while the Department of
Animal Husbandry, Dairy & Fisheries, Ministry of Agriculture is for animal health-r
elated issues and the Plant Protection, Dep. of Agriculture & Cooperation, Ministry of
Agriculture for plant health or phytosanitary issues. Also some of the regulation
developed, even though of high standard, is not based on strong scientific testing and
research. This may lead to strict SPS rules that have no shown effect for human health
and safety.
Challenges for Indian companies exporting to the EU
The EU has been a major user of SPS standards for consumer health protection reasons,
regulating imports of agriculture and primary commodities. Since the EU happens to be
an important export market of India, the Indian exporters of food and marine products do
face stringent SPS barriers while accessing EU market. The problem for Indian firms is
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that India is lacking in regulating, implementing and monitoring the same level of health
and safety standards that are applicable in the EU. Further, in areas where no international
standards exist, the WTO permits measures for individual member countries if they are
based on a risk assessment and are non-discriminatory. The EU SPS standards are based
on risk assessment and non-discriminatory in the sense that they apply equally to EU and
foreign firms. Secondly, according to the WTO, a country may implement stricter
standards if it does not find the existing protection level provided by international
standard setting bodies is high enough.
The Indian exporters are of the view that the EU is making good use of the above two
clauses in the WTO SPS agreement. The EU – for aforementioned reasons – quite often
imposes standards more stringent than those set by the international organisations such as
Codex, OIE or IPPC. These higher standards magnify compliance costs for Indian
exporters. There is also a perception among Indian exporters that many of these measures
are imposed with protectionist intent by the EU rather than with the purpose to ensure
food safety.
These differences do, however, provide an opportunity for closer cooperation in SPSrelated areas such as animal welfare. The EU-Chile FTA provides an example of how this
could be achieved. Animal welfare was included in the SPS chapter of this agreement
with the aim of ‘reaching a common understanding between the Parties concerning
animal welfare standards.’174 A clause such as this could lead to EU funds being allocated
to improve Indian veterinary services, and thereby animal welfare, as it has in the case of
the EU – Chile agreement.175
Box 13.1

Case study: Fisheries
SPS in fisheries
The fisheries sector plays an important role in the Indian economy by contributing to national income, exports,
food and nutritional security and employment generation. India is one of the largest producers of fish in the world.
The total fish production (marine and inland) has increased from 3.8 million tonnes in 1990-91 to 6.9 million
tonnes in 2006-07. The exports too increased steadily from 140,000 tonnes to 563,000 tonnes during the same
time period and the value went up from Rs.8930 million to Rs.72960 million. Fishing, aquaculture and allied
activities are reported to have provided livelihood to over 14 million persons in 2005-06.
Traditionally, Japan, the U.S. and the EU have been the three major markets of Indian fish exports. However, in
the last decade, India's fish exports have gone to other regions like United Arab Emirates, Southeast Asian
countries like Thailand, Singapore, China and Malaysia. The import situation is radically different. Initially, India
was a country where no imports were allowed. But once the borders were opened, imports quickly increased,
though the import level is still very low. India's main import is fishmeal. Another product imported from
Bangladesh is the Hilsa.
Indian exports of fish and fishery products are dominated by frozen shrimp. Over the period 1991–92 to 2000–01,
the value of shrimp exports increased by approximately 150 percent from $395.98 million to $985 million. Exports
of frozen shrimp are in two main forms, block frozen and Individually Quick Frozen (IQF). Through the period
1993–94 to 2001–02, block frozen typically accounted for 85 percent to 90 percent of total exports by volume.
Although IQF accounts for approximately only 10 percent of exports, IQF is more important for the EU and United
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Annex IV referred to in Article 89(2) of the EU – Chile Free Trade Agreement, 1045.
A similar clause is also likely to be included in the EU – Korea Free Trade Agreement.
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SPS in fisheries
States, for which it can account for 15–18 % of total frozen shrimp exports.
India has vast untapped potential which can be utilised successfully to uplift India's fish trade in the international
market. However, one of the major challenges facing exporters of fish and fishery products in developing
countries is progressively stricter food safety requirements in major industrialised countries. The findings of many
research studies suggest that exporters in a number of developing countries have experienced problems
complying with these requirements. The costs of compliance with these safety requirements can be high and in
some cases, prohibitive too.
As regards safety and hygiene requirements, the EU is the main market in which problems have occurred. The
EU lays down harmonised requirements governing hygiene in the capture, processing, transportation, and
storage of fish and fishery products. EU legislation lays down detailed requirements regarding the landing of fish,
structure of wholesale and auction markets and processing facilities (for example, construction of walls and
floors, lighting, refrigeration, ventilation, staff hygiene), processing operations, transportation, storage, packaging,
checks on finished products (including visual, organoleptic, chemical, and microbiological parameters),
laboratories, and water quality. In the case of water quality, for example, parameters are specific for microbial
pathogens, chemical contaminants, radioactivity, and various other quality indicators. These parameters are
subject to minimum levels of sampling and testing to monitor and confirm compliance.
More generally, the EU requires that fish processing facilities undertake “own checks”, which requires actions
aimed at ensuring and demonstrating compliance with standards laid down by EU legislation in accordance with
the general principles of Hazard Analysis and Critical Control Point (HACCP). Processing plants are inspected
and approved on an individual basis by a specified “Competent Authority” in the country of origin, whether an EU
Member State or a Third Country, to ensure that they comply with these requirements. The European
Commission (EC) undertakes checks to ensure that the Competent Authority undertakes this task in a
satisfactory manner and to ensure provisions of the Directive are complied with. Imports from Third Countries are
required to comply with requirements that are at least equivalent to those of the EU. Furthermore, specific import
conditions are established according to the particular health situation of that country.

Box 13.2

Case study: Horticulture in India
Horticulture sector in India
India is the second largest world producer of fruits and vegetables after China. It is the largest producer of
bananas, mangoes and guavas, the second largest producer of lemons after Mexico, the fourth largest producer
of oranges and the fifth largest producer of pineapples and papaya. In vegetables India occupies the top spot in
production of peas and the second spot in production of five important vegetables – eggplant, cauliflower,
cabbage, onion and pumpkin.
Domestic production in the horticultural sector reveals a steep upward graph. For example, production of
vegetables increased from 58.5 million tonnes in 1991 to 101.43 million tonnes in 2004, growing at an
impressive average annual rate of 4.3 percent per annum. For fruits the corresponding figures were 28.6 million
and 49.3 million – an annual average growth rate again of 4.3 percent. But the remarkable story is that of
flowers where production has almost trebled from 0.23 million tonnes to 0.66 million tonnes – a staggering
growth rate of 8.3 percent per annum. Despite this impressive growth there is cause for worry; because of poor
infrastructure around 19 percent of vegetable production and as much as 25 percent of fruit production is lost
through post harvest damage.

228

TSIA for the EU-India FTA – Final Report

The increase in production can be attributed both to increases in yield and area. The table below shows how
yields for major fruits and vegetables produced in India have changed over the period 1993-2003.

Name of Vegetable

1993 (tonnes per hectare)

2003 (tonnes per hectare)

Highest average

Brinjal

15.3

16.4

34 (Japan)

Cabbage

15.5

21.7

63 (Korea)

Cauliflower

15.2

18.5

45 (Morocco)

Okra

10.3

10.3

---

Onion

10.9

11.3

51.2 (Netherlands)

Tomato

14.3

16.2

85.7 (Portugal)

Potato

16.6

18.8

48.4 (Belgium)

Apple

6.3

7.6

37.8 (France)

Banana

27.6

27.8

52.5 (Costa Rica)

Orange

8.9

6.8

35.4 (USA)

Mango

8.3

6.0

---

Grapes

18.1

25.5

---

yield

Name of Fruit

Source: Mittal, 2007
Almost all vegetables show an increase in productivity. However, the greatest percentage increase is shown by
cabbage (40 percent) followed by cauliflower (20 percent) whereas okra and onion have exhibited almost static
yields. Fruits show even wider variation: the yield of grapes increased by around 40 percent in 1993-2003, of
apples by around 20 percent in the same period whereas oranges and mangoes showed significant declines of
around 25 percent each. In general the trend is of an increase in the yield of vegetables while in the case of
fruits the direction of change varies from crop to crop.
What is also interesting is that in the case of both fruits and vegetables the difference between highest average
country yield and the Indian yield is considerable. For example, in India the yield of cauliflower in 2003 was 18.5
tonnes per hectare which is just 40 percent of the Morrocan yield. Similarly, in the case of apples the Indian
yield of 7.6 tonnes per hectare is just around 20 percent of the French yield. Such wide margins imply
considerable room for improvement. When accompanied by development in post harvest storage and
transportation, this can increase the contribution of horticulture to trade and foreign exchange earnings
manifold.
Area too has made a significant contribution to the increase in production of fruits and vegetables; area under
vegetables is projected to increase from 5.82 million hectares in 1999-00 to 6.49 million hectares in 2010-11, an
increase of around 10 percent in a scenario in which there has been a slight decrease in cultivated area.
Horticultural products have now also become an important component of trade with production embodying a
much greater variety (see Mittal, 2007). Over 1991-2005 apple exports multiplied seven fold in quantity and
around 14 times in nominal value; in the case of bananas there was a forty fold increase in quantity and a 200
fold increase in nominal value; mango exports trebled in quantity though a fall in prices implied that nominal
value only doubled; guavas showed a 15 fold increase in quantity and 30 fold increase in nominal value. In 1991
the total exports of fruits amounted to 10.2 billion Rs. (approximately 1 billion dollars at PPP) whereas in 2005
the nominal value was 34 billion Rs (or around 3 billion dollars at PPP). The rise in nominal value of around 240
percent is accounted for to a large extent by an inflation of about 150 percent in this 14 year period. But it still
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implies an increase in real incomes from horticultural exports by around 90 percent or at 4.6 percent per annum.
While the growth in exports of horticultural products has been impressive it has to be kept in mind that the initial
base was low. In absolute terms and relative to world leaders in horticultural exports the levels are still not high.
For example, in 2004 US exports of horticultural products were valued at around 12 billion dollars which was
four times the Indian level in 2005. Indian production and exports of horticultural products suffer due to three
major factors: poor infrastructure, especially in storage and transportation, yields which are much lower than
that of the country leaders in various horticultural products and the huge difference between international prices
of horticultural products and prices at the Indian farm gate. With the implementation of suitable measures, India
can be a world leader in horticultural exports.
In order for Indian horticultural exports to the EU to rise, from an EU perspective it is important that the products
comply with EU food safety standards. This includes both government regulations and private sector standards.
This is clearly recognised in India: for example, the private sector standard Eurepgap (Good Agricultural
Practice Certification from the Euro retailer Produce Working Group) recorded a large increase in the number of
accreditations in India in 2007, making it the country with the second largest number of accreditations in the
Asia Pacific region. This can on the one hand be explained by the increased demand for Indian horticultural
products in Europe (20 percent increase in demand in 2006), while at the same time India recognises the EU as
an important market as prices are usually better than in other export destinations.
The EU-India FTA will give a further boost to India’s horticultural exports to the EU. In addition, the rising trend
of EU investments in the India horticultural sector is also likely to be facilitated by the EU-India FTA. Agreement
on issues like quality and food safety standards (e.g. through mutual recognition of testing and lab facilities or
EU support to these facilities), would be of particular importance for the sector. The EU and India already cooperate in the EU-India Trade and Investment Development Programme (TIDP) on SPS by upgrading Indian
food laboratories and testing facilities so that they are able to provide certifications for export to Europe. The EU
is also directly supporting India’s rural development, and has for example supported a project on horticulture
Development in Kerala, which covers all aspects of production and marketing, from supply of seeds to postharvest processing. Although this kind of programmes is not focused on trade, but rather on the development of
the sector more general, they will also improve India’s trade position in the sector.

13.4

Impact assessment SPS

13.4.1

EU impacts

Economic impacts EU
The economic impact of lowering trade barriers caused by SPS standards – i.e.
harmonisation – is expected to have a small effect for the EU. The income effects from
NTB reduction under the EU-India FTA are generally low for the EU. In addition, EU
exports of SPS related products only make up a small share of total exports to India. EU
imports from India of such products are higher and may induce some modest impacts.
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Real income and trade
In 2004, EU exports to India of products for which SPS standards are applicable or
relevant176 more or less amounted to US$ 251 million, which is less than 1% of total
exports to India. Given the small national income change attributable to NTB reduction
for the EU generally and on top of the small share of EU exports of goods affected by
SPS standards to India, the direct effect of SPS measure harmonisation on EU exports is
very small, even though a limited price subduing effect may occur.
SPS harmonisation might result in bigger advantages and better access to the EU market
for India. Then, EU imports of products affected by SPS standards from India are
expected to increase. In 2004, these imports amounted to US$ 2417 million, around 7,5%
of total EU imports from India. As India is generally able to produce SPS-related
products at lower costs, this could have an indirect effect in the EU. Imports may partially
substitute local products, causing a deterioration of the position of EU producers, while
consumers may experience a higher surplus as prices are expected to be lower.
Another related indirect effect might be applicable to the EU-India trade relation. The
World Bank’s research program on SPS standards177 observes that some developing
countries have been able to turn the challenge of increasingly high food safety and
agricultural health standards into an opportunity, by specialising in the expanding market
of high-value food products. The investment required for compliance with stringent SPS
standards is estimated by the World Bank to be on average 0.5 to 5% of the multi-year
value of trade initially and then 1 to 3 % of annual sales. Yet the benefits of compliance,
while harder to compute, are estimated to outpace the costs by far, for example, if access
to the EU market, with strong demand for high-value food products, is obtained. Such a
compliance effort, were it to be executed by India, could contribute to the indirect effects
for the EU mentioned above – a slight loss in producer surplus and a gain in consumer
surplus.
Investment
Generally, investment in agriculture plays a relatively minor role – top sectors attracting
FDI inflows in India are mainly concentrated in the services sector, followed by the
manufacturing and the lastly the agricultural sector. Effects on investment resulting from
SPS-related NTB reduction are considered to be small.
A potential specialisation process of India towards high-value food products could mean
that EU outward investments in production plants and processes in India may increase, as
it would become more interesting from a cost perspective for the EU to get high standard
food products from India. Also we expect private investments to increase in case the SPS
rules and standards are sufficiently harmonised for individual firms to feel confident
enough that their produce and standards are sufficiently protected by the mutual
recognition, standards and SPS regulations in place.

176
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Agricultural products like grains, vegetables, cattle and fish, as well as processed foods.
World Bank Poverty Reduction and Economic Management Trade Unit / Agriculture and Rural Development Department
(2005), Food Safety and Agricultural Health Standards: Challenges and Opportunities for Developing Country Exports.
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Social impacts EU
Health
The most direct impact of sanitary and phytosanitary measures concerns the indicator
health. The impact, however, is hard to measure. For instance, Nolte and Raub show that
the way in which SPS standards are taken into account in a CGE model will lead to
different outcomes.178 We expect that the impact of SPS harmonisation on health will be
limited considering the current high level of SPS standards in the EU and the health
system in most European countries as well as the relatively low importance of food
imports from India for the EU. If SPS standards are harmonised under the trade
agreement, we may expect the import of food from India to increase. Whether this will
increase risk and impact overall health in the EU will also depend on the monitoring
level.
Employment
The impact of SPS measure harmonisation on employment is also hard to measure. If
SPS standards will be harmonised under the trade agreement, we may expect the import
of food from India to increase causing a slight negative impact on employment especially
in agriculture and the food industry. Another issue worth mentioning is that regulations to
ensure health and safety of food can have both a “protective” impact (i.e. benefiting
consumers or producers at risk from externalities carried by certain imports) and also a
“protectionist” one which benefit producers but hurt consumers by restricting competition
and raising prices. In the latter case in the short run there may be a “positive” impact on
employment in the EU for sectors that are affected most by SPS standards such as
agriculture and the food processing industry (see Chapter 6).
Other social issues
With regard to other social issues such as education, equality and working conditions the
impact is expected to be indirect and negligible.
Environmental impacts EU
The CGE model predicts that the national income change attributable NTB on goods
reduction for EU27 will vary between €882 million and negative value. In 2007 EU
exports of food and live animals to India were €187 million corresponding to 0.5 percent
of similar EU exports worldwide. The EU imports of food and live animals from India
were €1388 million corresponding to 2.3 percent of similar EU imports worldwide179. In
2007, the EU grain imports from India total led €1825 million and the corresponding EU
exports to India were €347 million. The current EU-India GDP ratio is about 15.3 and is
expected to be 11.1 in 2014. Therefore, for the EU27 the monetary primary effect of
removing barriers on SPS standards can be considered to be insignificant. However, the
long term health and biodiversity effects can be devastating without appropriate controls.
The effects are most notable for agricultural exports from India to the EU27. Considering
all this, the harmonisation of SPS standards above WTO commitments would be
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Stephan Nolte and Marie-Luise Raub, Food quality standards in equilibrium models: a discussion of current modelling
approaches, Humboldt University of Berlin, 2006.
Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 Aug. 2007.
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beneficial for both the EU and India. The environmental indicators that are related to SPS
standards are discussed below.180
Table 13.2

Environmental Sustainability Indicators in the EU, horizontal issue SPS
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Increased grains imports would change the EU production structure
towards animal farming and thus increase the CO2 emissions insignificantly.
Air quality: Insignificant increase in the emissions of acidifying gases (NH3, NOx, SO2)
from animal farming expected.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant increase in emissions of ozone precursors (CH4, CO, NMVOC, NOx)
from animal farming expected. No changes in overall emissions of primary particles (PM10)
and secondary particulate precursors (NOx, SO2, NH3) expected.

b) Land

Land use in agriculture: Insignificant increase in the organic farming area expected. No
changes in the cross nutrient balance expected.
Forest: Insignificant direct increase in emission and removals from land-use, land use
change and forestry (LULUCF) expected. Indirect impact of potential entry of plant diseases
and harmful pests from India to EU needs further assessment.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: Disappearance of agricultural zones, forests and semi-natural and natural
areas not expected.
Natural resource stocks: Insignificant direct impact on resource use.

c) Biodiversity

Number of species: No direct impact. Secondary effects of potential entry of alien species,
uncontrolled release of GMOs into natural habitat, plant diseases and harmful pests from
India to EU needs further assessment.
Protected areas: No direct impact.
Ecosystem: No direct impact. Secondary effects of potential entry of alien species,
uncontrolled release of GMOs into natural habitat, plant diseases and harmful pests from
India to EU needs further assessment.

d) Environmental
quality

Waste management: Unchanged or insignificant increase of agricultural hazardous waste
expected.
Energy resources: No direct impacts expected. Indirect impact on the share of biofuels
expected.

e) Fresh and

Quantity of water use: Insignificant increase expected.

waste water

Access to safe drinking water: No direct impact. Second order risk for water born
diseases increases insignificantly.
Water quality: No direct impact. Second order risk for water contamination increases
insignificantly.
Quantity of waste water: No direct impact.
Cleaning of waste water: Insignificant direct increase in demand for marine transport
waste water treatment. Second order risk for water contamination insignificantly increases.
Water supply: see Quantity of water use.
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In the EU the Organisation for Animal Health focuses on animal products and animal production and processing standards,
while sanitary and phytosanitary (SPS) measures are geared towards plant and crop standards of production, and further
linked to the good agricultural practise and the EU food safety acquis.
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Atmosphere
When assessing the overall impact of SPS harmonisation, it is important to recognise that
on a global scale, agriculture and deforestation contribute 26 percent to greenhouse gas
emissions.181 Moreover agriculture contributes about half of the global emissions of
nitrous oxide and methane.182 Increased agricultural imports would change the EU
production structure towards animal farming. The impact from SPS of this FTA is
considered to be insignificant. The same applies for air quality and the quantity of
dangerous chemicals in the atmosphere. However, a potential second order effect of
airborne diseases (e.g. avian flu) and impacts of pests outbreak, should not be fully
omitted.
Land quality
The SPS harmonisation of this FTA would have insignificant or no impact on the EU
land use in agriculture (assuming that grain fields would produce feed for animals) , the
cross-nutrient balance, LULUCF, desertification, urbanisation and natural resource
stocks. However, indirect impact of failed control and monitoring of SPS issues would
result in plant diseases and harmful pests from India to EU, and increase food safety
concerns of citizens.
Other environmental indicators
The net effect of SPS harmonisation on water quality, on biodiversity and on natural
resource stocks is considered to be negligible or insignificant. However, secondary effects
of potential entry of alien species, uncontrolled release of GMOs into natural habitat,
plant diseases and harmful pests from India to EU need further assessment. Another
potential second order effect requiring monitoring would be transport flows of
contaminated agricultural products with increased food safety risk. In addition, second
order risk for water contamination and water born diseases increases insignificantly.183

13.4.2

India impacts

Economic impacts India
With reduction of tariffs and dismantling of traditional barriers like quantitative
restrictions, “legitimate” trade restriction measures such as SPS are becoming
increasingly important trade distorting measures that can protect domestic producers.
The CGE modeling exercise predicts positive national income change for India under all
three scenarios. More importantly, NTB reduction (including SPS measure
harmonisation) has been identified as major contributor to this positive change in national
income as a result of the FTA. Yet, greater compliance with SPS standards have both cost
181
182

183
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Source: World development report 2008 Agriculture for Development, The World Bank, 2007.
Nitrous oxide emissions from soils (from fertiliser application and manures) and methane from enteric fermentation in
livestock production each account for about one-third of agriculture’s total non-carbon dioxide emissions and are projected
to rise. The rest of non-carbon dioxide emissions are from biomass burning, rice production, and manure management.
According to Trends in Sustainable Development; Agriculture, rural development, land, desertification and drought, United
Nations, 2008 the total number of regulatory violations in 2003-2004 from Asia to EU was 990 comprising 87% of chemical,
11% of microbiological and 3% of other violations.
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and benefit implications. There are positive economic gains if the benefits through
increase in exports exceed cost incurred on compliance.
Investments in upgrading supply chains and/or regulatory systems aimed at complying
with SPS standards can, apart from expansion of exports, induce positive returns in terms
of environmental benefits, worker safety and domestic consumer health. The perception,
sometimes prevalent in India, that SPS compliance costs exceed the related benefits is
unfortunate as it discourages needed investments and deters proactive approaches.
Emphasis is needed on such positive impacts of SPS standards for India.
Real Income and Trade
SPS standards mainly affect trade in agriculture and processed food products. However,
big economic gains may not be realised through agriculture trade which has a limited
weight in overall EU-India trade (see above). Moreover, both sides are likely to designate
most of their agriculture products to the sensitive list.
The food processing industry, however, has a vast potential in India. It is the second
largest producer of fruits and vegetables in the world. There is a huge wastage of
perishable food items in the country due to a lack of proper food processing facilities and
the level of processing is only about 2.2 per cent. India has vast potential to unleash large
scale process based farm activities to exploit the expanding export opportunities in the
EU. Another important sector from Indian export perspective to the EU is fisheries.
Certain food products such as fruits, fisheries, spices etc. may get better market access in
the EU with improved SPS compliance. Horticulture and fisheries are particularly
important in this context where a lot of wastage occurs because of a lack of a proper
supply chain. While fisheries account for 2 percent of India’s total export to EU, fruits
and vegetables have a share of 12 percent in India’s total farm products export to EU.
Both fisheries and horticulture have huge potential to increase exports to EU market. This
potential is – among others – possible because of the broad definition of the plant
certificate that includes many products. The certificate needs to be obtained first, but once
that hurdle has been taken, many products are covered by the certificate and no new
documentation for additional crops or plants needs to be obtained.
SPS is a major issue in EU-India trade relations. In this context, the EU is already
engaged in various technical assistance projects to India, including capacity building (e.g.
in laboratories) and other support to the authorities (seminars, workshops and training).
For example, under the TIDP, the EU allocated € 5.7 million to activities in the area of
TBT and SPS in India, for which activities where carried out between January 2006 and
December 2007. Some examples of capacity building as well as work packages in the
area of SPS under the TIDP include:
•
Training on EU legislation on Food Contact Materials - 30-31 October 2007;
•
Training on EU Fisheries and Aquaculture Standards - 18-20 September 2007;
•
Technical training programme for laboratory technicians in the field of diagnosis of
Avian Influenza - 16-27 July, 2007;
•
Training programme for laboratory technicians for third countries on EU regulations,
monitoring plans and analytical methods for aflatoxins & ochratoxins in food - 18-29
June 2007.
•
Strengthen laboratories for export certification and import testing (TIDP);
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Strengthen the capacity for international certification of quality management systems
(TIDP);
•
Set up SPS requirements database (TIDP);
•
Develop a system of analysis and control of residual antibiotics in aqua-cultural
hatcheries (TIDP) and;
•
Develop the Organic Certification Scheme for APEDA (TIDP);
The design of the follow-up programme to the TIDP is currently underway and is likely
to again include a component in the area of SPS.
•

In addition to these EU programmes, EU Member States have their own SPS-related
technical assistance programmes with India.
For India, technical assistance (from the EU) in harmonising its SPS standards with
international (and EU) standards can be very beneficial. The resulting impact on the
structure and modus operandi of supply chains can have a positive economic impact –
e.g. through improved compliance, increasing access and exports to European markets.
Most of the potential gains of complying with stringent SPS standards and of improved
SPS management by Indian producers are long-term. Benefits such as productivity gains,
reduced wastage, and market access in third countries may not be realised immediately.
Investment
Inward FDI in any country is largely influenced by the size of the domestic market. To
that extent India is an attractive destination for FDI in the food processing industry. India
is a country of over 1.10 billion consumers with a large untapped domestic market of
1,000 million consumers in the food processing sector and 200 million more consumers
are expected to shift to processed food by 2010. The sector has also been attracting
substantial FDI also and is among the top ten sectors getting FDI equity.
The impact of EU-India FTA may not be significant here as FDI up to 100 percent equity
is already permitted under the automatic route in food and infrastructure like food parks
and cold chains. There are many areas for investment in this sector which include mega
food parks, agri-infrastructure, supply chain aggregation, logistics and cold chain
infrastructure, fruit and vegetable products, animal products, meat and dairy, fisheries and
seafood cereals, consumer foods/ready-to-eat foods, wine and beer, machinery/packaging.
The CGE results also do not attribute any significant contribution of FDI in food
processing industry to a change in national income in the case of India.
Social impacts India
Since compliance of SPS standards directly affects the agriculture and food processing
sectors’ production, productivity and international trade, social impacts are expected.
Employment, Poverty and Equality
The agriculture and allied sectors (fisheries etc.) are a source of livelihood to a large
section of economically underprivileged population of the country. In the recent past, for
instance, the fisheries sector in India has recorded a faster growth than crop and livestock
sectors. There is apprehension that in an era of commercialisation, the poorest
participants in the segment (i.e. small-scale fishermen) would be marginalised and most
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benefits would be siphoned by the middle-income segment or the agri-business houses.
At present, only EU-certified marine plants are allowed to export to the EU. The poorest
participants in the segment are not in a position to make investment to comply with
mandatory SPS standards. Unless underprivileged fishermen, for example, are also
provided technical assistance to comply more effectively with SPS standards, they cannot
take advantage of the growing fisheries sector, resulting in an adverse impact on their
livelihood.
In other farm products too, SPS compliance (and non-compliance) can bring about
changes that may have either negative or positive impacts on the poor. Those who are
able to participate in evolving supply chains may benefit. If small farmers are operating in
suitable locations with adequate infrastructure, are included in effective producer
organisations; and have established long-term relationships with buyers, they are likely to
gain. However, integrating small farmers and producers into the supply chains is a
daunting task which is only possible through domestic policy measures only. For
instance, in dairy, India has been able to do this by successfully operationalising
cooperative dairy farming, which has helped millions of small and marginal dairy
farmers.
It is clear that if India is to increase its farm exports to the EU market, upgrading SPS
standards is indispensable. Therefore, the tightening of standards may increase off-farm
employment opportunities, especially in product cleaning, handling, processing, and
packing, and in a broad array of process controls. The terms of this employment in the
formal supply chains, although not optimal, are almost certainly better than in the
informal sector, in part because many foreign buyers are imposing labour standards.
Health
Since SPS standards are about food safety, better compliance with SPS standards will
have a positive impact on health. Public interest related to food safety is rising in India.
The FTA with the EU may help India in harmonising food laws and enforcement patterns
in the interest of public health.
Other Social Indicators
The impact of the EU-India FTA on other social indicators such as education, labour
conditions, equality, may not be direct and very significant. Export would in all
probability continue to take place from large producer which may further marginalise
small producers and less developed regions.
Environmental impacts India
Further liberalisation of trade under the EU-India FTA may increase trade in livestock
and marine products. In this respect, issues relating to animal welfare and environmental
pollution by poultry and marine units – increasingly cause concern in the EU – may also
assume significance in India, subject to pressure from importing countries like the EU.
Agriculture too poses threats to the environment if there is an excessive use of chemical
fertilisers, insecticides and pesticides. However, as a result of SPS harmonisation under
the EU-India FTA, it is unlikely that induced changes in Indian farming methods will be
very large. Agriculture in India is still only export-oriented to a small extent and a large
part of agriculture comes from the informal sector. Moreover, in India, almost 40 percent
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of the farm land is still free from the use of any kind of chemical fertilisers, pesticides and
insecticides.
Yet, increased pressure and investment to comply with SPS standards may increase
competitiveness and export-orientedness of the sectors involved. The expected increased
exports to the EU as a result of an SPS agreement in EU-India FTA will mostly concern
fisheries, horticulture, spices etc. This will cause effects on the atmosphere (increased
GHG emissions from increased transport). Also, land and water quality may be adversely
affected as a results of increased use of land for agriculture, the risk of depletion of fish
resources and increased use of pesticides, fertilizsers etc.
In contrast, closer cooperation and greater compliance to SPS standards by the relevant
Indian sectors as a result of competitive pressures from the FTA is also expected to
induce positive environmental results. This effect goes as far as SPS standards are able to
effectively protect human, animal and plant health better, e.g. by preventing pests with
severe negative impacts. In this respect, the FTA provides an opportunity. The EU-Chile
FTA provides an example of how this could be achieved. For example animal welfare
was included in the SPS chapter of this agreement with the aim of ‘reaching a common
understanding between the Parties concerning animal welfare standards.’184 A clause such
as this could also lead to EU funds being allocated to improve Indian veterinary services,
and thereby animal welfare, as it has in the case of the EU – Chile agreement.185

13.5

Conclusions

Because of a concern for and protection of food health and safety standards, the EU SPS
standards are among the highest in the world. India, is improving its SPS standards
rapidly, but still has a long way to go, especially in implementation and standards
monitoring. For the EU the potential gains in SPS standard harmonisation with India is
related to increased market access for processed food, while for Indian exporters the main
gains are expected in the export of raw agricultural materials and primary products.
European Union
Reduction of NTBs in terms of SPS measure harmonisation is expected to have only a
small economic effect for the EU in the context of the EU-India FTA. The value of EU
exports of SPS-related products is relatively low. Yet, better compliance to high (EU)
standards by India may boost EU imports from India, potentially in raw materials and
primary products. Effects on investment are considered to be negligible in the short-run
with a potential for rapid growth in the future due to private safety standards and private
investments in case sufficient levels of harmonisation are achieved.
The overall environmental impact of SPS harmonisation on EU agriculture and agriproduct trade is considered to be negligible or less insignificant in magnitude as the
overall monetary effect is insignificant. However, the second order risks on food safety,
diseases, pests and uncontrolled release of GMOs into the natural habitat require further
184
185
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Annex IV referred to in Article 89(2) of the EU – Chile Free Trade Agreement, 1045.
A similar clause is also likely to be included in the EU – Korea Free Trade Agreement.
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evaluation and monitoring and are expected to be considerable in potential. This is
because once a food crisis occurs (e.g. dioxine crisis, BSE, bird flue, pest) the economic,
social and environmental impacts are considerable. Policy needs to be designed to
minimise the chance of such occurrence.
EU firms and legislators are concerned with the ad hoc approach of the Indian
government and standard-setting bodies in imposing health and safety legislation that is
not necessarily based on scientific evidence or that applies standards in different areas
than for which the standard was originally intended. This means the EU has a short list of
products that are barred at prohibitive levels while India is focusing on a longer list where
partial access exists and more access is asked for.
India
Presently, India is in a transitional stage as far as the system of standard compliance is
concerned. Undoubtedly, there are weaknesses in India in food safety and agricultural
health management, both in the private and public sectors, which constrain productivity
and competitiveness. Such constraints will almost certainly assume greater importance in
the coming years, given trends in consumer attitudes and preferences, changes in supplychain governance and market structures, and continued advances in science and
technology. Interventions to strengthen SPS management capacities can contribute to
growth and poverty reduction by removing those constraints. The EU-India FTA can
make some positive contribution provided small farmers/producers are better equipped to
face the challenge of standards compliance.
Indian firms are concerned with the high levels of food and safety standards reflected in
the EU SPS standards and the difficulty in adhering to them – including costs for standard
upgrading. India is therefore asking the EU for more SPS support in order to upgrade its
standards more effectively and rapidly, including implementation and monitoring of these
standards. In order to improve Indian capacity in the area of SPS, the EU is also
providing considerable technical assistance including under the TIDP which has for
example contributed to a strengthening of laboratories for export certification and import
testing or improved capacity for the international certification of quality management
systems.
Table 13.3

Overall economic, social and environmental impacts in the EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

0

0

↕

Yes

M

Investment

0

-

↕

Yes

M/H

Trade

0

0

↕

Yes

M

-/0

--

+

Yes

M

-/0

--

--

--

--

Economic

Social
Employment & decent
work
Poverty
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

--

--

Equality

-/0

--

--

Health

0/+

0/+

+

--

--

--

--

--

-

--

0

No

H

Land quality

0/-

-/0/+

0

Yes

L/M/H

Water quality

0/?

-

0

Yes / no

L/M/H

0

-

0

Yes / no

M/H

0/-/?

-- / - / + /

0

Yes

M/H

Equity

Reversibility

Capacity to

Education

--

Environmental
Atmosphere

Biodiversity
Natural resources stock

Table 13.4

Overall economic, social and environmental impacts in India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Investment

0

++

0

No

M

Trade

+

--

0

Yes/no

M

+

++

0

Yes

L

+

--

+

Yes

L/M

Equality

0

++

0

Yes/No

L

Health

+

--

+

Yes

M/H

Education

0

++

0

No

L/M

-

--

0

No

H

Land quality

0/-

-/0/+

0

Yes

L/M/H

Water quality

0/?

-

0

Yes / no

L/M/H

0

-

0

Yes / no

M/H

0/-/?

-- / - / + /

0

Yes

M/H

Economic
Real income

Social
Employment & decent
work
Poverty

Environmental
Atmosphere

Biodiversity
Natural resources stock

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
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Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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14 Trade facilitation

14.1

Introduction

This chapter looks at the horizontal issue of trade facilitation in relation to the EU-India
FTA. Section 14.2 discusses briefly what falls under trade facilitation and summarises the
general effects from the CGE model for NTB reduction. Section 14.3 describes trade
facilitation issues in the EU and India. Section 14.4 then goes on to assess the impact of
trade facilitation under the EU-India FTA in terms of expected economic, social and
environmental impacts for the EU and India, respectively. Again, the indicators from
Table 2.1 are used. The chapter ends with conclusions.

14.2

Summarised results from the CGE model

As many trade barriers such as tariffs and quotas are decreasing, the importance of other
barriers to trade, especially non-tariff barriers, is increasing. Trade facilitation is one of
the ways to cut trade barriers and increase the speed and quantity of trade flows. Trade
facilitation has been defined by the WTO as:
The simplification and harmonisation of international trade procedures” where trade
procedures are the “activities, practices and formalities involved in collecting,
presenting, communicating and processing data required for the movement of goods in
international trade. 186
Hence, trade facilitation could include, for example, cutting excess “red-tape” in customs
and providing easier and better access to information about importing and exporting
regulations and how customs procedures are handled.
The impact of trade facilitation accounts for a large percentage of NTB’s. As an example,
the impact of inefficient border procedures prompted the WTO members to review,
clarify and improve existing GATT provisions. In July 2004, WTO members launched
negotiations in the area of trade facilitation.187 Many sectors are affected by trade
facilitation barriers, but especially those involved in the trade of large quantities of
products. The textiles industry is particularly affected by trade facilitation measures due
to the large quantity in physical goods, exported in containers.

186
187

WTO website.
Source: http://www.oecd.org/about/0,3347,en_2649_36363445_1_1_1_1_37431,00.html.
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14.3

Horizontal dimension: main issues

14.3.1

European Union

During the last decades, the European Union countries have made a large effort to cut
excess difficulties in trading of goods. Indeed, according to a World Bank study,188
European countries rank very highly in the world among all indicators measuring the
level of trading facilities.189 These indicators include: port efficiency, customs
environment, regulatory environment and service sector infrastructure. Port efficiency is
measured by port facilities and inland waterways and air transport environment. The
customs environment, including security measures again, is measured by the existence of
hidden import barriers and irregular extra payments and bribes and a regulatory
environment by transparency of government policies and control of corruption. Ensuring
the security of the supply chain and facilitating trade through the mutual recognition of
security measures can be important in facilitating trade.
Lately, new ICT solutions have facilitated trading significantly. The better the access is to
these services in a country, the easier it is to export and import products (also via ecommerce) because trade costs are lower. For this reason, the survey considers also the
(ICT) service sector infrastructure as a proxy for trade facilitation measures.
Large variation exists, though, between the EU Member States and especially the new
Member States do not perform as well as the old ones with respect to nearly every
indicator. For example, air transport environment at 2001 in Slovakia was the least
favourable among all the countries included in the survey.190 On the other hand, the Dutch
port systems were ranked very highly. Finland had the best position (among all countries)
in customs environment, regulatory environment and service sector infrastructure. Also
the Netherlands, Germany, UK, Denmark and Sweden ranked high with respect to nearly
every indicator. At the same time, the customs environment in Romania, Latvia, Bulgaria,
Poland and Czech Republic ranked below average (due to both hidden import barriers and
irregular extra payments and bribes). Similarly, transparency of government policies was
below the survey average in nearly half of all EU countries (including for example nearly
all new Member States).
Despite the rather high level of the European trading system, some challenges persist.
Increasing security concerns have, for example put more pressure on keeping the custom
regulations and systems fast and efficient while also safe.191 In addition, trading processes
for fresh food products, for example, could still be fastened according to a study by
SITPRO.192

188

189

190
191
192
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Wilson, Mann & Otsuki (2004), Assessing the Potential Benefit of Trade Facilitation: A Global Perspective, World Bank
Policy Research Working Paper 3224, February 2004.
http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/0,,contentMDK:21166326~
pagePK:64214825~piPK:64214943~theSitePK:469382,00.html.
The survey was done with data for 75 countries, including all OECD countries and a large number of developing countries.
Andrew Grainger, EUROPRO, 2005, http://www.tradefacilitation.org.uk/europro.
http://www.sitpro.org.uk/news/articles/snar200807a.html.
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Recently, the EU published a new modernised Customs Code and a vision of paperless
trade and customs environment, which are expected to enhance trade significantly. The
new customs code, which will come into force and be implemented soon, will:
•
Introduce the electronic lodging of customs declarations and accompanying
documents as the rule;
•
Provide for the exchange of electronic information between the national customs and
other competent authorities;
•
Promote the concept of "centralised clearance", under which authorised traders will
be able to declare goods electronically and pay their customs duties at the place
where they are established, irrespective of the Member State through which the goods
will be brought in or out of the EU customs territory or in which they will be
consumed;
•
Offer bases for the development of the 'Single Window' and 'One-Stop-Shop'
concepts, under which economic operators give information on goods to only one
contact point ('Single Window' concept), even if the data should reach different
administrations/agencies, so that controls on them for various purposes (customs,
sanitary,...) are performed at the same time and at the same place ('one-stop-shop'
concept).193
Challenges for European companies exporting to India
The Indian trading systems are functioning relatively less efficiently than the European
ones according to the World Bank study. India ranks even among the lowest countries
(=below average) in the survey with respect to nearly every indicator. Naturally, this
means that there are some difficulties for European companies trying to export to India,
but at the same time, Indian companies also suffer from the situation.
The EU and India have already made an agreement on customs co-operation and mutual
administrative assistance in customs matters (which was signed 2004). In the agreement,
the following areas are considered priorities:
•
Simplification of customs procedures including exchanges on the difficulties
encountered by the economic operators; and
•
Sharing experience and expertise to develop procedures and modern control methods
compatible with international standards and with the party's concerns.
In addition, fighting piracy and counterfeiting and reconciling the facilitation of trade and
the security of international logistical chains to face the terrorism threats, are also
priorities. The agreement also puts a mutual administrative assistance mechanism in
operation that covers information regarding activities that may result in offences within
the territory of the other party − such as incorrect customs valuation, classification or
declarations and certificates of origin, invoices, or other documents known to be, or
suspected of being, incorrect or falsified.194

193
194

http://ec.europa.eu/taxation_customs/customs/procedural_aspects/general/community_code/index_en.htm.
http://ec.europa.eu/taxation_customs/customs/policy_issues/international_customs_agreements/india/index_en.htm.
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Related to actual issues in the trading systems in India for European exporters, the EU’s
Market Access database includes information on disputes between the EU and India. The
current disputes related to trade facilitation between these two include:195
•
Occasional non-acceptance of European azo-dyes certificates for textiles and clothing
products, which can lead to substantial extra costs and destruction of shipments
especially for clothing exporters;
•
Non-acceptance of European health certificates for food products and timeconsuming extra tests in India; and
•
Automobile importing requirements and restrictions and the low number of custom
ports that can be used to import them.

14.3.2

India

There is no denying that India can further enhance its competitiveness in the global
trading environment if high transaction costs are curbed. Keeping this in mind, India has
initiated several measures to cut down its trade transaction costs. Although this is an
ongoing exercise, the efforts by India are broadly confined to implementing WTO
commitments especially in the context of Articles V, VIII and X. The GATT Article V
deals with trade in transit goods whereas Article VIII deals with issues relating to fees
and charges; import and export formalities and documentation requirements. Article X
basically deals with the publication and administration of trade regulations. The main
objective of Article X is to ensure publication of all information related to laws,
regulations, border-crossing trade, border rules and procedures for customs
administration.
GATT Article X is definitely the most important for both exporters and importers. India
has initiated several measures to ensure a speedy implementation of this Article. There
are three major agencies which are engaged in dissemination of information about traderelated rules and procedures. The key agency among these is the Central Board of Excise
and Customs (CBEC), which publishes all customs related acts, rules, regulations, tariff
details through the CBEC manual and notifications. The CBEC maintains an exhaustive
website which contains all the relevant and necessary information along with the latest
updates. The Customs Act, 1962 and Customs Tariff Act, 1975 are the two major Acts,
which guide the working of the Customs Department. The Director General of Foreign
Trade (DGFT) under the Ministry of Commerce and the Reserve Bank of India are the
other two agencies which make trade-related rules. The Foreign Trade (Development and
Regulation) Act, 1992 and Foreign Trade (Regulation) Rules 1993 are the other major
legal instruments promulgated to streamline trade in the post-reforms era.
Implementation of Article VIII also holds immense importance for India as the export and
import procedures continue to be quite cumbersome. The Kelkar Committee appointed by
the Government of India suggested remedial measures to cut down such trade transaction
costs. However, India still does not have a single administrative data set for export and
import, or a single one-time presentation to one agency. The most significant step that has
been taken is on the harmonisation of the customs code.
195
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Regarding fees and charges, while in some cases they are nominal, in other cases the
amount of fees charged is based on the c.i.f. value of goods. The issue of transit covered
under Article V may not hold much importance for India-EU trade but is a major irritant
to trade, especially within South Asia.
Besides, the Government of India has acceded to a Protocol of Amendment to the
International Convention on the Simplification and Harmonisation of Customs
Procedures popularly known as the Revised Kyoto Convention on 03.11.2005. India
became the 40th country to accede to the Protocol of Amendment. India is now under a
multilateral obligation to follow standardised procedures on customs. India was also a
signatory to the earlier convention, which was less rigorous than its revised form, which
has 121 legal provisions annexed to it.
Challenges for Indian companies exporting to the EU
The study from Ace Global (2005) commissioned by UNCTAD India and the
Government of India, identified the main trade facilitation problems which Indian
exporters face in the EU market. In the EU, clearance and detention related problems
arise particularly in agriculture and food products.
While import procedures are often very clear, precise directions and information on the
processes and procedures to be followed in case of detention are not available at the
points of detention and the treatments and methods vary considerably among entry points.
It was also reported that the simultaneous imposition of an import alert is not matched by
a simultaneous withdrawal or de-notification, but requires a specific withdrawal of the
alert status by each member state, under its own rules.

14.4

Impact assessment trade facilitation

14.4.1

EU impacts

Economic impacts EU
In general, the economic impact of trade facilitation actions for the European producers
depend on two factors: the trade facilitation efforts made in India and the trade facilitation
actions done inside the EU. As the Indian situation is relatively less favourable, most of
the expected impacts are estimated to come from trade facilitation efforts in India due to
relatively larger improvements. However, in general, according to the World Bank study,
he exports of a country improve more as a result of their own trade facilitation efforts
than those of the country to which they are exporting the products. For example, an
increase of 1% in the service sector infrastructure index of the exporting country is
estimated to increase trade by nearly 2%. Increases in any of the other trade facilitation
indicators, including security measures either by the exporter or the importer also have
positive effects on exports, but the increases are more inelastic (with less than 1% change
in trade and a 1% increase in the index).
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Real income and trade
From the CGE model results and the World Bank study results, we can estimate that trade
facilitation measures in India and the EU will have a small positive effect on the real
income in Europe in the short run and slightly negative effect in the long term. It should
be noted that these effects are very small indeed considering the total European trade
flows and the percentage changes are close to zero for most sectors. However, European
trade flows are likely to increase as a result of trade facilitation measures (in the EU and
in India), but exports from India are expected to grow significantly more than European
exports, which will result in small production shifts in the EU. The effects in the EU are
more positive (less negative) in the short term (in the long term), the more ambitious the
NTB reductions are; with scenario 1, the effects are smallest for the EU. This is due to the
point that with larger trade facilitation measures, the European exports have better access
to the Indian markets and hence the increase in European exports will be relatively larger
than with lower reduction in these NTBs. It should be noted that an NTB reduction
becomes relatively more important, the deeper the FTA.
India, again, is expected to benefit from NTB reductions (with between 50% to 72% of
the real income effects in the short run resulting from NTB reductions, i.e. including trade
facilitation measures). Part of this reduction is accounted for by trade facilitation.
Similarly, it is estimated in the World Bank study that South to North exports will
increase by 2.1-2.4% with a 1% index improvement in the regulatory environment index
of the exporter or service sector infrastructure improvements in either end. The expected
large increases of for example wearing apparel, leather products, metals not specified
elsewhere and electronic equipment imports from India are estimated to result in a cut of
some production in the EU. On the other hand, improvement in the acceptance of
European health certificates of food products and cutting custom times could facilitate
food product imports from the EU to India further (see CGE model results).
Investment
As a result of increased trade flows, European investment in India could get a little boost
as well (in line with economic theories), but this would only be a small secondary effect.
Trade facilitation measures mostly do not affect investments directly (as the measures are
directed towards “old-fashioned” trading of goods). On the other hand, fixed income
formation in the EU can be affected more by possibly increasing India investment flows
(which are likely to increase as a result of larger trading flows).
Social impacts EU
Employment
Recent research by the OECD suggests that customs and administrative procedures have
substantial effects on trade flows. 196 Although customs and administrative procedures are
necessary for the smooth application of trade and other policies, they can thicken the
borders between trading partners if the customs and administrative procedures are more
stringent than necessary or inefficient. Trade facilitation can therefore be a major factor in
increasing trade flows. In a survey from the World Bank,197 groups of countries are
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ranked according to the level of trade facilitation.198 Among the country groups
considered, OECD countries have the least number of restrictions in terms of the number
of documents, number of signatures and days at the border. India ranks lower, however,
and is among the countries that have shown a lot of progress in recent years.
In a recent study, the OECD has analysed how trade facilitation affects trade flows. They
show that all countries involved will benefit from more efficient customs and
administrative procedures, with the greatest benefits accruing to those countries with the
least efficient customs and administrative procedures. On the one hand, we expect import
from India to increase. This may cause employment to decrease, especially in sectors that
compete with India, such as the manufacturing industry, chemical sector and transport
equipment manufacturing sector. On the other hand, exports to India will increase as well.
Hence we expect employment to increase at the same time in the EU due to trade
facilitation especially in sectors that export to India, such as the manufacturing sector.
Although the share of export to India is only small considering the total export volume of
the EU.
Other social issues
The impact on other social issues, such as poverty, health, education and equity, will be
closely linked to the employment impacts. Since employment effects are expected to be
small, the impacts on poverty health and education for the EU will also be small.
Environmental impacts EU
The direct environmental impacts that can be accounted for on trade facilitation would
mainly originate from increased energy consumption and waste generation either in the
EU or in India, and from second order impacts of increasing air and marine transport
between the EU27 and India.
The screening of the environmental impacts of the FTA is based on the results of the
CGE model , and the overall magnitude of potential impacts is related to the national
income change that for EU27 would vary between € 353 and 4409 million. Global
greenhouse gas emissions will be effected by the major positive impact for India (up to
22% growth in trade). In addition, the ratio of GDPs defines the direct impact of trade
facilitation. Therefore, for the EU27, the monetary primary effect of removing barriers on
trade facilitation can be considered to be insignificant, and the related environmental
impact could be approximated to between zero and insignificant.
Table 14.1

Environmental Sustainability Indicators in the EU, Trade facilitation
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Increasing trade will consume more energy and thus increase the direct
GHG emissions. In addition, trade growth in India and increasing imports from India, and a
related increase in air and marine transport will increase the global GHG emissions. The
overall magnitude of increasing emissions needs further evaluation.

198

Hereto six metrics for customs and administrative procedures are developed, ranging from time spent at the border of the
exporter and the importer, the number of signatures necessary to export or import products, and the number of documents
needed to cross the border of the importer and exporter.
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Indicator

Specific indicator
Air quality: Insignificant increase in emissions of acidifying gases (NOx, SO2) and
particulate matter expected due to increased air and marine transport.
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to
humans); Insignificant increase in emissions of ozone precursors (CH4, CO, NMVOC, NOx)
and in overall emissions of primary particles (PM10) and secondary particulate precursors
(NOx, SO2, NH3) expected due to increased air and marine transport.

b) Land

Land use: No changes expected.
Forest: No direct changes in emission and removals from land-use, land use change and
forestry (LULUCF) expected.
Desertification: No increase in soil quality deterioration expected.
Urbanisation: Insignificant increase in harbour and air terminal area's expected.
Natural resource stocks: Insignificant direct impact on resource use expected due to
increased energy consumption. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative.

d) Environmental

Waste management: Insignificant increase in different waste categories expected.

quality

Energy resources: FTA related slight increase of transport fuel consumption expected.

e) Fresh and

Quantity of water use: Secondary insignificant increase expected in fresh water use and in

waste water

generation of waster water. Secondary effect of increased air and marine transport is
assessed to be slightly negative.

Atmosphere
An increase in trade volumes requires more energy and results in more greenhouse gas
emissions in the EU27. In addition, pressures on management of waste handling are
growing. In addition, the increasing imports from India and related increase in air and
marine transport will increase the global GHG emissions. Secondary effects of increased
air and marine transport between EU27 and India increase global emissions of transport
related pollutants affecting the air quality and amount of dangerous chemicals in the
atmosphere. The EU27 increase of CO2 emissions is assessed to be insignificant. The
magnitude of the global GHG impact originating from trade facilitation needs further
evaluation.
Natural resource stocks
Growing trade volumes would directly increase transport fuel consumption. The impact
in the EU27 will be slightly negative. In addition, an insignificant increase in the amount
of different waste categories is expected.
Other environmental indicators
Increase in trade volumes with secondary effect of increased air and marine transport will
have only an insignificantly negative impact on land and water quality, and on
biodiversity. However, even small impacts on marine ecosystems especially should not be
omitted. Pressures on urbanisation will grow due to increased trade volumes
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(insignificant increase in harbour and air terminal areas expected due to increased trade
volumes).

14.4.2

India impacts

Economic impacts India
Investment
Trade facilitation has both cost and benefit implications. Since the EU happens to be
India’s major trading partner, an agreement on trade facilitation in the bilateral FTA is
likely to be welfare enhancing. The CGE outcomes have also attributed major gains to
India as a result of NTBs reduction in which trade facilitation is the main component.
Many quantitative studies have shown that there is a positive link between trade
facilitation measures, trade flows and foreign direct investment (e.g. EU-Ukraine FTA
(2007), US-Korea FTA (2007), EU-ASEAN FTA (2008, forthcoming)). Since trade and
investment are two important elements of EU-India FTA, trade facilitation measures are
likely to have positive impacts on the overall efficiency and productivity.
Real income and trade
India mainly exports food & agricultural products, textiles & clothing, gems and
jewellery, handicraft goods to the EU market in which majority of producers and
exporters are from SMEs. Further, most of the SMEs tend to avoid exporting to those
markets where rules and regulations are complex. SPS and TBT issues are dealt with in
other chapters, but the aspects of security and customs regulations are dealt with here, as
part of trade facilitation. In developed countries where there is an increasing concern
about security, the trade transaction cost tends to be higher because of mandatory
compliance with security norms. This hurts the small traders most. If security norms are
eased and sector specific trade facilitation measures are taken, the small exporters are
likely to get better access to the EU market. With respect to customs procedures – closely
linked to security measures – delays at the border could be reduced, resulting in shorter
waiting lines and lower transport costs for products. Especially with respect to
agricultural product exports, where large numbers of fresh fruits are wasted in transport,
significant gains could be expected.
Trade facilitation has cost implications as well. Since India happens to be a large country
with more than a thousand major and minor ports, the cost is bound to be huge. However,
trade facilitation is an ongoing exercise and an integral part of the economic reform
programme, and the precise cost estimation is difficult to calculate. In a nutshell, the
benefits are definitely higher than the cost. There may be some hiccups in the short term
but the long-term benefits of trade facilitation measures are assured.
Investment
Trade facilitation is not only about removing bottlenecks at borders but behind the border
infrastructure constraints are equally important. Improving behind the border
infrastructure such as road etc. would have a positive impact on investment.
Social impacts India
Poverty and Employment
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The CGE outcomes attribute a reduction in NTBs to an increase in India’s real income.
Since positive measures on trade facilitation would help sectors like T&C, leather, food
processing, fisheries, the impact on poverty and employment is likely to be positive as
these are labour intensive sectors. However, there are both losers and gainers on the
social front as well. For example, complete containerisation and automation may lead to
massive job loss as at Indian ports. Trade facilitation is also about technology upgrading,
building and improving behind the border infrastructure such as rail and road transport,
construction of roads etc. Infrastructure development always has a positive social impact.
For a country like India where there is a huge requirement to invest in the necessary
infrastructure, the efforts are bound to create positive social externalities. One of the
major reasons for low intra-regional trade in South Asia is a lack of proper trade
facilitation, particularly in transport infrastructure.
Environmental impacts India
Again, trade facilitation measures and their environmental consequences are not directly
linked. The CGE modelling results predict that India will gain significantly in terms of a
real income increase as a result of an improvement in trade facilitation measures. This
would also have an indirect negative impact on atmosphere as increased trade may cause
more emissions because of an increase in transportation.

14.5

Conclusions

European Union
Compared to the Indian systems, the trade facilitation systems in Europe are rather
sophisticated. The most recent vision is to get all custom procedures paperless and to
provide a “Single Window” for all custom formalities.
Even though European exports will benefit from any improvements in the Indian trade
facilitation (as some complaints of the India procedures are still taking place), the effects
are expected to be rather small. A small positive effect on the real income in Europe is
expected in the short run and a slightly negative effect in the long term. European trade
flows are likely to increase as a result of trade facilitation measures (in the EU and in
India), but exports from India are expected to grow significantly more than European
exports, which will result in small production shifts in the EU. The effects in the EU are
the more positive (less negative) in the short term (in the long term) the more ambitious
the NTB reductions are; with scenario 1, the effects are the worst for the EU. The impact
on European investments to India will be very small, but Indian investments to the EU
could increase a bit more in the long term as a result of increased trade flows from India,
which often attract some other investments.
We expect the most significant employment effect in sectors that compete with India,
such as the manufacturing industry, chemical sector and transport equipment
manufacturing sector, as imports from India increase. However, exports to India may
increase as well. Although we need to take into account that export to India is relatively
small considering the total export volume of the EU.
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Overall, the environmental impacts of trade facilitation are considered insignificant or
negligible with reference to the current EU baseline. However, the overall impact in terms
of increasing global greenhouse gas emissions needs further evaluation. Direct
environmental impacts in the EU that can be accounted for trade facilitation would
mainly originate from increased energy consumption and waste generation either in the
EU or in India, and from second order impacts of increasing air and marine transport
between the EU27 and India.
India
India has been autonomously pursuing its trade facilitation programme as per the Article
V, VIII and X of GATT/WTO. India had already complied with most of the Provisions of
the Revised Kyoto Convention and had advanced much ahead of many countries in so far
as the four cardinal principles of Modern Customs Administration – Predictability,
Transparency, Legal Processes and Use of Information Technology were concerned.
Indian Customs has a systematic and detailed set of provisions contained in the Customs
Act, 1962, Rules, Regulations, Instructions and 8 Digit Tariff lines, improving the
predictability of the duty liability and the processes for the Importers, Exporters,
Passengers and movement of goods across the Borders. The government has taken several
policy measures to implement various recommendations from expert groups that were
constituted to lay out a roadmap for trade facilitation in India. The Kelkar Committee and
Working Group on Trade Facilitation constituted by the Ministry of Finance have
provided remedial measures of various problems being faced by the exporters and
importers. These measures include a periodic publication of data on dwell time,
monitoring of TF measures, enhanced automation and eventual moving on to a single
window clearance.
Undoubtedly, the trade facilitation issues inside India are more significant than those at
destinations, which is the case generally with most developing and less-developed
countries. However, the Indian traders are indicating problems relating to Article VIII and
X, even in developed countries like in the EU, therefore, indicating the need for redressal
of these experiences in the EU-India FTA negotiations.
Table 14.2

Overall economic, social and environmental impacts: EU
Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

↕

++

0

Yes

H/M

Investment

0

++

0

Yes

H/M

Trade

+

++

0

Yes

H/M

↕

+

↕

Yes

H

0

0

0

Yes

M

Economic

Social
Employment & decent
work
Poverty
Equality

0

0

0

Yes

M

Health

--

--

--

--

--
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
Education

A

B

C

D

E

--

--

--

--

--

Environmental

Table 14.3

Atmosphere

0/-/?

--

0

No

H

Land quality

0/-

-/0/+

0

Yes

L/M/H

Water quality

0/-

-

0

Yes / no

L/M/H

Biodiversity

0/-

-

0

Yes / no

M/H

Natural resources stock

0/-

-- / - / + /

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts: India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Economic
Real income

▲

--

+

Yes

H

Fixed capital formation

▲

--

+

Yes

H

Trade

▲

--

+

Yes

H

+

++

+

Yes/no

L

Social
Employment & decent
work
Poverty
Equality
Health
Education

+
+
+
?

--

+

Yes/no

L

++

?

Yes/no

L

--

+

Yes/no

L

++

?

Yes/no

L

Environmental
Atmosphere

▼

--

0

No

L

Land quality

?

--

0

Yes/No

L

Water quality

↕

--

0

Yes/No

L

Biodiversity

?
?

--

0

No

L

--

0

No

L

Natural resources stock

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
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Yes
No
L
M
H

Potential for reversibility
Irreversible
Low capacity to change
Medium capacity to change
High capacity to change
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15 Intellectual property rights (IPR)

15.1

Introduction

This chapter looks at intellectual property rights (IPR) as a horizontal issue in the trade
relations between the EU and India. Section 15.2 summarises what is understood by IPRs
and some general results from the CGE model for NTB reduction under the FTA. Section
15.3 describes the IPR system and main issues for the EU and India, respectively. Section
15.4 assesses the expected economic, social and environmental impacts for IPR
improvements and harmonisation for the EU and India and section 15.5 contains
conclusions on the chapter.

15.2

Summarised results from the CGE model

Income effects are expected to be positive for both India and the EU in the short as well
as long run. Generally, income effects – as a percentage of GDP – are expected to be
larger for India than for the EU. Also, the deeper the FTA, the larger the effects are
projected to be. For India, the long run effects are much bigger than the short- run effects,
while for the EU, this is the other way around.
Improving and providing for common rules in the area of IPR will help to reduce NTBs.
A solid and coherent IPR system in terms of legislation as well as implementation will
ease and secure doing business for foreign companies in a country and it will reduce
standard costs. Improvement of the IPR system can thus contribute to trade and
investment growth in both India and the EU.
The WTO defines intellectual property rights (IPR) as follows:199
“Intellectual property rights can be defined as the rights given to people over the
creations of their minds. They usually give the creator an exclusive right over the use of
his/her creations for a certain period of time.”
IPR can be subdivided into two categories:
1. Copyright, protecting the rights of authors of literary and artistic works as well as the
rights of performers, producers of phonograms and broadcasting organisations. 200

199
200

WTO website, at http://www.wto.org/english/tratop_e/trips_e/intel1_e.htm.
WTO website, at http://www.wto.org/english/tratop_e/trips_e/intel1_e.htm.

TSIA for the EU-India FTA – Final Report

257

2. Industrial property, including trade marks, industrial design, inventions and
geographical indications.
IPR systems affect a diverse range of sectors. Some are sectors in which innovation and
technology (and usually capital-intensity) is high and the ability for competitors to imitate
substantial. Examples are IT and computer services, finance and chemicals, including
pharmaceuticals.201 However IPR also play an important role in other sectors that are
more ‘traditional’, like music, clothing and luxury items.
The WTO Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS)
came into force on 1 January 1995. It is the most comprehensive multilateral IP
agreement, setting minimum standards for IP regulation of member nations’ legal
provisions. It covers for example copyrights, geographical indications, industrial design,
patents, trademarks and it also relates to enforcement as well as dispute resolution
procedures.
The World Intellectual Property Association (WIPO) is the UN agency dedicated to
developing an international IPR system.202 DG Internal Market is for Europe coordinating
negotiations within the WIPO.

15.3

Horizontal dimension: main issues

15.3.1

European Union

IPR system in the EU
IPR fosters innovation and investment by ensuring that the creators of new inventions,
trade marks and industrial design can reap the benefits – and the return on investments –
of their creations without the risk of competitors being able to commercially exploit
imitations of their ideas. IPR systems should strike a balance between protecting
intellectual rights on the one hand and preventing a monopoly being created for too long
on the other hand. Good IPR protection will thus promote innovation, creativity and
investment, which in turn are important stimulants for competitiveness and employment
in an economy or sector. Regarding international trade specifically, a solid and coherent
IPR system – both legislation and implementation – can contribute considerably to the
ease and security of doing business for foreign companies in a country and reduction of
standard costs.
Especially in an increasingly knowledge-based economy like the EU’s, the protection of
intellectual property is crucial. Regarding the IP category of copyrights, which is
particularly important for the information society, the copyright industry is estimated to
have contributed over €1200 billion to the EU economy. It accounted for an added value
of € 450 billion and employed 5.2 million people in 2000.203
201

OECD (2003), The Impact of Trade-Related Intellectual Property Rights on Trade and Foreign Investment in Developing
Countries, by W.G. Park.
202
WIPO website, at http://www.wipo.int/portal/index.html.en
203
EC, DG Internal market, http://ec.europa.eu/internal_market/top_layer/index_52_en.htm.
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In the context of the EU knowledge-based Single Market, the European Commission is
making special efforts in the field of intellectual property rights. Harmonisation of the
provisions of all the Members States and creating a comprehensive Community-wide IPR
protection system is ongoing. Also, fighting counterfeiting and piracy has high priority
within the EU (mostly targeting enforcement).
An important IPR instrument under the Internal Market (and a step towards
harmonisation in the EU) is Directive 2004/48/EC on the enforcement of intellectual
property rights. It determines that if Member State civil procedures are "unnecessarily
complicated or costly, or entail unreasonable time-limits or unwarranted delays", then
they can be censured before the European Court of Justice. The Directive deals with the
important subject of enforcement of provisions – rather than the provisions themselves –
and is aimed mainly at counterfeiting and piracy, requiring that Member States apply
effective, dissuasive and proportionate remedies and penalties against those engaged in
such offences. It also deals with procedural issues regarding evidence, standing,
interlocutory measures, damages, judicial publication, etc.
Main issues regarding IPR in the EU
Though considerable progress has been made (i.e. in the field of substantive copyright
law), further efforts to improve enforcement mechanisms are still needed. Whilst the EU
already has Community legislation in the area of trademarks and designs, the
harmonisation of patent law is still ongoing (despite existence of the European Patent
System under which the first patent applications were already filed in 1978204). Various
issues are complicating progress regarding a Community-wide patent. For example, the
procedural issue of the language(s) in which a Community patent needs to be translated
remains a major obstacle to agreement.205
From the perspective of EU investors, the main issues with respect to India include the
relatively weaker IPR (enforcement) system in India compared to the EU, which has a
negative effect on the ease of doing business in India for EU investors in sectors that are
highly reliant on IP protection. Counterfeiting and piracy are perceived to be the main
(mutual) problems in this respect.
A specific example of an issue that is of mutual concern to both Indian and European
investors, relates to a lack of adequate protection as required by Article 39.3 of the TRIPS
Agreement for data submitted to obtain marketing approval for pharmaceuticals and
agricultural chemical products.206 Such a lack of data protection mechanism makes the
confidential product information vulnerable to misuse and copying. This is of concern to
both the EU and India, given their respectively large (EU) and growing (India)
pharmaceutical, agricultural chemical industry.
204

Such a European patent, uder the European Patent Convention, is in fact a bundle of national level patents in designated
European states, that should be enforced at a national level..
205
EC, DG Internal market, http://ec.europa.eu/internal_market/top_layer/index_52_en.htm.
206
Article 39:3 TRIPS reads: “Members, when requiring, as a condition of approving the marketing of pharmaceutical or of
agricultural chemical products which utilize new chemical entities, the submission of undisclosed test or other data, the
origination of which involves a considerable effort, shall protect such data against unfair commercial use. In addition,
Members shall protect such data against disclosure, except where necessary to protect the public, or unless steps are
taken to ensure that the data are protected against unfair commercial use.”
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15.3.2

India

Intellectual Property Right System in India
India is in the process of establishing its statutory, administrative and judicial framework
to safeguard intellectual property rights (IPRs), whether they relate to patents,
trademarks, copyrights or industrial design. Protection of intellectual property rights is
being strengthened further in emerging areas like geographical indications and
topographies of integrated circuits. India has enacted several legislations and drafted
amendments to several existing legislations with regard to the protection of intellectual
property rights in harmony with international practices and in compliance with India’s
obligations under the TRIPS.
Major legislation on IPRs include the Trademarks Act, 1999; the Copyright
(Amendment) Act, 1999 which has been amended to protect computer programmes as
literary work; the Patent Act 1970 as amended most recently through the Patent
(Amendment) Act 2005; the Designs Act of 2000; the Semiconductors Integrated Circuits
Layout-Designs Act, 2000; a sui generis legislation for the protection of plant varieties
called the Protection of Plant Varieties and Farmers’ Rights Act, 2001 (the PVP Act); and
the Geographical Indications of Goods (Registration & Protection) Act,1999.
Additionally, necessary safeguards have been built into the IP laws, in particular in the
patent law for the protection of public interest including public health and in the PVP Act
for the protection of farmers’ right to use seeds from their own produce.
In addition to the above legislations, the Government of India has taken several measures
to streamline and strengthen the intellectual property administration system in the
country. The Department of Industrial Policy and Promotion (DIPP) is concerned with the
legislation relating to patents, trade marks, designs and geographical indications. The first
three of these are administered through the office of the Controller General of Patents,
Designs and Trade Marks (CGPDTM) and the fourthly through the Geographical
Indications Registry. An Intellectual Property Appellate Board (IPAB) has been set up at
Chennai to hear appeals against the decisions of Registrar of Trademarks, Geographical
Indications and the Controller of Patents.
Regarding the enforcement of IPR in India, civil and criminal provisions exist in various
laws for dealing with counterfeiting and piracy. The DIPP has set up an inter-ministerial
Committee to coordinate IP enforcement issues. Moreover, DIPP has taken an initiative
to generate awareness on IPR and related issues.
Key challenges faced by Indian exporters and investors
Compared to India, Europe has a longer history of IP protection and more experience in
the enforcement of IP rights. Although EU member countries support strong protection of
IPR, improvements are still possible in some Member States' legislation.
One of the main concerns of Indian exporters regards the effective enforcement of
intellectual property rights in practice. Whereas many IPR issues have already been
harmonised at Community level – e.g. in the fields of designs, trademarks, copyrights and
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enforcement procedures of IPR – harmonisation, for example in the field of patent law, is
still proceeding. This implies that Indian exporters must protect their rights in some fields
in accordance with the national IP laws of particular EU member countries. Another
obstacle is that Indian exporters doing business in the EU have to deal with differences
among Member States in the procedural issues of IP litigations; there are, for example,
variations in calls for speed, type of relief, cost and the potential drawbacks of legal
action. Choice of jurisdiction for IPR validity and infringements and the issue of where to
bring suit requires considerable knowledge and understanding of the EU system(s), which
is not always accessible to Indian firms. The language barrier is also an obstacle for
exporters dealing with various EU Members States. Yet it is hoped that the number of
IPR issues for which such problems persist will gradually decline, as EU harmonisation
in the field of IPR proceeds further and Indian exporters can, overtime, become more
acquainted with Community legislation and procedures. Suggestions from Indian civil
society to reduce these problems include a reciprocal arrangement for the recognition of
Indian geographical indicators to avoid double costs, as well as a register for well-known
Indian trademarks in the EU to provide protection for these trademarks.
One of the possible concerns for India relates to the issue of access to medicine. Even
though access is possible, due to IPR, the foreign pharmaceuticals are legally allowed to
charge higher prices in order to recuperate investment costs in R&D to develop the
medicines.
In addition to high litigation costs and attorney fees, the costs of obtaining and enforcing
patents, trademarks and GIs as well as enforcing copyrights and protecting other IP rights
in the EU, are relatively high.

15.4

Impact assessment IPR

15.4.1

EU impacts

Economic impacts EU
Real income
The maximum real income effects of NTB reduction under this FTA for the EU are
estimated to lie between -/- € 323 million (scenario 2, long run) and € 884 million
(scenario 3, short run). IPR harmonisation is just one measure which will reduce NTBs.
As mentioned above, R&D and innovation-intensive sectors such as IT and computer
services, as well as pharmaceuticals are especially affected and therefore stand to gain
significantly from an NTB reduction.
Investment and trade
With respect to trade, India stands to gain more than the EU in the long run from stronger
adherence to IPR legislation and IPR harmonisation and regulatory convergence mainly
because, content-wise, the EU system is more advanced than in India.
The OECD has investigated the role that better adherence to international IPR standards
plays in attracting FDI to developing countries. It finds that patent rights generally have a
positive but diminishing effect on FDI and trade (thus most pronounced for least
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developed countries with the weakest IPR systems), although there may be a turning
point where market powers come to prevail (for most developed countries, negative effect
then comes to prevail from granting producers too much market power).207
Regulatory convergence between the EU and India in the field of IPR (accompanied by
improved enforcement) will for the EU mainly bring benefits by reducing the economic
damage as a result of counterfeiting and piracy. Generally, the direct negative impact as a
result of IPR infringement is largest for smaller companies and SMEs, because larger
MNEs will tend to have better local market knowledge and more ability to absorb the
cost, or foregone return on investment, and compensate it across markets.208 Yet, the
indirect effect of IPR infringements – i.e. discouraging R&D expenses and the tendency
to innovate – may hit larger MNEs more, as well as eventually society at large. Thus,
regulatory convergence and improved enforcement of IPR can stimulate investment and
innovation in the EU considerably – directly and indirectly, through SMEs and MNEs.
Social impacts EU
Employment
For the EU the achievement of an Internal Market entails eliminating restrictions on the
freedom of movement and distortions of competition, while creating an environment
conducive to innovation and investment. In this context, the protection of intellectual
property is an essential element for the success of the Internal Market. The protection of
intellectual property is not only important for promoting innovation and creativity, but
also for developing employment and improving competitiveness. Under the increased
access and strengthened intellectual property regime due to the trade agreement, EU firms
may find it more advantageous to locate a subsidiary in India. This may reduce EU
exports as well as employment. The impact on employment depends among other things,
on the level of labour intensity of the business that is located in India. It may also increase
royalties and payments from the use of intellectual property and earnings from operations
in the host country.
It should also be stressed that although IPR is just one of several factors that influence
trade and FDI, it can be highly significant in certain industries and regions. The degree to
which property rights affect employment will therefore differ between sectors. Typically,
sectors where intellectual property rights are important are knowledge industries, the
pharmaceutical industry and the service sectors. In terms of employment, these industries
contribute considerably to total EU employment.
Other social issues
With regard to health and safety, imposing IPR may have an effect on product quality
which may benefit EU consumers. The industries where health and safety effects tend to
occur include: automotive, electrical components, food and drink, chemicals, toiletry and
household products, pharmaceuticals and tobacco products. For instance, in the case of
pharmaceuticals, trademark or patent-infringing products may include correct ingredients
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OECD (2003), The Impact of Trade-Related Intellectual Property Rights on Trade and Foreign Investment in Developing
Countries, by W.G. Park.
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Technopolis (2007), Effects of Counterfeiting on EU SMEs and a Review of Various Public and Private IPR Enforcement
Initiatives and Resources, at http://www.fao.org/biotech/C6doc.htm.
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in incorrect quantities or may be composed according to a wrong formula. Products can
furthermore contain non-active or even toxic ingredients. Ailments which could be
remedied by genuine products may go untreated or worsen; which could lead to death in
some cases. Most purchasers of counterfeit pharmaceuticals are likely to be completely
unaware that they have been victimised. 209 Similarly, in the automotive sector inferior
replacement parts falsely carrying the brand name of trusted manufacturers have been
problematic. Counterfeit brake pads, hydraulic hoses, engine and chassis parts,
suspension and steering components and airbag mechanisms are among the items that
have been counterfeited. In some instances the deficiencies found in these products
seriously impair the safety of vehicles.210
Environmental impacts EU
The key environmental impacts and themes connected to IPR within the India-EU FTA
are highlighted below. The direct environmental impacts are similar to those of
investment conditions but smaller in magnitude. They are related to increased energy
consumption, the use of natural resource stocks and waste generation either in the EU or
in India, and second order impacts originate from increasing air and marine transport
between the EU27 and India.
The overall magnitude of potential environmental impacts is related to the national
income change that, for EU27, would vary between € 353 and 4409 million, and, of that
amount, 0-20 percent can be attributed to NTBs like IPR and investment conditions. In
addition, the ratio of GDPs defines the magnitude of second order impacts attributable to
IPR. Therefore, for the EU27, the monetary primary effect of improving and harmonising
IPR is considered to be insignificant, and the related environmental impact zero and
insignificant. Second order long-term environmental risks should not be omitted,
although they are likely to be small.
Table 15.1

Environmental Sustainability Indicators in the EU, IPR
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: Increasing FDI and trade will consume more energy and thus increase the
direct GHG emissions in EU27. In addition, growth in India and increasing imports from
India, and the related increase in air and marine transport will increase the global GHG
emissions. The overall magnitude of increasing emissions needs further evaluation but is
not expected to be significantly large.
Air quality: Insignificant increase in emissions of acidifying gases (NOx, SO2) and
particulate matter expected mainly due to increased air and marine transport.
Quantity of dangerous chemicals in atmosphere: Insignificant increase in emissions of
ozone precursors (CH4, CO, NMVOC, NOx) and in overall emissions of primary particles
(PM10) and secondary particulate precursors (NOx, SO2, NH3) expected mainly due to
increased air and marine transport. Illegal production sites would increase the global
emissions.

b) Land

209
210

Land use: No changes expected.

OECD, The economic impact of counterfeiting and piracy, part IV. executive summary, DSTI/IND(2007)9/PART4/REV1
OECD, The economic impact of counterfeiting and piracy, part IV. executive summary, DSTI/IND(2007)9/PART4/REV1.

TSIA for the EU-India FTA – Final Report

263

Indicator

Specific indicator
Forest: No direct changes in emission and removals from land-use, land use change and
forestry (LULUCF) expected.
Desertification: Illegal production sites would increase the risk for soil quality deterioration.
Urbanisation: Insignificant increase in manufacturing, harbour and air terminal area's
expected. Illegal production sites would increase the risk for soil contamination.
Natural resource stocks: Insignificant direct impact on resource use expected due to
increased energy consumption and resource use. Secondary effect of increased air and
marine transport is assessed to be slightly negative. Second order long term impacts are
related to resource use at potential illegal production sites.

c) Biodiversity

Number of species: No direct impact. Secondary effect of increased air and marine
transport is assessed to be slightly negative. Second order long term impacts are related to
effects of possible counterfeit products and illegal effluent and waste releases on
endangered species.
Protected areas: No direct or second order impact.
Ecosystem: No direct impact. Secondary effect of increased air and marine transport is
assessed to be insignificantly negative. Second order long term impacts are related to
effects of counterfeit products and illegal effluent and waste releases on acidification,
eutrophication and ozone levels.

d) Environmental

Waste management: Insignificant increase in different waste categories is expected.

quality

Second order long-term impacts related to deposition of hazardous waste from illegal
production sites or harmful counterfeit products to existing landfills or directly in to nature.
Energy resources: FTA related slight increase of transport fuel consumption is expected. .

e) Fresh and

Quantity of water use: Secondary insignificant increase is expected in fresh water use and

waste water

in generation of waste water. Secondary effect of increased air and marine transport is
assessed to be slightly negative. Second order long term positive impacts are related to
water use and generation of waste water at illegal production sites.

Atmosphere
Breaches of IPR would potentially increase the amount of counterfeit products and illegal
production sites both in the EU and India. This would increase the global GHG emissions
and affect the air quality and amount of dangerous chemicals in the atmosphere. The
magnitude of these second order impacts can be related to the current volume of
counterfeit production entering the EU market and to the maximum national income gain
from this FTA for the EU27. It is assumed that the magnitude of additional CO2
emissions would be insignificant in relation to the increase estimated for improved
investment conditions (being relevant for IPR too) that amounted to 9.6 million tons.
However, this net effect is considered to be uncertain.
Other environmental indicators
The overall environmental impact of the harmonisation of IPR under the EU-India FTA
on the EU27 land and water quality, on biodiversity and on natural resource stocks is
considered to be insignificant or negligible. The impacts are listed in the table above. The
net effect of illegal production sites and counterfeit products is considered to be
negligible or uncertain.
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15.4.2

India impacts

Economic impacts India
The IPR regime in India has demonstrated significant growth particularly in patents and
trademarks. Yet, views differ as to the role of the IP protection regime, especially in
regard to fostering innovation technology and the industrial development of a country. IP
protection is expected to encourage innovation by rewarding the inventor, yet stronger IP
protection regimes may also inhibit the diffusion of knowledge and technology
development in countries that are technology followers. In the case of India, following
the adoption of IP laws in compliance of the TRIPS Agreement, Indian companies have
witnessed growth in the space of operations and an opportunity to develop and innovate,
particularly in the field of pharmaceuticals.
Figure 15.1

Trend of Patent Applications in India
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Source: Department of Science and Technology (DST), Government of India.

The above figure illustrates the increasing trend in patent applications which have been
filed. The number of applications has increased from 4824 in 1999-2000 to 28882 in
2006-2007. Similarly, the number of trademarks rose from only 8010 registrations in
1999-2000 to 109361 registrations in 2006-07, i.e. 13 times more.
Further technological advancement has proved to be a boon, especially backed by a
protection of new inventions. Indian IPR laws seek to protect intellectual property rights.
Consequently, the Indian private sector has started investing in research and development
(R&D) and investment has increased in the pharmaceutical and information and
technology sector, along with other sectors. Increased IPR protection has, in some ways,
benefited and encouraged the software and services companies in India to apply for
patents for their products. Nevertheless, the companies need to balance the pros and cons
of patenting and develop a complete IP strategy. Overall, improvement of the Indian IPR
regime is likely to affect growth and promote innovation that may in turn act as a source
of total factor productivity improvements. The IPR regime may also affect the inflows of
FDI, technology transfers and overall trade that might impinge on growth. Existing
impact estimates suggest that a 1% increase in the Patent Right Index211 of a country can
211

See Park, W.G. and D.C. Lippoldt (2008), “Technology Transfer and the Economic Implications of the Strengthening of
Intellectual Property Rights in Developing Countries”, OECD Trade Policy working Papers 62, OECD Trade Directorate.
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be associated with 1,3% increase in merchandise imports and 1,6% increase in the stock
of inward FDI for developing countries. 212
Social impacts India
In a developing economy like India’s, agriculture is crucial as a source of food,
employment, livelihood and culture. A productive and sustainable agricultural sector is
necessary for poverty alleviation and economic growth. In India, agriculture remains the
backbone of the economy, contributing about 21 percent to the GDP in 2006-07. Like
other countries, India has been affected by the new IPR regime introduced in pursuance
of its commitments under the WTO.
IPR regime changes influence health and poverty through access to medicines. It is
recognised that improving health is inextricably related to the challenge of addressing
widespread and growing poverty,213 as poverty and health are parts of the same vicious
cycle. The poor are especially vulnerable to major health risks and the situation is more
sensitive if they do not have access to essential medicine.
Commitments made in this FTA on IPR should therefore be construed in a way which
does not impair the capacity of both parties to promote access to medicines in line with
the relevant flexibilities built into the TRIPs agreement.
Environmental impacts India
The intersection between IPR and environmental policy has several dimensions. In India,
for example, peasant producers now cultivate some 50,000 varieties of rice, developed
through traditional practices over the millennia.214 This great variety arose from subtle
differences in soil and climatic conditions through mutation, evolution, and the deliberate
application of cultural preferences. Whether commitments relating to IPR under the FTA
would have an adverse impact on this biodiversity and the choice of farmers for
cultivation of and access to different rice varieties, requires attention and monitoring.
The improvement and harmonisation of IPR has insignificant environmental impacts.
However, the second order impacts could affect the overall ecological footprint both in
the EU27 and in India. A reduction in IPR breaches in India can reduce counterfeit
products which are dangerous to public health or the ecosystem. In addition, higher
standards of IPR and more stringent enforcement reduces illegal production sites, which
in turn means a decrease in emissions thanks to official quality and environmental
controls. This would also apply to effluents and waste streams.
Issues related to the effective implementation of access and benefit sharing regimes,
which is provided by the Convention on Biodiversity (CBD), should also be more
important. For India, with its rich biodiversity, a common strategy for sustaining
biodiversity, eliminating biopiracy and genetic drain, and ultimately ensuring crop
biosecurity, appears to be very important.
212

Lippodt, D. (2008), GEM-Science Po & OECD, IP, Rx, FDi, Trade, presentation available at http://www.stockholmnetwork.org/downloads/events/Lippoldt___Rx_2008.pdf
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15.5

Conclusions

The direct effects on EU real income are estimated to be small. The indirect effects which
will come from higher R&D investments and innovation are hard to estimate but
considered significant. The benefits forgone due to IPR infringement will directly affect
SMEs, whereas MNEs will mainly see the benefit of indirect effects.
All environmental impacts of IPR are directly linked to investment conditions and
considered here to be zero or negligible, in reference to the current EU baseline since they
are already summarised for the investment conditions. Hence we avoid the risk of double
accounting them in this trade SIA. However, long-term environmental risks arising from
breaches in IPR, namely, counterfeit products and illegal production sites need further
evaluation. There may be a long term positive impact if IPR is more strictly enforced.
Table 15.2

Overall economic, social and environmental impacts
Core indicator

Overall

Existing

direction

conditions

Equity

ReversibilitD

Capacity to
change

Magnitude
A

B

C

E

Real income

+

+

0

Yes / no

M

Investment

+

+

0

Yes / no

M

Trade

+

+

0

Yes / no

M

0

0

0

No

H

Poverty

0

0

0

Yes

M

Equality

0

-

0

no

M

Economic

Social
Employment & decent
work

Health

0

0

0

Yes / no

M

Education

0

-- / - / + /

0

Yes

M/H

Environmental

Table 15.3

Atmosphere

0

--

0

No

H

Land quality

0

-/0/+

0

Yes

L/M/H

Water quality

0

-

0

Yes / no

L/M/H

Biodiversity

0

-

0

Yes / no

M/H

Natural resources stock

0

-- / - / + /

0

Yes

M/H

Equity

Reversibility

Capacity to

Overall economic, social and environmental impacts for India
Core indicator

Overall

Existing

direction

conditions

change

Magnitude
A

B

C

D

E

Economic
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Core indicator

Overall

Existing

direction

conditions

Equity

Reversibility

Capacity to
change

Magnitude
A

B

C

D

E

Real income

+

0

0

Yes / no

M

Fixed capital formation

+

0

0

Yes / no

M

Trade

+

0

0

Yes / no

M

0

+

0

No

H

Poverty

0

0

0

Yes

M

Equality

0

-

0

no

M

Health

0

-

0

Yes / no

M

Education

0

+

0

Yes

M/H

Atmosphere

0/+

-

0

No

M

Land quality

0

0

0

Yes

M

Water quality

Social
Employment & decent
work

Environmental

0 /+

-

0

Yes / no

L/M

Biodiversity

0

-

0

Yes / no

M

Natural resources stock

0

-- / - / + /

0

Yes

M

Symbols used for impact column A and C:
0
insignificant impact compared with the base situation
+
positive, less significant impact (marginally significant, in itself, to the negotiation decision)
negative, less significant impact (marginally significant, in itself, to the negotiation decision but a
potential candidate for mitigation)
▲
positive, greater significant impact (likely to be significant, in itself, to the negotiation decision)
▼
negative, greater significant impact (likely to be significant, in itself, to the negotiation decision. Merits
serious consideration for mitigation)
↕
positive and negative impacts likely to be experienced according to context
?
net effect uncertain
Additional symbols used (column B, D. E):
(--,-,0,+,++)
Existing conditions, where:
-- = Important existing stress
++ = Absence of stress
Yes
Potential for reversibility
No
Irreversible
L
Low capacity to change
M
Medium capacity to change
H
High capacity to change
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16 Assessment of impacts for the EU and India

16.1

Sustainability impact indicators

After having looked in detail at the expected economic, social and environmental impacts
for various sectors and horizontal issues for both the EU and India, this Chapter provides
a synthesis of the main expected impacts as a result of the FTA. Table 2.1, Table 2.2 and
Table 2.3 list the economic, social and environmental sustainability indicators considered
when determining the potential impact of the FTA.

16.2

Overall economic impacts of the FTA

When looking at the overall outcomes for the three scenarios as well as the detailed sector
studies and horizontal issue investigations, it is clear that the extended FTA will bring
India and the EU most economic benefits (welfare gains, production, international trade,
wage increases, productivity increases).

16.2.1

Real income

Overall, welfare effects for India and the EU are positive and largest in the extended
FTAs, where the integration is most far-reaching. In scenario 3, India is expected to gain
€4.9bn in the short run and €17.7bn in the long run, while the EU is expected to gain
€4.4bn in the short run and €1.6bn in the long run. In percentages, this amounts to an
additional 0.3% growth for the Indian economy in the short run, and 1.6% additional
growth in the long run. For the EU, given the large economic base, the changes are too
small to lead to significant changes in percentage GDP growth.
The potential sectoral effects of the FTA on real income can be summarised as follows:
•
The impacts on real income in the EU and India stemming from the grains sector are
expected to be almost negligible. The grains sector in the EU is likely to face very
moderate decreases in output and slightly higher prices. As production of the
different types of grains differs per Member State, some regional and sub-sector level
income effects can be expected. In India, prices are expected to decrease slightly in
the short run and increase slightly again in the long run.
•
For the motor vehicles and automotives sector, effects on output are expected to be
positive for both the EU and India, especially when including FDI effects. Prices are
expected to fall, leading to positive welfare and consumer effects.
•
Output of textiles is expected to increase slightly for both the EU and India, while
prices are expected to show little change. Larger shifts of production are expected in
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•

the wearing apparel sector, where output and real income in India are expected to
increase considerably, while the EU will faces a slight decline in output. The EU is
expected to specialize further in high value-added textiles, reflected by the slight
increase in prices in the EU, while the considerable increase of Indian output can be
attributed mostly to increased volumes of lower value added products. This pattern
concords with the comparative advantages of the EU and India and is expected to
increase efficiency and welfare in the long run. The different effects for textiles and
wearing apparel might have some regional differing impacts.
Effects on real income stemming form the financial and banking sector as well as the
other business services sector depend to a large extent on the degree of successful
liberalisation and NTB reduction in these sectors. As a direct result of the FTA,
output and prices are expected to increase slightly for India (long-run), while EU
levels are not really affected. Yet, ongoing further liberalisation and investment
promotion triggered by the FTA, leading to further integration of India in the global
(financial) services markets and larger FDI flows, can have considerable indirect
positive welfare effects in the long run, for both the EU and India.

With respect to the horizontal issues, NTB reductions are expected to have the potential
to lead to considerable indirect long-term positive welfare effects. When decomposing the
direct income effects as a result of the FTA, it shows that:
•
For India the lion share of income gains in the short run come from NTB reductions
(€2.9 bn of the total €5.0 bn in scenario 3). In the long run the benefits are far larger
in absolute terms but smaller in relative terms (€6.7 bn of the total €17.7 bn in
scenario 3);
•
For the EU the gains from NTB reduction are far less pronounced, given the large
size of the economy. In the short-run, tariff liberalisations mostly account for the
modest welfare gains, while in the long run services liberalisations do.
For the EU, NTB reductionis thus expected to have less direct effects than tariff
liberalisation, whilst in the longer term indirect effects from NTB redudtions
(efficiency gains and investment potential, e.g. in services sectors) may be more
substantial. For India, the direct effects from the FTA can be substantial and are expected
to mainly stem from improved investment conditions, trade facilitation and IPR system
enhancement.

16.2.2

Fixed capital formation – Investment

Overall, increased investment flows as a result of the FTA (directly and indirectly) are
expected to have large (potential) beneficial effects. For India, the CGE model estimates
large long-run gains (€17.7bn in scenario 3), that can be explained by the fact that in the
long run the Indian capital stock is allowed to adjust towards the steady state. These
outcomes reflect the pro-competitive effect of trade as well as the increased use of
comparative advantage between the EU and India, for which investment is an important
facilitating mean. In addition, with tariff reductions the cost of investment in India falls,
while the returns to (and hence incentives for) investment improve. Overall the FTA is a
non-zero-sum game with the more extended FTA leading to larger welfare gains than the
more limited scenarios, because trade and investment reinforce each other.
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The potential sectoral effects of the FTA on investment can be summarised as follows:
•
In the motor vehicles and automotives sector, FDI is expected to account for positive
impacts on output and employment. For the EU, this would entail increased
investment in India, and possibly reallocation of production to India or other lowercost countries /regions (Central- and Eastern Europe).
•
In textiles, the process of globalisation of production according to comparative
advantage will be enforced by increased investment possibilities in the sector.
Whereas India is expected to strengthen its position in lower value-added wearing
apparel, the EU is expected to focus further on high added-value textiles. This could
lead to further investment in technology, R&D and design in the EU and more in
productive capacity in India (including by EU investors). The extent to which
potential benefits can be materialised depends also on effective NTB reduction –
especially regarding IPR protection, Rules of Origin and investment conditions.
•
As was shown by the separate FDI analysis, the impact of investment in the services
sectors can be more than considerable, especially for the Indian economy. The extent
to which such potential benefits materialize depends largely on the impact the FTA
has on further liberalisation, sector reform and integration in the global market of the
services sectors. Improvement in horizontal issues – mainly investment conditions –
will considerably affect potential FDI flows that in turn play an important role in
increasing competitiveness of the services sectors. In line with current outsourcing
and investment patterns, the potential effects can be positive for both the EU and
India, as these patterns are considered to have complementary effects.
The extent to which NTBs are reduced (horizontal issues addressed) is expected to
determine to a large extent the potential benefits from investment flows. The effects of
investment in many separate sectors depend to a large extent on horizontal issues, e.g.
investment conditions for the services sector, trade facilitation for automotives and IPR
protection for textiles. Overall, NTB reductions can be considered as an important overall
catalyst of investment flows in both the EU and India.

16.2.3

Trade

Overall, the FTA is expected to boost trade and investment flows between the EU and
India considerably. For all three scenarios of the model, there is a positive expected
percentage change in the value of exports. In the long run in scenario 3, the model
estimates a 10.3% increase in export value for India and 0.39% for the EU as a result of
the FTA.
The potential sectoral effects of the FTA on trade can be summarised as follows:
•
India is expected to increase its overall exports in all sectors analysed here in-depth:
grains, motor vehicles and automotives, textiles and wearing apparel, financial
services and other business services.
•
India is expected to import more grains (in the long run), motor vehicles and
automotives, textiles and wearing apparel and financial services.
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•

•

The EU is expected to mainly increase its overall exports in (high added-value)
textiles and in other business services. For the other sectors the effects on export are
less pronounced for the EU.
The EU is expected to import more grains (very small effect), motor vehicles and
automotives (very small effect), textiles and wearing apparel, financial services and
other business services.

These patterns show that there will be increased intra-sectoral trade (e.g. in the motor
vehicles and automotives and in the textiles and wearing apparel sectors), in line with
further specialisation according to comparative advantage and facilitation of globalisation
of production. A similar effect is observed in the services sector, where trade (and
employment) are best considered complementary.
It is finally worthwhile to note that the sectoral trade effects relate to overall trade, i.e.
changed trade flows between the EU and India, as well as changed trade flows with the
rest of the world as a result of external competitiveness effects of the FTA.

16.3

Overall social impacts of the FTA

16.3.1

Poverty

Section 5.5 thoroughly analysed the link that can be made between the FTA and
household-level poverty in India. The analysis concludes that the FTA is expected to have
moderate pro-poor effects. The reduction in the overall poverty ratio is expected to be
more pronounced in the long run than in the short run. In the long run, the procompetitiveness effects of trade as a result of the FTA are expected to lead to a slight rise
in consumer prices but also a much larger rise in income, leading to an expected drop in
poverty.
The analysis of differential impacts on rural and urban poverty reveals that for both
groups, the poverty ratio is expected to fall. It can not be determined which group is
expected to benefit relatively more from the FTA.
Given the relatively small impacts on real income in the EU (as a % of GDP) as well as
the low baseline level of poverty (compared to India) in the EU, there are no pronounced
poverty impacts expected for the EU as a result of the FTA.

16.3.2

Health

There are no significant direct effects on health expected as a result of the FTA in the EU.
With respect to (consumer) health and safety, increased international trade in e.g.
agricultural products per definition has a indirect potential risk of alien species and
diseases coming into the economy, but given the fact that the EU is likely to retain its
high level of SPS standards, this risk is minimal. Similarly, convergence in technical
regulations e.g. in the motor vehicles and automotives parts is unlikely to affect the level
of technical standards guaranteeing safety.
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In India, some general positive indirect effects on health are expected as a result of
declining poverty ratios, increased employment opportunities and increased real wages.
Along with inequality effects (section 16.3.5 below), health improvements are expected
to be relatively smaller in labour-intensive sectors where the informal market plays an
important role and where generally many female and unskilled workers participate.

16.3.3

Education

As a consequence of displacement of employment across regions and sectors, retraining is
expected to be needed both in India and – to a lesser extent – in the EU. Apart from that,
no other significant direct effects on education levels are expected in the EU.
In India, similarly as with health, some general positive indirect effects on education can
be expected from a decline in poverty rates, increased employment opportunities and
increased real wages in India. These three components may also lead to a higher demand
for education in India.
In addition, the higher demand for skilled workers (e.g. in the services sectors) and rising
wages in India are expected to have a positive effect on the incentive to attain education
and (in the long run) on enrolment and literacy rates.

16.3.4

Labour issues (including employment and decent work)

Overall, employment opportunities are expected to move across sectors both in India and
in the EU, in line with the economic effects (output, trade and investment) that move
according to comparative advantages and changes in production and investment patterns.
Increased specialisation and globalisation will also cause some reallocation of production
among regions. Finally, increased competitiveness and further investment in productivity
can induce some substitution of labour by capital.
Some potential sectoral effects of the FTA on employment can be summarised as follows:
•
In the grains sector, slight decreases in both skilled and unskilled employment are
expected (partly offset in terms of social effects by a slight increase in real income),
yet the estimates are really small and need to be interpreted with caution.
•
For the motor vehicles and automotives sector, the effects in the EU are negligible,
while for India both skilled and unskilled employment is expected to decrease slightly
if FDI is not considered. This might be a result of increased efficiency (substitution of
man-power) in the Indian sector, causing displacement of existing workers. However,
employment creation as a result of potential investments in the sector, given that
some horizontal issues are also addressed, is expected to be positive.
•
The reinforcement of the FTA of already ongoing industrial restructuring processes in
the textile and wearing apparel sector is expected to result in increased employment
opportunities in India for both skilled and unskilled workers. Especially in the
wearing apparel sector, employment growth is expected to be impressive. In addition,
it is expected that the FTA will further boost the process of past years, in which a
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liberalised trading regime ensured incremental international trade in textiles and
clothing through scaling up efficiency and productivity. This boost will further
encourage specialisation, increases in FDI inflows and efficient capital relocation,
inducing better competitiveness of India’s sector in world markets. For the EU,
employment for both skilled and unskilled workers will decrease in the wearing
apparel sector, but slightly increase in the textiles sector, in line with the EU’s
comparative advantage vis-à-vis India.
The employment effects for the financial services and other business services sectors
in the EU as calculated by the CGE model are expected to be very small both for
skilled and unskilled labour. Since the possible impact of FDI (and outsourcing) on
employment is not taken into account, in the longer run redistribution of production
and employment according to relative costs and wages may affect employment in
these services sectors – we expect – in a positive way. For India, estimated
employment effects are also fairly small, but when taking FDI and outsourcing into
account, potential effects are expected to be positive, especially in the other business
services sectors (while the EU has a relative stronger position in financial services).

When looking at wage effects, the FTA is expected to induce a significant increase in the
real wages of both skilled and unskilled workers in India as a consequence of the FTA
(respectively, 1.7% and 1.6% in the long run for scenario 3), and very small changes in
wages for skilled and unskilled workers in the EU (slightly positive in the short run and
zero in the long run). Overall in the EU, there is thus no discernable impact on labour
incomes, though there is some displacement of labour across sectors. The model
estimates show a standard deviation of labour displacement across sectors between 0.49
and 0.73, with a mean absolute change in employment by sector of between 0.25 and 0.36
percent of baseline employment. In other words, the Indian FTA scenarios displace
between 250 and 360 workers in the EU27 per 100,000. The number for India is larger,
between 1,830 and 2,650 workers change sector per every 100,000 workers. The EU
experience is slightly negative, as there is no real labour income gain despite labour
reallocation. By contrast, the Indian experience is clearly positive, given the real wage
effects mentioned. In other words, in the Indian case, workers are relocating between
sectors because they are attracted by higher wages.
The abovementioned reallocation of labour – especially in the short-run – may lead to
lower levels of job security in the short run, but higher levels of job security and also
quality of work in the long-run. Also, in the short-run reallocation of workers across
sectors may temporarily increase the demand for education as well as the need to define
clearly the concept of core labour standards. The latter can improve the quality of work, if
addressed in the short-run following conclusion of the FTA, for the long run in India. For
the EU, the FTA is not expected to lead to any changes in labour standards.
While India is committed to the ILO fundamental principles, implementation effects
sometimes vary, including over time. For example in the automotive sector, the ILO has
established that there is a high level of social dialogue, mostly by means of forums. There
are a high number of forums in the two specific automotive companies we examined
below (Box 16.1). However, when middle managers interpreted the intentions of top
management in this social dialogue, they concluded that the overall rationale for this
dialogue appears to have changed over time as today it appears to be less a human
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resource instrument, but more a management tool with reduced decision making power
for employees. Despite this, the level of gender equality in these factories is relatively
high.
Box 16.1

Social dialogue in Indian automotive companies – the ILO Factory Improvement Programme (FIP)
The ILO has a programme for the development of local factories’ capacity in industrial relations, health and
conditions, linking areas of productivity and quality, called the Factory Improvement Programme (FIP). The
main goal of the FIP is to train managers in their capacity to satisfy the ILO Declaration on Fundamental
Principles and Rights at Works as well as quality and productivity and supporting the business case for good
labour practices at factory level. One key objective of this programme is to ensure that the employees of a
factory benefit from decent work practices in a healthier working environment and they are considered as an
essential element of the productivity process of the factory, striving to eliminate discrimination and make sure
that all workers have equal opportunities. The ILO Director had previously stated that, "One of the
cornerstones of our convictions is that economic and social needs must be balanced. We believe that can be
done through what we have coined "decent work". Labour markets do not function in the same way as markets
for services and goods do. Labour markets are about people. Profits can only be sustained if the human
component is also effectively addressed"

215

. Social dialogue is an important tool needed to reach these

balanced economic and social needs.
In 2005 the ILO published the “Social Dialogue at Enterprise Level – Successful Experiences”, in this
document the ILO presented success stories about the ILO’s promotion of social dialogue to improve the
labour standards at factory and enterprise level. One of the success stories contains the Automobile
companies in India. In this case study, two automobile companies are examined for their level of social
dialogue.
The conclusions based on our examinations were as follows: In both companies the level of social dialogue
was high, in one company employees were directly involved, in the other the dialogue was conducted indirectly
(through the unions). In both companies it was used to achieve human resource management goals, together
with those of productivity and efficiency. Some forums that were set up were used to understand the concerns
of the employees.
Despite these useful results of the forums, however, the managers we interviewed also identified some
problems with the structure of this social dialogue. For example the humanistic approach of social dialogue
appears to have lost relevance. Both companies now have attractive incentive schemes along with handsome
salaries. At the same time the forums seem to have evolved into more top down communication tools mostly
on work-related issues. Minorities among workers consider their influence as being diminished. It thus appears
that these forums are increasingly used as management tools rather than means to involve employees more
directly in the production process. This is supported by the fact that most of these forums do not have decision
power.

Equity in Employment
The ILO fundamental convention is followed by both companies with respect to equity in Employment. In both
companies women constitute less than 1% of the total workforce. There is no wage inequality between men
and women, there is no need for another forum of social dialogue for women, management policies of
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promotion, training are not at all based on sex and are identical for all the employees. it seems that there were
no complaints of sexual harassment or discriminatory behaviour against women. In fact, the only discrimination
one may assess is that women workers are not given employment as part of a deliberate policy of the
management.

The effect on labour standards and working conditions in the EU is expected not to be
affected significantly. For India, the effect is uncertain. On the one hand, increased
integration with global markets and the EU can induce higher standards to be introduced
(SPS, labour standards, influence of global private labelling etc.), while on the other hand
appropriate measures need to be taken to ensure increases in demand in sectors where the
informal economy plays a prominent role, do not negatively affect working conditions, at
least in the short run.

16.3.5

Equality

When we look at income, price and wage effects, we can derive several overall
conclusions with respect to (income) equality changes as a consequence of the FTA.
First of all, the wages for both the skilled and unskilled workers are expected to increase
because of the FTA – the more so in a more ambitious agreement. Expected changes in
wages indicate also, however, that in the more ambitious scenarios high-skilled wages
will increase more than low-skilled wages leading to increasing levels of relative
inequality. This effect is not very large though, and smaller in the less ambitious
scenarios.
Second, poverty analysis for India (using income and price effects) reveals that both the
urban and the rural poverty ratios are expected to decline in India as a result of the FTA,
the more so in the more ambitious approaches. On a more disaggregate level, making use
of Pradhan and Sahoo (2006) and Ten Raa and Sahoo (2007) we observe that in the more
limited scenario, mainly focused on trade liberalisation, poverty rates not only decline,
but relatively strongly for the rural households. In the more ambitious scenarios, the
relative gains in poverty reduction for urban households is expected to be much larger
than for rural households. Concluding on the FTA impact on inequality through its effect
on poverty, in the more ambitious scenarios – even though gains in absolute terms go in
the same direction – relative divergence in equality is larger.
For the EU, there is no such disparity in wage effects affecting income equality. Yet,
some regional effects as a result of reallocation of employment are to be expected (e.g. a
decline in the labour-intensive wearing apparel sector). In addition to such regional
disparities, specialisation and globalisation are expected to affect the SME sector slightly
negative in some sectors, e.g. in the EU textiles subsector.
Some expected sectoral effects with respect to equality can be summarised as follows:
•
The large boost in employment in the wearing apparel sector in India is expected to
benefit unskilled, female and migrant workers, as they are relatively more represented
in the sector. The expected further specialisation in high value-added textiles and
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decrease in wearing apparel activity in the EU can have some regional effects, as the
centres of gravity of these sub-sectors in the EU differ.
•
Increased FDI and outsourcing activities in the financial services and other business
services sectors are expected to create relatively more skilled than unskilled
employment opportunities, favouring the former.
Finally, inequalities may also arise at regional levels in the EU and India. For India
relative regional disparities may increase because of the FTA as a consequence of wage
effects (high-skilled versus low-skilled – with a disproportionally large share of highskilled workers living in the cities) in favour of urban areas (relatively). Moreover, in the
more ambitious scenarios, the FTA is expected to be more services than manufacturing or
agriculture driven, giving another cause to regional differences in favour of areas where
services sectors are relatively more important. Finally reallocation of labour and
production into sectors where India has a comparative advantage will cause changes in
regional income and production distributions.
For the EU, regional effects may occur because of shifting comparative advantages inand out of sectors. For example the southern EU countries are more affected by adverse
changes in employment and output in the textiles and clothing sector than other EU
regions. Also, positive effects for services sectors as well as the automotive sector may be
regionally more pronounced in areas where these sectors are more developed – leading to
higher wages, more employment and output.
With respect to impacts on gender equality, the expected (indirect) effects are:
Female workers in India are expected to benefit relatively more from the substantive
increase in employment in the wearing apparel sector, as the share of female
employment is relatively high in this sector.
•
Male workers are expected to benefit relatively more from the economic boost
expected in the services sector that is expected to create relativeky more skilled than
unskilled employment opportunities. In a study of the ILO, it is pointed out that
women generally face more barriers than men to acquire the necessary skills to use
new technologies and to start innovative economic activities.216 The increased
opportunities for skilled workers in the services (and other) sectors in India may
therefore benefit male workers relatively more than female workers.
Increased FDI and outsourcing activities in the financial services and other business
services sectors are expected to create relatively more skilled than unskilled employment
opportunities, favouring the former
•

16.4

Overall environmental impacts of the FTA

16.4.1

Atmosphere

Overall, the impact of the FTA on the atmosphere is moderately negative, especially in
India.
216

See various sources ILO Bureau for Gender Equality, at http://www.ilo.org/gender/Events/Campaign2008-2009/lang-en/WCMS_100356/index.htm. For example, From Veil to Camera: Empowering Women through Skills Training, Message
by Juan Somavia, DG of the ILO, November 2008 theme of the Gender equlity at the Heart of Decent Work Campaign
2008-2009.
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Some potential sector-specific impacts on the atmosphere include:
•
Increased output in the textiles and wearing apparel sector in India is expected to
have a moderate negative effect on the atmosphere (mostly dangerous chemicals in
the atmosphere). Yet, the most pronounced increases will take place in the apparel
sector, which is more labour intensive and far less polluting than the textiles sector.
•
Increased trade flows in the grains sector (very small effect), motor vehicles and
automotives sector and textiles and wearing apparel sector (especially from India to
the EU) is expected to have a negative impact on the atmosphere as a result of
increased maritime transport, even though maritime transport is relatively less
polluting than air transportation.
•
Increased output and trade flows in the services sectors – mainly as a long run effect
of further NTB reduction and increases in FDI – is expected to have a negative
impact on the atmosphere mainly in two ways. Firstly, energy consumption (and thus
energy production, causing high levels of GHG emission) and the use of electronic
equipment is expected to go up.217 This is a result of increased use of office space
especially in India making use of airconditioning as well as e.g. laptops, mobile
phones and offices (though the relative impact from IT appliances is less
pronounced). Secondly, increased air traffic caused by increased trade flows in
services sectors negatively affect GHG emission levels.
•
Increased use of fertilizers in India in the grains sector (and other agricultural sector),
as a result of enhancement of productivity boosted by the FTA, is expected to have a
negative impact on the atmosphere through increased GHG emission (NOx).
In some sectors, effects might be cancelling out on a global level or might be hard to
estimate. E.g. in the automotives sector, direct CO2 emissions would need further
monitoring, as on the one hand direct emissions in the EU would slightly decrease, while
the growth in India and increased trade with India is likely to increase emissions.

16.4.2

Land

In India, increased use of fertilizers in the grains sector (and other agricultural sector), as
a result of enhancement of productivity boosted by the FTA, might have a slight negative
impact on land quality.
Direct effects on land use as a result of increased productivity in agricultural sectors as a
result of the FTA can have both positive and negative effects. On the one hand, increased
productivity can cause changes in land use leading to deforestation and conversion of
land into arable land, in turn causing soil degradation and decrease of CO2 absorbtion
(deforestation). On the other hand, increased productivity can cause land use to be more
efficient, thereby requiring less arable land for similar production levels.
For this FTA, effects e.g. in the grains sector are not expected to be pronounced; in the
grains sector, the model estimates a very small decrease in resource (land) use and
suggest a very small long run increase in India.
217
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Indirectly, economic growth generally and further industrialisation might cause expansion
of urban areas (in addition to already very high population growth numbers) and scarcity
of land as a resource.
No significant impacts on land quality have been identified for the EU.

16.4.3

Biodiversity

No significant direct impacts on biodiversity have been identified for the EU. As
discussed under the Health section, increased imports of agricultural products (e.g.
grains) implies an indirect potential risk of alien species and diseases coming into an
economy. Also, in the EU, this may raise concerns with respect to the issue of GMO
grains coming into the EU. Yet, given the high level of SPS standards that the EU is
likely to retain or improve on, no impacts are expected here.
In India, increased output in the wearing apparel sector might cause negative effects on
biodiversity indirectly, e.g. through the negative impact on water quality, in which many
species live. Also, increased use of fertilizers in the grains sector (and other agricultural
sector), as a result of enhancement of productivity boosted by the FTA, might have a
slight negative impact on biodiversity.

16.4.4

Environmental quality

No significant direct effects on waste management resulting from the FTA have been
identified for the EU or India. A potential indirect negative effect might be expected
from growth in the services sectors: disposal of electronic waste (mobile phones, portable
PC’s and their accumulators).
With respect to impact on energy resources, especially the potential growth of services
sectors in the EU and India – mainly as a potential effect of further NTB reduction and
increases in FDI flows – is expected to increase levels of energy-use, negatively affecting
energy resources. Similarly, the projected reduction in poverty levels and increased
income levels in India are expected to increase energy consumption of the Indian
population in general.
The effect of the FTA on waste is also worth keeping in mind. First of all, increases of
imports of electronic materials in India (to bridge the digital divide) will turn into waste
over time. It is not clear how India will be able to cope with this waste. Second, trade in
waste materials between the EU and India is expected to go up to a limited extent. How
will India deal with this, depends on how environmental quality is going to develop over
the coming years. Finally, the approach of MNEs and SMEs is different with respect to
waste management. Whereas large firms may be able to address the waste-issue, this may
be much more difficult for SMEs to do.
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16.4.5

Fresh and waste water

No significant direct impacts on water quality have been identified for the EU.
For India, moderate negative effects on water quality are expected from increased output
in the textiles and wearing apparel sector. Yet, as with the atmosphere, the apparel sector
– where most prevalent impacts take place – is far less damaging to the water quality than
the textiles sector.
In addition, increased use of fertilizers in the grains sector (and other agricultural sector),
as a result of enhancement of productivity boosted by the FTA, might have a negative
impact on water quality.
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17 Policy recommendations

17.1

Introduction

The CGE and in-depth analyses have clarified the advantages and disadvantages of the
EU-India FTA by highlighting the potential economic, social and environmental impacts.
Many people, and the Indian economy as a whole, will benefit, but some people will lose
out. In addition, the environment is also expected to face some negative consequences of
the FTA. It is the stronger impact outcomes of the analysis, both positive and negative, to
which we now turn. From an economic viewpoint, the social and environmental effects
are positive or negative externalities which must be strengthened or dealt with in order to
reach the sustainability goals set at the outset of the FTA. This chapter will provide some
sustainable policy recommendations flanking the FTA outcomes.
Given the TSIA structure, we start by examining what constitutes an optimal set of
policies. In sections 17.3 and 17.4 we suggest flanking policy measures, both mitigating
and enhancing, which would need to be dealt with within the framework of the FTA, as
part of EU private sector development (including partners), or under the European
Commission or the Indian authorities.
These recommendations are provided by the consortium only and do not reflect any
commitment from the Commission or the Indian Government to actually undertake these.

17.2

Choosing the Optimal Set of Policy Measures

When examining policy measures, it is imperative, aside from providing to-the-point
solutions which are directly linked to the negative and positive outcomes of the FTA, that
the proposed solutions are consistent and fit well with overall policy measures, in order to
avoid inter-policy inconsistencies. The question is how a ‘right’ structural set of
mitigating and enhancing policy measures is chosen. We follow Rodrik (2004), by stating
that (developing) countries that want to increase their growth performance do not just
have the luxury of following a short list of 10 or 20 policy reforms to spur growth.218
Instead a specifically designed set of policies accompanied by legal transformation and
focus on implementation and enforcement is required. To devise preventative, mitigation
and enhancement measures, the academic literature draws heavily upon the theory related
to (positive and negative) externalities. Without going into the theoretical details, there
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Rodrik, D. (2004), ‘Rethinking growth policies in the developing world’ – Luca d’Agliano Lecture in Development Economics,
October 8, 2004.
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are two approaches: the normative analysis and the positive analysis. These are presented
in Table 17.1 below.
Table 17.1

Normative and positive policy analysis
Normative analysis

Positive analysis

Static efficiency

Political pressure from interest groups

Information intensity

Geographical distribution

Ease of monitoring and enforcement

Social/cultural influences

Flexibility in the face of economic change
Dynamic incentives
Political considerations

Normative analysis is based on efficiency and benchmarking to choose the set of
instruments. Bohm and Russell (1985) have developed a list of such criteria as presented
in the Table. Positive analysis tries to explain why one instrument (or combination of
instruments) was chosen over another set (Kathleen, Segerson, 1996). Instead of looking
at normative analysis, the positive analysis looks at the factors that influence the
outcomes and process that lead to establishing the instruments.
When proposing our flanking policy measures, we also keep the Tinbergen rule in mind,
stating that a government can only achieve any number of policy objectives if it has at
least the same number of independent policy instruments available (Tinbergen, 1952).
When turning to specific policy objectives, we take these aspects into account. Doing so
allows us to check each policy measure against the normative and positive policy criteria
presented here, leading to a more optimal policy mix to support the FTA negotiation
process and outcomes.

17.2.1

Normative analysis
The normative analysis looks at the economic efficiency of a flanking measure as such
and is therefore closely linked to the economic analysis conducted in Phases 1 and 2.
When applying the normative analysis to the FTA between the EU and India, some
interesting observations can be made, given the specific character of the FTA:
•
Static efficiency: the proposed policies need to enhance (at least) static efficiency in
the EU and Indian economies. For example, tariff reductions under the FTA in
automotives lead to overall welfare gains for India because consumer surplus gains
outweigh producer considerations by far – the latter not even being harmed much
because of FDI inflows – and approximation of production standards lead to lower
adaptation costs in the end for the Indian automotives sector. Both measures increase
static efficiency.
•
Information intensity: the proposed policies need to enhance information intensity.
Awarenees of and access to up-to-date information, particularly regarding
international standards (e.g. SPS), is particularly an issue in rural India. This
awareness – and thereby the inclusion of information in decision-making related to
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•

•

•

•

17.2.2

production and consumption– will have large positive impacts for the Indian
countryside.
Ease of monitoring and enforcement: when proposing policies to flank the FTA
expected outcomes, we ensure that these instruments are easy to monitor and simple
to enforce and are in line with monitoring and enforcement systems which are already
in place for other policy objectives. This is likely to become very important for the
FTA between the EU and India. This means that we propose the inclusion of
incentives in regulations that drive economic actors in the envisaged policy direction.
For example, an agreement on technical regulations for industrial products (e.g.
automotives and automotive parts and components) would need to include
components for monitoring and enforcement that would minimise bureaucratic
burdens, while at the same time creating a transparent framework within which to
ensure proper supervision of the agreed legislation.
Flexibility in the face of economic change: the proposed policies need to be flexible
and allow for adaptation in case of change in either the Indian or EU economic
situation. For example, this means that the FTA agreement regarding the financial
and banking sector could learn from the current ongoing financial crisis (Sept-OctNov 2008) in how rigid and non-flexible conditions can be detrimental to financial
development.
Dynamic incentives: in light of the research outcomes of Phase 2 showing the
importance of the dynamic effects of the FTA, the policy measures proposed must
carefully address the issue of FDI increases and a desire for R&D, as well as
upgrading production and productivity in all sectors and industries. Admittedly, these
incentives are expected to have a much larger impact on the manufacturing and
services industries in India than on agriculture (where most people find employment),
but nonetheless, the long-term effects are large as are the spill-over effects across the
Indian economy in the long run.
Political considerations: when devising a set of flanking policies, we must consider
that the FTA is a structural shock from which most people benefit, several are not
affected and some lose out. Governments face a utility function that includes
considerations regarding producers, consumers, overall national welfare and foreign
welfare effects – mostly (but not always) in this order of importance. Economic
proposals which form part of a package the size of an EU-India FTA, such as changes
in the institutional structure surrounding Indian investment conditions and increases
in international competition, directly affect the domestic political influence on parts
of the Indian economy. If these effects are negative, this may lead to ‘invisible’
resistance.

Positive analysis
The positive analysis adds a few interesting insights to the discussion on flanking policy
measures covering those which do not become clear when conducting the economic
analysis and those we feel are important to guarantee maximum impact and opportunity
for successful implementation. When applying the positive analysis to the FTA between
the EU and India, some interesting observations can be made, given the specific character
of this FTA.
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17.2.3

•

Political pressure from interest groups: The imbalance of ‘political pressure
power’ in India between the different players is large. It is to be expected that most
kinds of preventative, mitigation and enhancement measures on behalf of the Indian
government (economic, social or environmental) will be developed if they are not
detrimental to the interests of the ‘leading’ class. The conflict between producer
interests on the one hand and environmental and social communities on the other,
may yield very different results than in Western European societal cultures.

•

Geographical distribution: Several expected outcomes of the FTA lead to regional
effects. For example if the agricultural sector is benefiting a little, but misses out on
digital developments and if the services sectors are likely to gain, economic
redistribution effects inside India can be expected, for example between the
countryside and urban areas. These redistribution effects are challenging to deal with
from an economic point of view, but even harder to address socially. On top of this,
strategic behaviour may occur amongst political representatives if intended
improvements in social and environmental aspects take the form of a widely
dispersed public good. This could, for example, apply to subsidies for cleaner
technologies to mitigate negative environmental impacts. It remains the question who
then benefits from preventative, mitigation and enhancement measures.

•

Social & cultural influences: Any policy measure that mitigates or enhances the
expected FTA impacts has to be viewed in light of the social and cultural context in
which it is applied. The reason for this is that, by affecting the costs and benefits of
the FTA, it affects groups within the Indian society and implicitly establishes rights
and duties related to who will be protected from environmental and social damage
and who has the right to inflict such damages. However, the policy measures and
their impacts are strongly influenced by the public perception regarding the
acceptability of certain actions, which are in turn influenced by society.

Some conclusions on the optimal set of policy measures
While negotiating and subsequently implementing the FTA – including preventative,
mitigation and enhancement measures – both the EU and India need to be aware of the
political pressure and geographical distribution effects the FTA and its mitigating and
enhancing measures may have and the socio-cultural environment in which they are being
implemented. These factors, no matter how normatively optimal the policy measures are,
may yield different outcomes.
It is therefore imperative to keep the following risks and challenges in mind for the FTA:
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•

The aforementioned factors may cause certain regulations and liberalisations to not
fully achieve the internalised social and environmental externalities despite the fact
that they set out to do exactly that;

•

Given the historical democratic development and vocal nature of civil society, it is
important for Civil Society to take a responsible and vocal role so as to ensure the
broad and often varying interests within Civil Society are adequately represented. If
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this is not done, the FTA may not lead to optimal mitigating measures for sustainable
development;
•

Support for the FTA throughout Indian society and its regions is crucial for its
success. Therefore, the EU and India need to take care to involve, listen to and react
to concerns in society and regions and create ownership among the Indian population
in order to achieve sustainable development.

The overview of mitigating and enhancing measures is given in Figure 17.1. There are
two approaches to mitigating and enhancing measures: the legal approach through
regulation and the economic approach through economic instruments. It is a large mix of
instruments that can be employed in order to generate the desired outcomes – taking into
account the aforementioned challenges.
Schematically, we need to look at:
•
Which measures to employ (from Command & Control219 to Non financial
measures);
•
Assess whether these measures create trade burdens or distortions;
•
Assess whether they meet the normative and positive criteria for an optimal policy
mix (the dotted line);
•
If the measures create a trade burden or distortion, assess whether these are justified;
•
Subsequently determine the preventative, mitigation and enhancement measures to be
imposed: those that do not create trade burdens and/or distortions and those that do
but are nonetheless deemed justified.
Several preventative, mitigation and enhancement measures which do not create trade
burdens or distortions may be implemented. But several environmental and/or social
regulations and economic instruments may create trade distortions or burdens knowingly
because they fit in the ex ante agreed decision making framework as ‘justified’.
Figure 17.1

Mitigating and enhancing measures - overview

219

The OECD defines Command & Control (CAC) policy as: “policy that relies on regulation (permission, prohibition, standard
setting and enforcement as opposed to financial incentives, that is, economic instruments of cost internalisation.” This
approach has e.g. been used widely with respect to environmental damage brought about by economic activities.
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17.3

Context of the policy recommendations with respect to the FTA

17.3.1

Policy context and overall recommendations

Policy recommendation will be placed in the context of existing cooperation schemes.
During the sixth summit held in September 2005, the EU-India relationship was upgraded
to a ‘Strategic Partnership”; this Partnership resulted in the Joint Action Plan and the
purpose is to take positive steps to increase bilateral trade and economic cooperation
further and to tackle barriers to trade and investment. A High Level Trade Group (HLTG)
was set up to study and explore ways to make the relationship more intense than at
present. The HLTG reported to the EU-India Summit in October 2006, recommending
that an expanded trade partnership be developed through the negotiation of a broad-based
trade and investment agreement.
The results produced by this study, including the potential economic, social and
environmental impacts of the FTA, as well as the consideration of optimal policy making,
current cooperation agreements between the EU and India and domestic issues for both
sides, assit in the derivation of a set of policy recommendations as well as preventative,
mitigation and enhancement measures that will:
•
strengthen the de facto implementation of an FTA agreement;
•
mitigate the potential negative impacts;
•
enhance the potential positive impacts.
Moreover, we aim to look at policy measures that increase the effectiveness and positive
impact of the FTA between the EU and India. This may lead us to conclude that certain
policy initiatives which are not directly part of the FTA negotiations, may be needed in
order to exert positive influence over potential FTA outcomes. For example, certain EU
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or Indian domestic policy initiatives in parallel to the FTA may strongly enhance the
positive outcomes or constructive involvement of Indian business associations and/or
NGOs (in order to create broad understanding and support for specific parts of the
agreement) may be key to de facto implementation and enforcement of the various
agreements and understandings under the FTA heading, beyond mere regulatory
approximation.
In Table 17.2 we present overall policy measures we have derived to be of importance for
the success of the EU-India FTA. The second column of the Table specifies whether each
policy measure can be part of this FTA and/or needs implementation by other means. The
policy measures can be grouped into overall policy measures, enhancing policy measures
to further strengthen positive expected impacts and mitigating policy measures to reduce
negative expected impacts of the FTA. In the paragraphs below, the policy measures
mentioned in this overview are further specified.
Table 17.2

Overall policy measures and classification
Policy measure

Means (FTA and/or other)

Phasing out of tariff reductions over time to allow for short-term

FTA

adjustments for Indian and EU sectors where tariff liberalisations are
large and negative adjustments relatively deep.
Regulatory convergence in the field of technical regulations for

FTA, regulatory approximation,

industrial products.

domestic EU and Indian policies

Improvement of (compliance with) SPS standards.

FTA, regulatory approximation,
domestic EU and Indian policies, TA

Improvement and stimulation of social dialogue on labour and

FTA, domestic EU and Indian policies

environmental standards.
TA for approximation & implementation of trade legislation, dispute

FTA, EU policy

settlement mechanism.
Regional policy (e.g. EU globalisation fund) to support areas that are

EU and Indian government policies

dominated by industries that are negatively affected by the FTA – i.e.
textile & clothing in southern EU regions, agricultural regions in India.
Increase and maintainance of investments in infrastructure in India

Indian government policies

(e.g. road- and railroad systems, port development) in order to handle
expected increases in output and trade stemming from the FTA.
Concrete steps towards successful implementation and monitoring of

FTA, EU and Indian government

commitments undertaken in the area of SPS and TBT beyond legal

policies

harmonisation (or mutual recognition).
Active information dissemination and exchange on the exact

FTA, EU and Indian government

agreement and what it means de facto for producers – particularly for

policies, civil society

SMEs in the EU and Indian sectors experiencing the most impact. For
example, through standards for regulations and trade information and
sector level trade enquiry points.
Include safeguards against IPR breaches, counterfeit products and

FTA

illegal production sites.
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17.3.2

Issues for consideration

Before looking at more detail into policy recommendations, a number of issues must be
considered.
Institutional setting
India has been in the process of economic modernisation for a period of time, and the
institutional framework has gained considerable experience in accompanying policy
measures in that context, even though many challenges remain, e.g. in effective
implementation. In addition, India has a broad and active civil society and a strong
historical / cultural embedded attention to social issues in Indian society. Yet, in the field
of environmental issues, there is less history and experience with sustainability
monitoring. In contrast, the EU is at the forefront of environmental and sustainability
issues. In India, policies regarding environmental impacts might therefore encounter
difficulties in drafting, implementation and enforcement processes, as the institutional
framework has not (yet) been designed accordingly. Generally, the existing differences in
the institutional framework and context between the EU and India should therefore be
taken into account, both with respect to current focus and level of efficiency, as well as
with respect to future direction.
Technology transfer
The objective of technology transfer as a mitigating action is to provide the technical
means to reduce various forms of pollution, or improve productivity levels (e.g. food
production) that may otherwise result from increased production from the EU-India FTA.
The sectors where such an action could prove useful include agriculture, textiles &
clothing, food processing, chemicals, and automotives. Care must be taken to avoid
giving unfair advantages to plants that are assisted with technology transfer and to avoid
providing a disincentive to companies to invest themselves in pollution reducing
equipment.
Monitoring
Periodic monitoring and evaluation of the implementation and enforcement of the FTA
agreement will allow an analysis of the impact of the EU-India FTA as well as the
relevance and impact of the mitigation and enhancement measures adopted. The aim
should continue to be to understand why, how and where sustainability impacts occur;
what can be done to ameliorate these; and what counteracting policies do and do not work
and why. The aim of monitoring and evaluation is thus continuing both analysis and
policy prescription and should cover both the trade policy itself and the mitigating
measures.
Invisible resistance
We imagine invisible resistance against several policy measures from those who lose out
from the FTA – as is to be expected – or those who are not fully aware of the implications
the FTA will bring. This resistance can come from all corners of society and tends to
gather momentum faster than the support from those who benefit economically, mostly
because the losses tend to be concentrated in certain sectors, affecting certain small
numbers of economic actors while the gains are more evenly spread, affecting large
numbers of people but to a more limited degree. Resistance also comes from those in
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society that do not understand the implications of the FTA, thus eliminating the
possibility of a fact-based and well-argued discussion on its risks and merits. Information
dissemination and exchange on the FTA agreement and its implications is crucial,
especially for SMEs and consumers.
Foreign direct investments
A stable political and macro-economic climate is of the utmost importance for investment
and FDI inflows. Macro-economically, the Indian government – as mentioned before –
has embarked on a road of economic reforms since 1991. Given the importance of
investment and FDI for several sectors of the Indian economy (agriculture, automotives,
services sectors, etc.) and for social and environmental policy, and given the enabling
nature of investments, increased and sustained attention to investments must be given.

17.3.3

Chapter Structure

In the remainder of this chapter we focus on concrete flanking policy recommendations
for both the EU and India. These have been developed in a three step-process:
1. Construction of a list of possible enhancing and mitigating policy measures (sticks
and carrots);
2. Screening of the potential policy measures using normative and positive analysis to
arrive at a consistent set of overall measures;
3. Identification of the key stakeholders involved in or affected by the EU-India FTA
through which the possible policy measures should be addressed or will have effect.
Many of the broad policy measures to mitigate or enhance impacts of an FTA formulated
below are also part of previous discussions and included in some of the pre-FTA
agreements between the EU and India (e.g. “Strategic Partnership”, which resulted in the
Joint Action Plan and the High Level Trade Group). The impact study allows us to
identify a number of specific priority areas in relation to economic, social and
environmental issues.
Below, we present a list of the main sector impacts (essentially using the summary of
impacts presented in Chapter 16 as a basis), proposed sector-specific measures (that have
been screened on normative and positive policy analysis), whether the impacts need to be
enhanced or mitigated (as indicated) and whether the policy measures need to originate
from the FTA or from other key stakeholders in the EU-India liberalisation process. In
line with our positive and normative policy analysis, it should be noted that the success of
policy measures starts with proper drafting of legislation but subsequently depends to a
large extent on successful implementation and enforcement. In the next section we will
address some issues and examples.

17.4

Concrete Policy Measures (Mitigating and Enhancing)

Many of the policy measures mentioned here apply to both the EU and India and are
coherent with policy measures or intentional lines of action that have already been
identified, e.g. in HLTG context. This study’s impact assessment has in addition enabled
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clear identification of some priority areas as well as policy issues specifically related to
economic, social and environmental considerations. Clear indications are also given of
whether a suggested policy measure is envisaged to originate from the FTA negotiations
or whether it comes from a wider context.

17.4.1

Policy measures related to the economic pillar

As explained in Chapter 16, positive economic impacts are expected for both the EU and
India, especially for the latter. Whereas both economies are expected to benefit
economically overall, the FTA will trigger or enforce existing structural adjustment
processes, which, at least in the short run, might cause some negative externalities.
Economic policies cannot only help to minimise such negative externalities as a result of
structural changes in the economies but also enhance the positive gains induced by the
FTA, so as to foster long-term sustained economic growth.
FTA-related measures
•

Ongoing investment climate amelioration and reduction of foreign ownership
restrictions
Many potential sectoral economic benefits are for a large part dependent on the extent to
which investment is allowed to play a role in enhancing production competitiveness, in
accordance with comparative advantages. In particular, amelioration of the investment
climate of the services sectors in India can lead to large benefits for both India and the
EU. Measures that can help to achieve this include reduction of foreign ownership
restrictions (e.g. the benefits of increased investments in life insurance could be a major
tool for financing the economy and for reinvesting in the development infrastructure), as
well as competition policy and strengthening market forces (e.g. phasing-out state aid)
and strategic deregulation.
In addition, measures that can contribute to investment climate amelioration by
improving ‘practical’ attractiveness of doing business may include trade facilitation
measures (e.g. tackling logistical restriction in India that can hamper doing business and
investing), improving transparency of customs procedures, and stimulating effective
enforcement of the IPR system.

•

Supporting short-term transition efforts following the FTA
From our CGE analysis as well as our gravity work and consultations with sector experts
we conclude that, in general, the long-run benefits of a potential FTA are large and the
more ambitious the scenario, the larger the mutual gains for the EU and India. However,
in the short-run, adjustment challenges may have to be faced. The larger the envisaged
tariff reduction in goods, tariff equivalent reduction in services, or NTB reduction, the
more pronounced the short-term effects may be. In these cases – on an ad hoc basis – we
suggest looking at the possibility of short-term transition agreements including the
phasing in of tariff liberalization rather than an immediate and complete tariff reduction
across all sectors, thereby allowing for a slower phasing in of liberalization in sectors
where output and employment losses are envisaged.
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Combining the in-depth sector / horizontal issue analyses with the main economic policy
focus areas above, some specific policy recommendations can be suggested:
•
While overall impacts are not very large for the grains sector, some displacement
across regions and sub-sectors (wheat in the EU, rice in India) might be cause for
measures facilitating a smooth displacement. Overall, economic policies for this
sector might be dominated by considerations with respect to food security.
•
For motor vehicles and automotives, potential positive economic effects from the
FTA depend largely on the extent of investment climate amelioration, as well as on
the extent to which India is willing to lower its high tariffs on automotives. In
addition, stimulation of regulatory convergence of technical standards between the
EU (UNECE) and India can bring potential large benefits. Removal of some nontariff barriers (e.g. new vehicles must be imported from the country of manufacture
and their import is permitted only through the Customs ports at Nhava Sheva,
Calcutta and Chennai. The importation of new vehicles requires a valid certificate of
compliance as per the provisions of rule 126 of Central Motor Vehicle Rules
(CMVR) 1989) is expected to generate further gains for both India’s car-industry
ambitions and the EU industry and policy initiatives in this direction should be
strengthened.
•
In finance and banking, in order to ensure agricultural growth, the positive impacts
could be enhanced if foreign banks, in competition with domestic Indian banks, were
to be allowed to extend credit to agricultural and allied activities. Foreign banks have
explicitly expressed an interest in investing in rural areas.
Non FTA-related Measures
•
Stimulate entrepreneurship and competitiveness of the SME sector.
The SME sector is likely to be affected by ongoing economic liberalisation and structural
reform of the economy. On the one hand, especially in the short run, some less efficient
SMEs might face difficulties in operating in an increasingly competitive environment,
favouring more efficient companies and driving less efficient ones out of the market. On
the other hand, ongoing economic dynamic progress and ameliorating of investment
climates can create many new opportunities for SMEs and spur innovation and
investment. This can create positive effects, for example for flexible companies in the
services sectors. Measures to enhance these positive opportunities for SMEs (and mitigate
the negative ones) may include increasing education (e.g. generally in entrepreneurship or
specifically in content-based knowledge) and retraining (facilitating displacement across
sectors). Export promotion programmes for SMEs could also prove to be beneficial.
•

Enhancement of approximation, implementation and monitoring of EU SPS
standards and technical regulations.
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Convergence of applied standards (e.g. technical regulations for industrial products and
SPS measures) between the EU and India could serve to increase efficiency and trade,
while also ensuring consumer health and safety. With respect to SPS measures, for
example, it could be beneficial for both the EU and India to converge these standards.
India could thereby gain better access to the EU market in the economically attractive
segment of high value-added food products, for example, whilst the EU would stand to
benefit from lower-priced products, while both retaining or improving health and safety
standards. A similar approach can be taken with respect to technical regulations.
Measures to further this aim could include closer regulatory cooperation initiatives, TA
programmes in standard-setting and the implementation and exchange of scientific testing
methodologies.
Particularly in the agricultural sector, machinery, automotives and textiles & wearing
apparel, the enhancement the approximation of EU SPS and technical regulations is
important in order to strengthen the positive impacts of the FTA. We envisage this
happening by way of upgrading laboratories, revision and alignment of SPS and other
control systems (certification), capacity-building for relevant institutions and helping
Indian exporters to meet the (high) level of EU standards in order to gain better market
access, etc. An action plan should be defined and a timetable set, which will allow for
close progress monitoring. Most priority must be given to SPS issues in the agricultural
sector, followed by technical regulations in the automotive sector.
Combining the in-depth sector / horizontal issue analyses with the main economic policy
focus areas above, some specific policy recommendations can be suggested:
•
As mentioned, while overall impacts are not very large for the grains sector, further
investment in production capacity and efficiency might be required to mitigate the
negative and enhance positive effects of the FTA. Also, we would recommend
government support for Indian farmers in the form of training on good agricultural
practices for quality enhancement and food safety in meeting and adopting domestic
and international SPS standards.
•
For motor vehicles and automotives, potential positive economic effects from the
FTA depend largely on the extent of investment climate amelioration, as well as on
the extent to which India is willing to lower its high tariffs on automotives.
Additionally, a non-FTA related policy recommendation is that India and the EU
develop cooperation schemes at industry-level, facilitated by EU and Indian
governments to encourage the manufacture and assembly of fuel-efficient and hybrid
vehicles appropriate for the Indian market, as well as the encouragement of
converting to vehicles run on alternative fuels.
•
In the textiles and clothing sector, SME competitiveness is in need of attention in
both the EU and India. In the EU, the wearing apparel sector in particular is expected
to face strong competition from India and the EU will therefore need to focus on
R&D, innovation and strategic investment in order to retain its competitiveness in
this sector. From an economic stance, the ongoing structural adjustments in the sector
(in short: India specialised in lower value-added wearing apparel and the EU in
higher value-added textiles) are expected to be reinforced by the FTA, which means
the FTA can potentially increase efficiency and welfare in both the EU and India.
Modernisation of production techniques along the value chain is crucial for India,
while the export sector is equipped to take full advantage of its existing production
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•

17.4.2

strength. There are many product lines where India is weakly represented. Thus, the
private sector, facilitated by the government of India, will need to continue its heavy
investments in this industry during the next several years. In this case, the EU will
need to continue to focus on the measures mentioned above and retain their
competitive position.
With respect to technical regulations for industrial products, the FTA could
provide provisions for a consultation and evaluation mechanism on planned
regulations (e.g. the REACH directive and material data safety sheets (MDSS)).
Moreover, in certain fields, mutual recognition agreements can be envisaged in the
future if legal harmonisation as well as implementation and monitoring requirements
which have taken place or have been complied with, respectively.

Policy measures related to the social pillar

Many of the social impacts are closely related to the expected structural adjustment
processes in the economy described above. Therefore, the main focus areas for economic
policies mentioned above are also relevant for addressing the social externalities. Social
policies can help address issues related to the reallocation of labour across regions and
sectors, as well as potential inequality effects and educational incentives.
FTA-related measures
•

Employment creation and the improvement of labour conditions.
The FTA is expected to have an overall positive impact on employment and on labour
circumstances in terms of health and safety standards. These effects could be further
enhanced through a number of policy flanking measures such as the promotion of SME
development and entrepreneurship and recognising the importance of SMEs as one of the
main engines for job creation. Support for the adoption and implementation of
internationally recognised labour standards (e.g. ILO core labour standards) and decent
work priniciples is also important. Further lessons can be drawn from test case initiatives
such as the ILO factory programme in India.

•

Enhancement of approximation, implementation and monitoring of EU SPS and
technical regulations
As referred to above, particularly in the agricultural, machinery, automotives and textiles
& wearing apparel sectors, both the enhancement of approximation of EU SPS standards
as well as technical regulations (the two combined factors) are important to strengthen the
positive impacts of the FTA – in this case social impacts through higher food safety,
improved health standards and improved safety aspects. We would like to emphasise that
agreed harmonisation of SPS measures alone is insufficient. A well-functioning
monitoring and control system on health and safety impacts is required to avoid long term
negative impacts or adverse trade effects.

•

Continuous involvement of civil society
Given that local or sub-group specific effects may differ, it is important to maintain open
dialogue with civil society, especially in the field of social policies. In addition, a
constructive and transparent dialogue with civil society can help improve the
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inclusiveness of the trade negotiation process and related policy design, and will increase
its legitimacy and effectiveness.
These measures can help make growth more inclusive.
Combining the in-depth sector / horizontal issue analyses with the main social policy
focus areas, some specific policy recommendations can be suggested:
•
In the grains sector, rural areas especially can be affected. As such, addressing SPS
issues through the FTA is expected to have positive impacts on food safety and health
indicators.
•
For motor vehicles and automotives, addressing technical regulatory divergences
between the EU and India, partially with further EU technical assistance, will have
positive effects for quality of work and worker safety.
•
In the textiles and clothing sector, increased employment opportunities, combined
with rising wages may lead to further attraction of FDI into the sector in both the EU
and India. Clear information availability and transparency for foreign investors is
key. Furthermore, given the estimated positive impacts for India, this sector should be
liberalised directly, (and) fully and reciprocally. The EU will need to focus on
marketing its strong position in R&D and high value-added products in order to
continue to attract high amounts of FDI.
•
In finance and banking, extending credit facilities and rights to foreign banks is a
policy recommendation which could facilitate credit support in rural areas.

Non FTA-related Measures
•

Employment creation and improvement of labour conditions
Important information for non FTA-related measures that would further support the FTA
in employment creation and the improvement of labour conditions comes from previous
experiences with EU accession countries, which demonstrates that the successful
adoption of such standards requires time and capacity-building, especially with respect to
SMEs.

•

Special attention for poverty aspects, rural development and gender issues
Our poverty analysis has shown that overall, the FTA will alleviate poverty, for both rural
and urban populations, albeit to differing relative degrees. At the disaggregate level,
however, studies show that certain groups may see an increase in poverty rates due to a
negative net effect of price and income effects in the case of liberalisation beyond simple
tariff reductions. Also, some gender inequalities for high-skilled employment
opportunities especially in (high-skilled segments of) services sectors may exist.
As preventative, mitigation and enhancement measures for ensuring and strengthening the
pro-poor and pro-gender equality effects of the FTA, we suggest effective
implementation of technical assistance support with respect to SPS measures and
productivity enhancement in rural India, coupled with policies aimed at deeper
penetration of the banking sector into the Indian rural areas (possible if regulatory
burdens are reduced), as well as special attention to education and (re-training) for lowskilled (female) workers, particularly in the services sectors.
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•

Improving the flexibility of EU and Indian labour markets and aid short-term
adjustment needs
In sectors where the FTA leads to more pronounced macro-economic adjustments, in the
long-run actors may benefit (see also policy recommendation on short-term transition
under the economic pillar). However, they have to make it successfully – and create
positive conditions for the long run – in the short run. The more flexible the EU and
Indian labour markets, the lower the short-run adjustment costs are expected to be.
Preventative, mitigation and enhancement measures we suggest relate to providing skills
retraining in the short-run and to refocussing, improving and increasing access to this
training, as well as international cooperation regarding the Indian training and education
system in the longer run. This may include skills retraining for workers in sectors where
employment is set to decrease and cooperation between the Indian and EU education
systems and promotion of educational exchanges, resulting in the long-run achievement
of similar levels of qualifications, increased emphasis on professional training and
education (addition of curricula on entrepreneurship in higher education, vocational and
professional training schools, business administration, etc.) which in turn encourages
entrepreneurship and facilitates the modernisation of different sectors.

•

Regional policy efforts
The FTA is expected to have disproportionate effects (positive or negative) in certain
sectors. If these affected sectors are not evenly spread but concentrated in certain EU
regions or Indian states, we project that the FTA can have very different effects at the
regional level. It is therefore important to develop a regional strategy to deal with issues
within regions suffering from industrial decline and migration (for the EU, this issue can
be addressed through structural funds as well as the globalisation fund).

•

Enhancement of approximation, implementation and monitoring of EU SPS and
technical regulations
As mentioned earlier, particularly in the agricultural, machinery, automotives and textiles
& wearing apparel sectors, both the enhancement of approximation of EU SPS standards
as well as technical regulations (the two combined factors) are important to strengthen the
positive impacts of the FTA – in this case social impacts through higher food safety,
improved health standards and improved safety aspects. In addition to the FTA-related
policy measures, we believe training could be provided to Indian farmers on good
agricultural practices for quality enhancement and food safety. The EU and India could
strengthen the Indian national or state systems for pest, animal disease, and market
surveillance by cooperating to develop management systems and practices on food safety
and agricultural health concerns.

•

Recognition of qualifications
One important aspect to facilitate labour mobility especially between sectors in the shortrun is recognition of qualifications. Harmonisation of standards related to the recognition
of qualifications may strongly limit short-run negative re-allocation impacts as well as
facilitate labour mobility between the EU and India.
Combining the in-depth sector / horizontal issue analyses with the main social policy
focus areas, some specific policy recommendations can be suggested:
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17.4.3

In the grains sector, the aforementioned poverty aspects are especially important in
rural areas. In addition to the points mentioned above, policies can be applied by the
Indian government through regional policy, thus catering to the specific (and
differing needs) of the rural population.
For motor vehicles and automotives, the availability of trained manpower would not
only aid in the growth of the sector but also facilitate in meeting employment goals
outside the direct scope of the EU-India FTA. Hence adequate steps should be taken
to ensure the availability of trained manpower via the provision of skills training and
education.

Policy measures related to the environmental pillar

In our analysis, we identified either insignificant or slightly negative effects of the FTA
on environmental sustainability in the EU and India. Environmental recommendations
can help mitigate some of these potential negative effects associated with the FTA
resulting from the economic growth in some sectors. In addition, it can help create
incentives for future environmental sustainable development.
FTA-related Measures
•

Create incentives for environmentally friendly production
Increases in production and growth are expected to have a negative impact on various
aspects of the environment as presented in Chapter 16. One of the means to mitigate these
impacts, relates to creating incentives for environmentally friendly production. These
incentives could include, for example, the speed at which sector liberalisation will take
place (and thus how soon producers may export to the EU thereby supporting trade and
services flows) or the obtainment of other benefits linked to the level of environmental
progress in that sector, keeping in mind the starting point of reforms and initiatives. Also,
a fast-track for trade liberalisation in environmental goods and services between the EU
and India can be developed. Another way to further the aim of environmental quality and
preservation could be to include environmental standards in public procurement contacts.

Combining the in-depth sector / horizontal issue analyses with the main environmental
policy focus areas, some specific policy recommendations can be suggested:
•
For the motor vehicles and automotives sector, the future with respect to policies is
likely to be a balancing act between economic and environmental considerations.
Indian standards relating to emissions and the harmonization of safety standards
should gradually be developed to create higher levels of safety and lower pressures
on the environment.
•
In the textiles and clothing sector the environmental impact of the FTA is expected
to have repercussions for the economy. The introduction of cleaner production and
advanced treatment technologies in both the EU and India is the only effective longrun solution towards mitigating negative environmental externalities. Industries
should opt for pollution free garments with green labels with the support of technical
guidelines.
•
A similar argument applies with respect to investment conditions, where green
investment schemes and greenhouse gas emission reduction targets could be linked to

296

TSIA for the EU – India FTA Final Report

•

FDI flows from the EU27 to India. However, we are cautious in that these linkages
should not have trade distorting effects. Investment conditions should not favour
mergers and acquisitions resulting in lower technological and environmental
performance in any economic sector. Increased FDI may be diverted into investments
in cleaner public transport, waste disposal and recycling systems.
Policy recommendations of the FTA related to IPR involve including safeguards
against IPR breaches, counterfeit products and illegal production sites. The
monitoring of these safeguards would considerably reduce the long term
environmental risks especially for human health and ecosystems.

Non FTA-related Measures
•
Enhancement of environmental impact assessment and monitoring programmes
In order to address environmental potential impacts, we recommend the creation of a
system of standards for objective measurement of environmental variables (e.g. pollution,
GHG emissions). We also recommend the inclusion of a reference to voluntary
Environmental Management Systems. Both these recommendations are designed to
promote environmental concerns in impact assessments as well as distribute information.
•

Create incentives for environmentally friendly production
An additional non-FTA related policy measure would be to set up temporary funds for
upgrading production methodologies and inclusion of environmental concerns in
production that could be facilitated and provided by the Indian authorities. Moreover, the
effect of growth and development on SMEs is expected to moderately increase waste
production. Information sharing and best practice presentation as well as further support
for SMEs could strongly mitigate waste increases as a consequence of the FTA.

•

Facilitate technology transfer.
In order to facilitate technology transfers (e.g. cleaner environmental technologies),
certain measures could be taken both on the Indian and EU side. These could include
upgrading Indian engine technology and incentives such as the promise of increased EU
market access or lower environmental tax obligations could be provided to stimulate this
process. Additionally, temporary funds could be provided to enhance current production
methods and the conditions of receipt of these funds could include the use of
environmentally sound methods. In this way, the Indian authorities can work to raise
awareness of the environmental issues involved in production.
Combining the in-depth sector / horizontal issue analyses with the main environmental
policy focus areas, some specific policy recommendations can be suggested:
•
In the grains sector, consumer concerns must be considered when freeing trade in the
sector. With respect to the environmental impact of the FTA through the food grain
sector, the upward trends in fertilizer consumption per unit of output as well as the
area cultivated are a cause for concern. Organic methods for augmenting yield
(application of compost, crop rotation, etc.) should be explored. Together with other
policies that promote water-intensive crops such as rice, the electricity subsidies
contribute to the over-exploitation of groundwater. Carbon-trading schemes with
India, together with improvements in land and livestock management practices could
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lead to a reduction in emissions from land-use changes in agriculture. In addition
these investments would result in more productive and sustainable farming systems,
also in terms of SPS.
For the motor vehicles and automotives sector, the future with respect to policies is
likely to be a balancing act between economic and environmental considerations. For
the EU we have predicted a modest increase in production, with a potential shift of
production to India. This would reduce pollution levels in the EU but potentially
increase them in India. Further technological innovations (e.g. transport fuel quality)
need to be pursued in order to combat the potential rise in pollution. At an industry
level, facilitated by EU and Indian governments, the industry can be encouraged to
manufacture and assemble fuel-efficient and hybrid vehicles appropriate for the
Indian and EU markets as well as to convert to vehicles run on alternative fuels.
In the textiles and clothing sector the environmental impact of the FTA is expected
to have some negative impact on the economy. The introduction of cleaner
production and advanced treatment technologies – some fall out of the scope of the
FTA negotiations – would be an effective long-run solution towards mitigating
negative environmental externalities. Industries should opt for pollution free garments
with green labels with the support of technical guidelines. While clean technologies
may be implemented by large scale firms, affordability of these technologies among
SMEs in both the EU and India is expected to be a big challenge that needs to be
taken into account and possibly anticipated. Therefore, at the initial stage, support
aimed at enabling SMEs to finance such innovation investments (e.g. through
microfinance programmes) and technical assistance and know-how may be provided
by national and international research institutions and donor agencies.
As a safeguard flanking measure, in the financial and banking sector, reduction of
ecological footprints by promoting energy efficiency and sustainable resource use is
recommended. Promotion and attraction of ‘green’ finance would also potentially
assist in mitigating negative impacts and enhancing positive sustainable development.
Policy recommendations of the FTA related to IPR include the introduction of
safeguards against IPR breaches, counterfeit products and illegal production sites.
The monitoring of these safeguards would considerably reduce the long term
environmental risks, especially for human health and ecosystems.
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18 Conclusions of the TSIA EU-India

In this study we have looked in detail at the expected economic, social and environmental
impacts of a potential FTA between the EU and India. Analysing the sustainability
indicators – for both India and the EU – through quantitative methodologies, in-depth
analysis of specific sectors and horizontal issues (Grains (including rice), Motor vehicles
& Automotives, Textiles & clothing, Finance & banking services, Other business
services, Investment conditions, Technical barriers to trade (TBT), Sanitary &
phytosanitary measures (SPS), Trade facilitation, Intellectual property rights (IPR)) and
concluding policy recommendations are the three components of the work.

18.1

Overall CGE results

For the three possible FTA scenarios: a limited FTA, an extended (deep) FTA and an
extended (broad) FTA plus (including further NTB harmonisation), both in the short run
and in the long run we have discussed the issues that are relevant and significant for the
EU and India.
When we look at the three scenarios, it becomes clear from the CGE analysis as well as
from the detailed sector studies and horizontal issue investigations, that the extended FTA
will bring India and the EU by far the most benefits in terms of economic, social and
environmental gains: welfare gains, production, international trade, wage increases,
health effects, productivity increases, employment generation and poverty reductions.
The social effects are ambiguous at points, and some of the environmental effects are
ambiguous or negative, and these issues are addressed Section 17.4. The overall effects of
our modelling exercise show they are positive, albeit very small for the EU. When
looking at these results, we need to keep three things in mind. Firstly, the more ambitious
the scenario, the larger the positive welfare gains are, both for India and the EU.
Secondly, in the short run, the most beneficial scenario can also be costly in terms of
regulatory approximation, investments in new and upgraded standards, and production
methods and sector re-allocations (e.g. SPS standards in meat and animal fats,
certification trainings and agreement, border cost reductions). Several of these types of
costs carry over to the long run. Thirdly, even though the overall effects are (small but)
positive, it is clear that some sectors gain and some lose, and within the sectors, some
people gain and some lose. This needs to be kept in mind and is important for policy
recommendations in Chapter 17.
Finally, we would also like to emphasise that all results presented in this report are
economic predictions based on CGE modelling and our in-depth analyses. These
outcomes are based on FTA assumptions that are our estimates of how the negotiations
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may go, but are by no means fixed. Also this report represents the views and analyses of
the consortium that are in no way linked to the negotiating positions of the EU.

18.2

Sectoral impacts

For the grains sector, the largest impact is on trade, as EU imports are expected to rise,
while exports will decrease (to a lesser extent). As production of the different types of
grains differs per Member State, monitoring of effects at regional or sub-sector level may
warrant further evaluation and monitoring. For India, the liberalisation scenarios
envisaged for the EU-India FTA will result in a small increase in output in the food grains
sector. The mildest liberalisation scenario considered here seems to maximise export
gains, minimise import increases and produce the smallest disturbances in terms of
increase in unemployment. However, these outcomes cannot be seen in isolation but have
to be analysed in the light of results in other sectors or with respect to other variables like
growth, output changes and wage effects. The projection of increasing exports might
result in slight increases of GHG emissions through transportation.
The impact of the EU-India FTA on the EU automotive sector is predicted to be limited if
we exclude FDI, but positive if we do include it. The effects would entail employment
growth, economic growth for the sector, output increases, but also – potentially –
reallocation of production to a country like India or otherwise Central- and Eastern
Europe. The effect on CO2 emissions would need further monitoring, as, on the one hand,
direct emissions in the EU would slightly decrease, while the growth in India and
increased trade with India will increase emissions. With a relatively cheap labour force
and increased training, the Indian components sector – combined with EU technology and
investments – may become very competitive in the world. Some internal barriers in India
need to be addressed (e.g. lack of recognition of international standards) but Indian autocomponent manufacturers do not have particular problems with the EU standards relating
to emission and safety norms, especially not if EU technologies are applied. Some of the
non-performing or loss-making Indian auto firms and auto component firms may either
become uncompetitive and thus disappear or be taken over by other Indian/European
firms causing displacement of existing workers. However, in light of potential
investments, we feel that the employment generation is underestimated.
The impact of the EU-India FTA on the textile and clothing sector in the EU will be
modest, although, regionally, the effects may be more pronounced as output, employment
and exports in the wearing apparel sector are expected to be slightly negative. In terms of
investments, the pattern will also be mixed. Increased pressures should lead to further
investments in technology, design and R&D, while investments in productive capacity
within the EU are likely to decrease (although it is likely that EU manufacturers start
investing in India). Given their high participation in this sector, women and migrant
workers could be especially affected – though as said, the effects are small. Also, regional
concentration in the EU sector implies that the effects could be more pronounced in
certain regions where relatively lower value added products are produced. The impact of
EU-India FTA on the textiles and clothing sector in India will be greatly beneficial in
terms of increasing market share, investment in R&D, technology transfer, efficiency, and
production of economies of scale. Output, trade and real income is expected to increase
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significantly in the wearing apparel sector – and to a limited extent, also in the textiles
sector. India has a strong domestic textiles and wearing apparel presence across the entire
value chain, ranging from raw material to garments. However, the strength in textile
production and raw material has not been properly utilised in enhancing exports because
of the fragmented nature of the industry in the form of small-scale units, thus with very
few firms having large turnovers. In recent years however, the liberalised trading regime
ensured incremental international trade in textiles and clothing through scaling up its
efficiency and productivity. It is expected that the EU-India FTA will boost this process
through increased specialisation, increases in FDI inflows and efficient capital relocation,
inducing better competitiveness of India’s sector in world markets. Improvement along
the product value chain can provide significant benefits. Also, the FTA is expected to
induce considerable additional employment generation for both skilled and unskilled
workers. This will benefit female and migrant workers, as they are relatively well
represented in the sector. As regards environmental issues in India, the impacts of the
FTA are expected to be moderately negative, especially for the atmosphere, biodiversity
and water quality. However, the FTA’s most prevalent impact will be on apparel sector,
which is labour intensive and less environmentally polluting.
Bilateral impacts for the financial and banking sector are expected to be observed in
terms of the economic performance indicators for India. A key aspect of an EU-India
FTA will be the extent to which liberalisation, and the accompanying financial sector
reform, encourages greater EU FDI in the Indian financial and insurance sector and, more
broadly, greater integration of India in global financial and insurance markets. The FTA
may cause the sector to change further in favour of higher skilled jobs and cause
unemployment among low skilled and medium skilled workers. The EU-India FTA no
doubt would result in greater opening up of Indian financial and banking sector. The
emphasis of the FTA should be on “connecting people” with the banking system and not
just credit dispensation; giving people access to the payments system. Environmental
impacts are not foreseen.
With respect to Other Business Services, of particular importance, however, for both the
EU and India, will be the extent to which, on the one hand, an EU-India FTA
encompasses liberalisation and sector reform enabling greater EU FDI in the Indian
‘other business sector’. If we look at potential FDI flows, these are expected to be large in
line with outsourcing processes currently underway – further strengthened by the FTA.
The employment effects for the business services sector in the EU are expected to be very
small both for skilled and unskilled labour but larger if FDI and outsourcing are taken
into account. Overall, even including outsourcing evidence points to net job creation. It is
being estimated that India would benefit from services sector liberalisation out of EUIndia FTA. The two areas in which India has greater market access and predictability are
– the BPO sector and movement of independent professionals.
Improving investment conditions may lead to more investments in stable and promising
sectors in India, which can in turn lead to EU access to cheaper inputs, cost reduction and
more efficient use of EU technologies. This may have a positive impact on employment
in the EU especially on firms in sectors that export to India. Impact on other social issues,
such as poverty, education and equity, will be closely linked to the employment impacts
and hence will be small. Constraints on Indian investment in EU and vice-versa
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effectively act as non-tariff barriers and a check on further growth in both these
economies. The EU allows inflows of FDI in all sectors but checks on investment operate
in different ways: through sanitary and phyto-sanitary barriers to exports, which are
necessary for Indian investment and the lack of recognition given to certain services. Our
simulations indicate that the removal of these constraints through the FTA will have large
positive implications for Indian GDP through dissemination of new technologies,
investment and employment generation. There will be positive social implications too in
the form of employment opportunities, particularly those generated for women in the
textile sector which might help to redress the general gender bias found in Indian
production relations.
In overall terms the economic impacts of technical regulations harmonisation for the EU
are small. It should also be considered, that whilst the overall EU impact is small, the
regional impacts may differ, especially for sectors where TBTs are high. Promoting
harmonisation of technical regulations for industrial products will, without doubt, benefit
the state of the environment and the health of people both in the EU27 and in India,
provided that implementation of technical regulations is adequately controlled and
monitored. In India, there is definitely a lack of awareness on technical regulations,
particularly among small producers and exporters. This could be because of inadequate
financial and infra structural facilities providing necessary training and testing facilities to
producers. India is keen to seek EU assistance to upgrade its regulatory infrastructure so
that it could meet international standards. India also knows that in the EU, technical
barriers are stringent and create larger hurdles to its exports than the tariff barriers.
Because of a concern for and protection of food health and safety standards, the EU SPS
standards are among the highest in the world. India is improving its SPS standards
rapidly, but still has a long way to go, especially in implementation and standards
monitoring. For the EU the potential gains in SPS standards harmonisation with India are
related to increased market access for processed food, while for Indian exporters the main
gains are expected in exports of raw agricultural materials and primary products. EU
firms and legislators are concerned with the ad hoc approach of Indian government and
standard-setting bodies to impose health and safety legislation that is not necessarily
based on scientific evidence or that applies standards in different areas than for which the
standard was originally intended. In India, there are weaknesses in food safety and
agricultural health management, both in the private and public sectors, which constrain
productivity and competitiveness. Such constraints will almost certainly assume greater
importance in the coming years, given trends in consumer attitudes and preferences,
changes in supply-chain governance and market structures, and continued advances in
science and technology. The EU-India FTA can make some positive contribution on top
of current EU support, provided small farmers/producers are better equipped to face the
challenge of standards compliance.
Compared to the Indian systems, the trade facilitation systems in Europe are rather more
sophisticated. The most recent vision is to get all custom procedures paperless and to
provide a “Single Window” for all custom formalities. Exports from India are expected to
grow significantly more than EU exports, which will result in small production shifts in
the EU. The effects in the EU are the more positive (less negative) in the short term (in
long term), the more ambitious the NTB reductions are. We expect the most significant
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employment effect in sectors that compete with India, such as the manufacturing industry,
chemical sector and transport equipment manufacturing sector, as imports from India
increase. However, exports to India may increase as well. India has been autonomously
pursuing its trade facilitation programme as per Articles V, VIII and X of GATT/WTO.
However, the Indian traders are indicating problems relating to Article VIII and X even in
developed countries like in the EU, therefore, indicating the need for due redressal of
these experiences in the EU-India FTA negotiations.
Regarding economic impacts, the direct effects of IPR on real income for the EU are
estimated to be small. The indirect effects through a higher tendency to invest in R&D
and innovation, are hard to estimate but considered significant. The benefits forgone from
infringement of IPRs are directly affecting SMEs more, whereas the indirect effect
largely impact MNEs.

18.3

Policy recommendations

In order to enhance the expected positive impacts of the FTA and mitigate the potential
negative ones, we have constructed several policy recommendations along the lines of the
sustainability pillars; the economic, social and environmental pillars.
Economic pillar
We present recommendations to ameliorate the investment climate further by reducing
foreign ownership restrictions, adaptations to competition policy engage in more trade
facilitation and improving transparency of customs procedures and enforcement of the
IPR system. Stimulating entrepreneurship and competitiveness of the SME sector through
education and (re)training as well as stimulating export promotion programmes.
Convergence of EU and Indian standards will strongly facilitate trade and increase mutual
market access – through regulatory initiatives on for example SPS and TBT, combined
with a check to do this in combination with technical assistance. Potential negative short
term transitional effects can be mitigated through phasing out of the liberalisation efforts
over time or by sector sequentially.
Social pillar
Strengthen employment creation and improvement of labour conditions further by
incorporating a social dialogue, include best practice cases on ILO labour standards and
expand current pilot projects in India related to the quality of work. We propose to
carefully monitor poverty aspects and rural development, strengthening the pro-poor
effects of the FTA through technical support in rural areas geared towards SPS measures
and productivity enhancement. Also deeper penetration of the banking sector in the
Indian rural areas is important. Measures to promote flexibility of the labour market,
especially related to education and skills (re)training are important to reduce short-term
costs of transition for the Indian economies. Looking at regional effects, it is important to
develop a multitude of regional strategies to deal with issues regarding regions suffering
from industrial decline and migration in India. For the EU, it is possible to address this
issue through structural funds as well as the globalisation fund. Finally, food safety and
health standards can be significantly improved if SPS and ILO decent work standards are
gradually being introduced. Food safety and health standards are improved if SPS
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harmonisation takes place because higher standards increase the quality of food produced
and decrease related health risks. Health standards are expected to go up if the working
environments in the manufacturing sector(s) experience improvements due to application
of core ILO labour standards, including decent work.
Environmental pillar
Enhancement of environmental impact assessment and monitoring programs as well as
the creation of incentives for environmentally friendly production are important to
mitigate expected negative environmental impacts. This can be achieved, for example,
through voluntary introduction of environmental management systems, objective
measuring of environmental variables, have the speed of liberalisation of sectors depend
on environmental performance of the sector, and provide temporary funds for upgrading
production methodologies and inclusion of environmental concerns into production
decisions. Furthermore, new technologies are much better for the environment in many
sectors than old ones. Facilitation of technology transfer from the EU to India may
therefore yield environmental gains or at least mitigate negative impacts.
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Annex II: Developing Scenarios

1. EU-India Trade & Investment Flows
Trade
Based on data of 2007 the European Union-27 represents the biggest trade partner for
India with 19.2% in terms of overall trade (imports plus exports). Figure 0.1 presents the
main trading partners of India in terms of overall trade.
Figure 0.1

Main trading partners (regions) of India (%)
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In imports and in exports, the EU is India’s largest trading partner. India’s imports from
the EU constitute 17.7% of India’s total imports. In terms of exports, even more
important with 21.5% of India’s total exports going to the EU. As Figure 3.1 shows, even
though the EU is India’s major trading partner, the last couple of years the share of the
EU in the total trade of India is decreasing.
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Figure 0.2

EU share in total India trade (%)
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In line with Figure 2.2, Figure 3.2 also shows the relative decline of the EU-India trade
flow compared to World-India trade. The figure shows a faster growth rate of trade with
the world than with the EU. Main growth in export markets for India comes from other
Asian countries, e.g. China.
Figure 0.3

India overall trade with the World and the EU (in Mio)
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With the EU
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For the EU, India is only a small trade partner, with 1.8% of total EU trade coming from
or going to India. Figure 0.4 shows the main trading partners of the EU in 2006.
Figure 0.4

Main trading partners of the EU in terms of overall trade
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India ranks 9th in the list of major EU trading partners (overall trade). It constitutes 1.7%
of total EU imports (14th place) and 2.1% of total EU exports (10th place). Over time, as
Figure 2.5 shows, the share of India in the total of EU trade has grown a bit.
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Figure 0.5
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Trade composition
The EU imported in 2006 mainly textiles and clothing from India. Also chemicals,
machinery and transport equipment are important import products for the EU from India.
At the same time the EU exports to India mainly comprise of machinery and transport
equipment and chemicals. We see significant levels of intra-industry trade in specific
sectors.
For India, the fisheries and aquaculture sector is important. India is a key producer,
ranking 5th on the list of world producers of fishery and aquaculture products (after e.g.
Indonesia and the EU). Regarding trade in fisheries between the EU and India, in 20042006 India was the number 10 among the main exporters of fisheries and aquaculture
products (accounting for € 383 million, or 3.1% of total EU fishery imports). India
accounts for 10% of the overall EU imports of frozen shrimps and 21% of the overall EU
imports of frozen cuttlefish and squid., Regarding EU exports of fishery products to
India, in 2004-2006 India ranked 56 on the list of EU markets of fishery products (with an
average value of roughly € 3 m). There is then a trade balance of fishery products in
favour of India of € 380 m.
Figure 0.6, Figure 0.7, Table 3.1 and Table 3.2 show a summary of the composition of
trade between the EU and India.

312

TSIA for the EU – India FTA Final Report

Figure 0.6

Products the European Union imports from India
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Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 August 2007.
Table 0.1

European Union, Imports from India (2006)

Products (Sitc Sections) by order of importance

Share of total

Mio euro

%

TOTAL

22.361

100,0

1,7

Manuf goods classif. chiefly by material

7.068

31,6

4,4

Miscell. manuf. Articles

6.805

30,4

3,6

Machinery and transport equipment

2.774

12,4

0,7

Chemicals and related prod., n.e.c.

2.319

10,4

2,1

Food and live animals*

1.388

6,2

2,3

Mineral fuels, lubricants and rel. Materials

1.002

4,5

0,3

Crude materials inedible, except fuels

668

3,0

1,2

Commodit. and transactions n.e.c.

137

0,6

0,5

Animal and vegetable oils, fats and waxes

107

0,5

2,0

Beverages and tobacco

70

0,3

1,2

EU imports

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 Aug. 2007

Table 0.2

European Union, Exports to India (2006)

Products (Sitc Sections) by order of importance

Share of total

Mio euro

%

TOTAL

24.061

100,0

2,1

Machinery and transport equipment

10.091

41,9

2,0

Manuf goods classif. chiefly by material

8.125

33,8

4,8
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Products (Sitc Sections) by order of importance

Share of total

Mio euro

%

Chemicals and related prod., n.e.s.

2.175

9,0

1,2

Miscell. manuf. Articles

1.703

7,1

1,3

Crude materials inedible, except fuels

890

3,7

3,5

Commodit. and transactions n.e.c

302

1,3

1,0

Food and live animals

187

0,8

0,5

Mineral fuels, lubricants and rel. Materials

165

0,7

0,3

Beverages and tobacco

60

0,3

0,3

Animal and vegetable oils, fats and waxes

12

0,1

0,5

EU exports

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 Aug. 2007

Figure 0.7

Export products of the EU to India
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Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 August 2007

The EU has a negative trade balance with India in agricultural products, energy, textiles
and clothing. In chemicals and iron and steel the trade balance is negative but only a little.
The EU has a positive trade balance in office/telecommunication equipment, power/nonelectrical machinery and transport equipment.
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The different trade balances are presented in Figure 0.8 below.
EU trade with India, trade balance
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-7000
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Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 August 2007

Sector

Imports (Mio

Exports (Mio

euro)

euro)

Balance (Mio euro)

Agriculture products

1825

347

-1478

Energy

1002

165

-837

Non-agriculture raw materials

22

236

214

Office / telecommunication equipment

322

1197

875

Power / non-electrical machinery

880

5437

4557

Transport equipment

1012

2157

1145

Chemicals

2319

2175

-144

Textiles and clothing

6261

188

-6073

Iron and steel

1280

978

-302

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 August 2007
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Revealed Comparative Advantage (RCA)
Figure 0.9

RCA index for EU-25 and India trade in manufactured products
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Textiles
Aircraft and spacecraft
Clothing
2,5
Railroad and transport equipment nec
Leather and footw ear
Building and repairing of ships
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Other instruments
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2,0
1,5

Pulp, paper & paper products

1,0

Printing & publishing

0,5
Scientific instruments

Mineral oil refining & nuclear fuel

0,0

Radio and television receivers

Chemicals

Telecommunication equipment

Pharmaceuticals

Electronic valves and tubes

Other chemical

Other electrical machinery nec

Rubber & plastics

Insulated w ire
Office machinery
Machinery and equipment n.e.c.

RCA EU-25

Non-metallic mineral products
Basic metals
Fabricated metal products

RCA India

Source: European Commission, Enterprise and Industry, “EU industrial structure 2007, Challenges and
opportunities”

Trade in services
In 2005 the EU trade balance in services with India was positive, after showing a negative
balance in 2003 and 2004. Figures from the services sector show that the India share of
EU trade in services was 1.6%, compared with a 24.8% share of US EU trade in services.
Table 0.3

Four modes of trade and FDI in services
WTO jargon

Official definition

Explanation

Mode 1

Cross-border supply

Services that are supplied from one country to another.

Mode 2

Consumption abroad

Making use of a service in another country.
To provide services in another country, a foreign company

Mode 3

Commercial presence

Mode 4

Presence of natural persons

sets up subsidiaries or branches.
Persons travelling from their own country, to supply

Source: www.wto.org
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services in another country.

Investment
EU investment in India
The EU is India’s largest source of foreign direct investment (FDI). As shown in Figure
0.10 EU investment outflows in 2005 were 2.2 billion Euros. The inflow of 0.2 billion
Euros in 2005 resulted in the EU having a positive investment balance with India.
Figure 0.10

Development FDI by the EU with India in the last couple of years

2,5

Bn Euros

2
1,5
1
0,5
0
2003

2004
Inflows

Outflows

2005
Balance

Source: EUROSTAT (Comext, Statistical regime 4), from DG Trade 7 August 2007.

The top five of FDI sending EU countries is given in Table 0.4, illustrating that the UK
and the Netherlands are the main investors in India. The services, computer and hardware
sectors attract the most FDI inflows to India. These sectors account for almost 20% and
15% respectively of total inflows to India, see Table 0.5.
Table 0.4

FDI to India, top 5 sending EU countries
Country

Cumulative FDI to India at 1.11.2007 (volume in mio $)

United Kingdom

15363

The Netherlands

11177

Germany

5813

France

3108

Cyprus

2748

Source: Department of Industrial Policy and Promotion, Ministry of Commerce and Industry.

Although India has liberalized the regime for FDI it remains restricted in a couple of
sectors, including banking services and telecommunications. Restrictions remain,
particularly in the services sector, which includes financial and banking services, despite
of their importance in attracting FDI to India.
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Table 0.5

Top 5 of sectors in India attracting highest FDI inflows
Sectors in India

%age of total inflows (in terms of rupees)

Services sector

19.86%

(financial and non-financial)
Computer software and hardware

15.98%

Telecommunications

8.11%

(radio paging, cellular mobile, basic telephone services)
Construction activities

5.19%

(incl. roads and highways)
Automobile industry

4.34%

Source: Department of Industrial Policy and Promotion, Ministry of Commerce and Industry.

India’s investment in the EU
Indian investment into the EU has increased in recent years. The FDI inflows (to the EU)
in 2001 were 0.1 billion Euro’s, increasing to 0.6 billion Euro’s in 2003. This trend is also
seen in the Indian stock in the EU, which totalled half billion Euros in 2001, increasing to
1.3 billion Euros in 2003. India has nearly 30% of its total outward stock stalled in the
EU, In terms of India’s total outward stock of FDI compared to the rest of the world,
figure 2.11 shows that in 2003 India had only 0.08% of the total outward stock of FDI.
Figure 0.11

India’s outward stock of FDI in 2003

11,01%

0,08%

9,31%

5,21%
2,80%
4,71%

29,74%
31,84%

5,31%

India
Other America
Switserland

Other Asia
Canada
EU (15)

Source: India Country Strategy Paper 2007 – 2013
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Japan
USA
Rest of the world

Box 0.1

TATA Steel
On the 31st of January 2007, TATA Steel, the largest steel producer in India acquired Corus for 8.1 billion
Euros (608 pence a share). With this takeover, an example of India’s outward foreign investment, TATA Steel
has became the fifth largest steel producer in the world and could fulfil its ambition to increase its volume of
steel production, and access to new and upgraded technologies and get better access to the European
market. For Corus some of the advantages are that it has now better access to the self-owned coal of TATA
Steel and is part of an important worldwide steel player.

1. EU-India Relations
i.

Historical Overview
In 1962 the Republic of India was one of the first countries to begin diplomatic relations
with the European Union, (in 1962 known as the European Economic Community which
only had six members). Since that time the EU and India developed a closer relationship,
including political relations, trade and investment, economic and development
cooperation and also in other areas like civil society and cultural exchanges. In table 2.6
you can see an overview of the history of relations between India and the EU.

Table 0.6

Historical overview relations between the EU and the Republic of India
Year

Overview

1962

India started to build diplomatic relations with the European Economic Community (EEC).

1970

Start of the Operation Flood cooperation programme.

1971

EEC introduces general tariff preferences for India under the generalised system of preferences.

1973

A commercial cooperation agreement was signed by both countries.

1976

EEC begins a programme of regular development cooperation with India. Started by contributing EUR
6 million for drought-prone areas in Uttar Pradesh and Gujarat.

1981

A five-year commercial and economic cooperation agreement was signed.

1983

A delegation of the European Commission was set in India.

1985

A commercial and economic cooperation agreement was signed.

1988

The first Joint Commission meeting was held.

1989

A cooperation and exchange programme (EICEP) for exchange of faculty staff from management
schools is launched.

1991

To provide financing facility to promote EU-India joint ventures among small and medium-sized
enterprises, the European Community Investment Partners launched a scheme in India.

1992
1993

Indian and European businessmen started the Joint Business Forum.
Support of the European Union (EU) to a sectoral programme in education.
A cooperation agreement on partnership and development was signed and a joint political statement
made.

1994

The EC-India cooperation agreement on partnership and development started.

1996

EC adopts communication on EU-India enhanced partnership. Economic cross-cultural programme
started. In the health and family welfare sector the EU supports a sectoral programme.

2000

The first EU-India summit is held. The civil aviation cooperation agreement is signed.

2001

The second EU-India summit is held. Some of the things the summit agrees on are a declaration
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Year

Overview
against terrorism, the vision statement on information technology and the agreement on science and
technology.

2002

The third summit is held. A new five-year cooperation strategy was endorsed.
The EC presents strategy paper for India for 2002-2006, in this period the course for development and
economic cooperation was charted.

2003

The fourth summit EU-India agrees on the launch of a trade and investment development programme
and agrees to negotiate a bilateral agreement on maritime shipping.

2004

The fifth summit was held, and the ‘strategic partnership’ is officially launched.

2005

The sixth summit and the joint action plan for the strategic partnership is agreed.

2006

Adoption of a new EU country strategy paper for India for the period 2007-2013.

2007

EU and India launch negotiations for a free trade agreement.

During the sixth summit held in September 2005, the EU and India agreed on a Joint
Action Plan and to take positive steps to increase bilateral trade and economic
cooperation further and to tackle barriers to trade and investment. A High Level Trade
Group (HLTG) was set up to study and explore ways to make the relationship more
intense than it already is. The HLTG reported to the EU-India Summit in October 2006,
recommending that an expanded trade partnership be developed through the negotiation
of a broad-based trade and investment agreement.
Following that agreement, negotiations for an EU-India FTA were launched on 28/29
June 2007 in Brussels. The proposed FTA is expected to be fully WTO compatible,
ambitious and comprehensive covering not only trade in goods and services, but also
investments, and paying special attention to non-tariff barriers, rules and regulations such
as Intellectual Property Rights, competition, government procurement, and transparency.

ii.

The EU-India Joint Action Plan

During the EU-India Summit in The Hague, the EU-India relationship was upgraded in a
‘Strategic Partnership’; this Partnership resulted in the India-EU Strategic Partnership
Joint Action Plan (JAP). The JAP discusses a wide range of topics, including:
•
Strengthening dialogue and consultation mechanisms;
•
Deepening political dialogue and cooperation;
•
Bringing People and Cultures together;
•
Enhancing Economic Policy Dialogue and Cooperation; and
•
Developing Trade and Investment.
For more information, please see the JAP at http://commerce.nic.in/India-EU-jap.pdf.
Various economic, social and environmental issues and actions are mentioned in this
JAP, including:
•
Work closely together to support effective multilateralism; and
•
Continue to hold regular consultations on thematic issues prior to the UN General
Assembly and work together on negotiations and implementation of the outcome of
major international conferences and Summits including on security, trade,
environment, development and human rights.
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In the third chapter about economic policy dialogue and cooperation, it is emphasized that
a strengthened exchange of views and information between India and the EU on matters
of mutual interest in the areas of economic relations is important. Moreover in the long
term, it will help to reduce obstacles to bilateral trade and investment. Some areas related
to economic, social and environmental matters are discussed below.
Environment
The EU and India are committed to creating the conditions necessary for sustainable
development, therefore they will seek to:
•
Strengthen the dialogue on global environmental issues with a view to building
mutual understanding in particular the UN Framework Convention on Climate
Change and the Kyoto Protocol;
•
Hold meetings of the Joint Working Group (JWG) on Environment on a yearly basis
and develop high level visits;
•
Organise an EU-India environment forum in 2005 with stakeholders involving
business, academia and civil society to exchange views and information;
•
Hold an experts’ meeting to exchange views on voluntary eco labelling schemes; and
•
Identify key environmental issues and approaches to sustainable development where
exchange of experiences and cooperation could be mutually beneficial.
Clean Development and climate change
The EU and India both agree that action is required by all countries to address the issues
of climate change on the basis of equity and in accordance with their common but
differentiated responsibilities and respective capabilities. They agree to launch an IndiaEU Initiative on Clean Development and Climate Change and to:
•
Identify and develop ways of widening access and overcoming the barriers to
dissemination of such technologies in India and the EU and more widely;
•
Increase funding and promote public-private partnership for research and
development of cleaner technologies;
•
Promote adaptive research and development to suit the resource endowment of both
parties;
•
Reduce the price gap between “cleaner” and “less efficient” technologies by seeking
economies of scale; and
•
Hold experts’ meetings on climate change, including on the Clean Development
Mechanism in 2005.
Both sides agree to cooperate to enhance the scientific, technical and institutional
capacity to predict climate change and its socio-economic impacts.
Employment and social policy
Employment and social policies are core issues within the EU and the Government of
India has put them at the heart of its policy approach. India and the EU are committed to
promote full, freely chosen and productive employment with full respect for fundamental
principles, fair wage and rights to work. The EU and India share a common interest to
develop a policy dialogue on employment and social security to share experience,
periodic exchange of views and information on:
•
Labour and employment issues;
•
Human resource management in particular through training and skills development;
•
Social security.
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Other issues
•
Energy; The EU and India will strengthen their cooperation in the energy sector in
order to develop more efficient, cleaner and alternative energy chains (European
Commission, External Relations).
•
Information and communication technologies (ICT); the development and
widespread adoption of new ICT services and networks have powerful effects on
economic and social development.
•
Agriculture; the EU and India appreciate the economic and social importance for both
sides to develop and preserve a dynamic agriculture sector.
•
Development cooperation; for development cooperation there are two important
social sector programmes, for education this is Sarva Shiskah Abhiyan (SSA) and for
health this is the National Rural Health Mission (NRHM).
In the last chapter the JAP discussed the issues and actions leading to further increase of
bilateral trade and economic cooperation between the EU and India. The following
actions will be taken:
•
A high-level trade group (HLTG) will be set up. The HLTG will look for better
bilateral trade and investment flows; and
•
The EU and India will work closely together to achieve a successful Hong Kong
Ministerial Conference and they both want the Doha Development Agenda (DDA) to
be a success.
Furthermore the dialogue and cooperation will be strengthened in the following matters:
•
Public-private partnership (PPP);
•
Intellectual property rights;
•
Technical barriers to trade and sanitary and phyto-sanitary issues;
•
Trade defence instruments;
•
Services; and
•
Public procurement.

iii.

WTO Commitments
1. Industrial products
Two of the industrial product commitments of the Uruguay Round were to reduce tariff
barriers by at least one third in five years and to increase the number of bound custom
duties. These commitments resulted in a decline of custom duties levied by developed
countries, falling from 6.3% to 3.8% (on average).
At the Uruguay Round (UR) India committed to bind tariff lines for 62 per cent of its
industrial products. These tariff commitments were to reduce India’s trade-weighted
average tariff from 71.4 per cent to 32.4 per cent, and thereby lead to an increase in the
percentage of imports from 9 per cent to 68 per. At the UR, India also committed its
mineral and basic products at 25 per cent and manufactures at 40 per cent, while
consumer goods were not bound. A significant number of changes have been made as per
the UR binding rates for some of the Indian industrial products (Rajesh Mehta and

Pooja Agarwal, 2003).
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2. WTO Agreement on Agriculture
The WTO Agreement on Agriculture applies in three main areas:
•
Market access 220– various restrictions confronting imports.
•
Domestic support – subsidies and other programmes.
•
Export subsidies – methods to make exports more competitive.
Ordinary tariffs must be reduced by an average of 36% within six years, ensuring that
every tariff item has at least a 15% tariff reduction. For developing countries the ordinary
tariffs must be reduced by an average of 24% in ten years. Developing countries are
allowed to offer ceiling bindings instead of tariffication because of their need to maintain
Quantitative Restrictions due to balance of payment problems.
The domestic support contains a commitment relating to agriculture products, in which
the total aggregate measurement of support (AMS)221 must be decreased by 20% over six
years. For developing countries this is only 13% in ten years. In order to reduce export
subsidies there is a commitment to reduce its spending and the quantities of exports
which are subsidised with regard to specific products.
The level of direct export subsidies must also be reduced to 36% in 6 years for developed
countries. The figure of 36% relates to the 1986-1990 baseline period levels. In the same
period the number of export products that are subsidised must be decreased to 21%. For
developing countries the reduction must be two thirds of the reduction that must be
carried out by developed countries. Developing countries have an implementation period
of ten years. Table 2.7 will give an overview of what these commitments mean for the EU
and India.
Table 0.7

WTO Agriculture Commitments for the EU and Republic of India
Main area

The EU

India

Market access

Replaced its variable levies by fixed tariffs which

No commitments because of

are bound. Only for sugar the EU used the

maintaining Quantitative Restriction.

special agriculture safeguard to provide additional Only commitment is to bind:
protection.

•

primary agriculture products at
100%;

Domestic support

•

processed foods at 150%;

•

Edible oils at 300%.

Higher institutional prices, payments which are a

In the reference period India had

function of the quantities produced are now

market price programmes for 22

subject to a strict AMS.

products, of which 19 products were on
the GATT commitment list.

Export subsidies

Particularly binding in the sugar, dairy and poultry No direct subsidy for agriculture
sectors.

products.

220

Market access includes tariffication (all NTBs needs to be abolished and converted into equivalent tariffs), tariff reduction and
access opportunities.
221
The AMS is a way to measure the total support in 1986 – 1988.
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iv.

Main FTAs between the EU and other countries and regions
The EU has concluded a wide variety of bilateral and bi-regional trade and trade-related
agreements with several regions and countries. Table 0.8 lists the main trade agreements
and agreements containing trade-related provisions and gives some details on each
agreement.

Table 0.8

EU trade agreements overview
Entry into
FTA’s and Agreements with FTA provisions

force

Details

EU – Switzerland: Free Trade Agreement

1973

Highly evolved participation in EU internal
market, despite not being Member State.
In addition to the 1972 FTA, Switzerland is a
member of the European Free Trade Association
(EFTA) and there are bilateral trade agreements
in the following fields: free movement of persons,
trade in agricultural products, public
procurement, conformity assessments, air
transport, transport by road and rail. Also
th

Switzerland participates in the 5 Framework
Programme for Research.
EU – Iceland, Liechtenstein, Norway:

1994

European Economic Area (EEA)
EU – Mexico Economic Partnership, Political

De facto participation in internal EU market
without being Member State.

2000

Coordination and Cooperation agreement

Establishment of free trade area for goods and
services. Gradual dismantling of trade barriers in
a broad range of fields.

EU – South Africa Trade, Development and
Cooperation Agreement (TDCA)

Provisionally Establishment of free trade area for goods and
2000

services. Gradual opening-up of markets over 12
years.
South Africa is also member to the EU-ACP
Partnership Agreement (subject to qualifications)
and there is a separate agreement of wine and
spirits.

EU – Chile Association Agreement

2003

Establishment of free trade area for goods and
services. Progressive dismantling of trade
barriers in a broad range of fields.

EU –Turkey Customs Union

1995

Customs union, final phase: only industrial
products, not agriculture, services, procurement.
Turkey is candidate country since 1999;
accession negotiations started in 2005. In
addition, Turkey is part of the EuroMediterranean Partnership.
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EU – Andorra Customs Union

1991

Only industrial products, not agriculture

EU – San Marino Customs Union

2002

Including agriculture

Stabilisation and Association Agreements

Special relationship with a view to future

(Western Balkan)

accession (potential + candidate countries).
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Entry into
FTA’s and Agreements with FTA provisions

force

Details

Former Yugoslav Republic of Macedonia

2004

Preferential trade access in SAA’s via Interim

Croatia

2005

Agreements on Trade and Trade-related matters

2006

and Autonomous Trade Measures (2000).

Albania
Bosnia-Herzegovina

(interim)

Montenegro

Negotiation

Serbia

Signed 2007

Kosovo

Negotiation

The Former Yugoslav Republic of Macedonia
and Croatia are now EU candidate country.

Negotiation
Central European Free Trade Agreement
(CEFTA)

Since 2007, enhanced trade liberalisation under
2007

Association Agreements (Euro-Med countries)

the CEFTA (including Moldova)
Under European Neighbourhood Policy (ENP).

Algeria

2005

Euro-Mediterranean Partnership since 2007 fully

Egypt

2004

part of ENP.

Israel

2000

Preferential relationship between the EU and its

Jordan

2002

neighbours.

2006

One of the objectives: establish an FTA with

Lebanon
Libya

Negotiation

EuroMed. Now already progressive tariff

Morocco

2000

dismantling and regulatory approximation. Duty-

Palestinian Authority

1997

free access to EU market for manufacturing

Syria
Tunisia

(interim)
1977

goods and ongoing liberalisation of agriculture,
services and investment.

1998
Partnership and Cooperation Agreements

Under European Neighbourhood Policy.

(Eastern European/Central Asian countries)

Preferential relationship between the EU and its

Armenia

1999

neighbours. Includes most-favoured-nation

Azerbaijan

1999

treatment (tariffs and quotas) and differentiated

Belarus

Signed 1995 progressive trade facilitation (regulatory

Georgia

1999

Kazakhstan

1999

Kyrgyz Republic

1999

Moldova

1998

Russia

1997

Tajikistan

Signed 2004

Turkmenistan

Signed 1998

Ukraine

1998

Uzbekistan

1999

EU – ACP Partnership Agreement (Cotonou

2000

Agreement)

approximation). Possibility of future FTA’s.

78 countries. Successor to Lomé Conventions.
Now also Economic Partnership Agreements
(EPA’s) with reciprocal trade preferences.

General System of Preferences (GSP) /

The GSP allows for non-reciprocal preferences

Everything But Arms (EBA) Initiative

in favour of developing countries (as exemption
from the WTO MFN-rule). The EU has a general
GSP in place, granting developing countries
duty-free access or tariff reductions.
Under the EBA, LDC’s have (non-reciprocal)
duty- and quota-free market access to EU.
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Entry into
FTA’s and Agreements with FTA provisions
Trans-Regional EU-ASEAN Trade Initiative

force

Details

Negotiation

FTA under negotiation since 2007

Negotiation

FTA under negotiation since 2000

(TREATI)

EU-MERCOSUR Association Agreement
EU- Central America Framework Co-

1993

operation Agreement
EU- Andean Community Framework

negotiation
1993

Cooperation Agreement
EC-Gulf Cooperation Council (GCC) Co-

Association Agreement, including an FTA, under
negotiation

1989

operation Agreement
EU - South Korea Free Trade Agreement

Association Agreement, including an FTA, under

FTA under negotiation since 1990, resumed in
2002

Negotiation

FTA under negotiation since 2007; Framework
on Trade and Co-operation now governing
bilateral relations.

Switzerland, Iceland, Liechtenstein, Norway: de facto EU internal market participation
These countries, geographically near or inside the EU area, are not Member States of the
EU. Nonetheless, through FTA’s (Switzerland) the EEA, EFTA and other trade
agreements, de facto they (almost) participate in the internal market of the EU. Especially
the Swiss economy is highly intertwined with the EU market; the EU is Switzerland’s
main trading partner, whereas Switzerland is the EU’s 4th largest.
South Africa, Mexico, Chile: Free Trade Agreements
The EU has concluded separate trade agreements with these emerging economies,
economies that are also included in the baseline for this TSIA.
The TDCA with South Africa has not yet been ratified, but the trade-related provisions
have been provisionally applied since 2000. The TDCA aims to create an EU-South
Africa free trade area. It provides for an asymmetric scheme of opening-up markets to
each other over 12 years. After provisional application in 2000, South African exports to
the EU increased by 46% (in 2002 they amounted to € 15.6 billion), while EU exports to
South Africa increased by 20% (in 2002 they amounted to € 12.4 billion). Now around
90% of imports from South Africa into the EU are zero duty or under tariff preferences;
this rate is expected to be 95% in 2012.
The FTA with Mexico was the first transatlantic FTA for the EU. Trade liberalisation is
one of the pillars of the broader agreement. It covers many fields (goods, services,
procurement, competition, IPR, investment and related payments). It provides for a very
rapid scheme of trade barriers dismantling; e.g. industrial goods were 100% liberalised in
2003 on EU side and in 2007 on Mexican side. After entry into force of the FTA, trade
flows increased by over 25% (in 2004, EU exports to Mexico were € 14.6 billion and
Mexican exports to the EU were € 6.8 billion).
The EU-Chile Association Agreement much resembles the arrangements with Mexico.
The trade-related provisions (one of the pillars of the agreements) provide for progressive
and reciprocal dismantling of trade barriers. It covers many fields (goods, services,
procurement, competition, IPR, investment and capital flows). Between 1995 and 2004,
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Chilean exports to the EU increased by 175% to € 8 billion and EU exports to Chile by
58% to € 3.8 billion.
Turkey, Andorra, San Marino: Customs Unions
The customs union agreement with Turkey (there had been an EU-Turkey Association
Agreement since 1963) covers all industrial goods and provides for a common external
tariff. Since 2002, negotiations on liberalisation of services and procurement under the
customs union have proceeded. In addition, there is a free trade agreement regarding
products under the ECSC and there is a decision on trade in agricultural products.
Currently, all trade relations between Turkey and the EU are also included in the
accession negotiations (started in 2005; Turkey has been candidate country since 1999).
The EU also has custom unions with Andorra (only industrial products, not agriculture)
and San Marino (also agriculture).
Western Balkan: Stabilisation and Association Agreements
The Western Balkan countries are considered potential future EU members and intense
(trade) relations subsequently exist. The EU granted Autonomous Trade Measures to the
countries in 2000, abolishing most duties and quantitative limits on imports into the EU
(except on e.g. wine, sugar, fisheries, baby beef and some textiles). In contrast, trade
relations under the SAA’s are reciprocal. The aim is to progressively (and
asymmetrically) establish a free trade area between the EU and the SAA countries. Trade
liberalisation provisions under the SAA’s include foods, services, procurement, IPR and
competition. SAA’s with Bosnia-Herzegovina, Serbia and Kosovo are under negotiation.
Croatia and Macedonia are now candidate countries. Complementary to the SAA’s, the
Central European Free Trade Agreement (CEFTA; including Moldova) entered into force
in 2007, further facilitating trade liberalisation.
Eastern European/Central Asian/Euro-Med countries: European Neighbourhood Policy
Since 2007, the European Neighbourhood Policy of the EU includes the EuroMediterranean Partnership (various Association Agreements with the Euro-Med
countries). Also, the various Partnership and Cooperation Agreements with the Eastern
European and Central Asian neighbours fall under the ENP. The ENP establishes a
mutual preferential relationship between the EU and its neighbours. Generally, the PCA’s
include most-favoured-nation treatment for tariffs and quotas as well as general
progressive trade facilitation (regulatory approximation), differentiated per country.
Mostly, the possibility of future establishment of a FTA is envisaged in the agreements.
The ongoing developments towards a EuroMed regional FTA dominate trade relations in
the Euromed region. The aims are progressive tariff dismantling and ongoing regulatory
approximation. The EuroMed countries already enjoy duty-free access to the EU market
for manufactured goods (and gradually EU export are also liberalised). The AA’s also
allow for gradual (asymmetric) liberalisation in agriculture, services and investment.
Africa, Caribbean, Pacific (ACP) countries: Cotonou Agreement
Under the Cotonou Agreement, trade relations are mainly employed as a development
cooperation instrument, enhancing integration of ACP countries in the global economy.
Since 2002, Economic Partnership Agreements (EPA’s) have been and are being
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negotiated with individual ACP countries as well as on a regional level. These EPA’s
provide for reciprocal trade preferences, like duty-free market access.
Developing countries: General System of Preferences and Everything But Arms Initiative
The aim of the GSP is to enable developing countries to better compete with developed
countries by providing for tariff preferences. Under the GSP, exemptions of WTO rules
(especially the most-favoured-nation-rule) are allowed in favour of developing countries.
It allows for non-reciprocal preferences in favour of developing countries, like
preferential tariff cuts. The EU implemented the first general GSP scheme in 1971,
granting GSP beneficiary countries duty-free access or tariff reductions. India is GSP
beneficiary country. Under the GSP, additional preferences are granted to some countries
under the GSP+ arrangement and to the 49 least develop countries (LDC’s) under the
Everything But Arms Initiative (EBA).
Under the EBA, all imports (except arms and munitions) from LDC’s have non-reciprocal
duty-free and quota-free access to the EU market. Bananas, rice and sugar are partially
excluded (and only gradually reduced) from the EBA. For LDC’s, reciprocity of trade
liberalisation under the Cotonou Agreement is also not obligatory.
Other FTA’s or agreements with FTA provisions currently under negotiation
In addition to the ones mentioned above, some significant FTA’s between the EU and
other countries or regions are currently under negotiation.
The EU and the Association of South East Asian Nations (ASEAN) started negotiations
on a FTA in 2007, under the Trans-Regional EU-ASEAN Trade Initiative (TREATI). The
coverage of such a region-to-region FTA is envisaged to be broad and far reaching,
including liberalisation of services and investments. At present, EU-ASEAN trade
represents 5% of world trade; 13% of ASEAN export at present go to the EU. The EU is
ASEAN’s 2nd largest trade partner, while ASEAN is EU’s 5th largest (€ 127 billion in
2006). Trade volumes have been steadily growing over the past five years (at around 4%).
Similarly, the EU and MERCOSUR have been negotiating an EU – MERCOSUR
Association Agreement, including a free trade area, since 2000. The FTA is envisaged to
cover liberalisation in goods, services, procurement, investment, IPR, competition and
conformity assessment procedures. The EU is MERCOSUR’s 2nd trading partner,
whereas MERCOSUR is the EU’s 8th trading partner.
Other regions with which the EU is in the process of (future) trade agreement
negotiations include the Andean Community and Central America (as part of an
envisaged Association Agreement) as well as the Gulf Cooperation Council.
Regarding bilateral trade relations with separate countries, the EU has started negotiation
on an FTA with South Korea in 2007. Like ASEAN, South Korea is one of the EU’s
priority FTA partners. The envisaged scope of trade liberalisation is broad, including farreaching services and investment liberalisation. Trade volume between the EU and SouthKorea amounted to € 61 billion in 2006; the EU is South-Korea’s 2nd largest export
market, while South Korea is the EU’s 4th largest trading partner.
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v.

Main FTAs between India and other countries and regions
Since 1998, the starting point was the signing of the India – Sri Lanka Free Trade
Agreement (ISLFTA), India’s engagement with Preferential Trade Agreements (PTAs)
attracted serious attention. In 2008 India implemented five or six FTAs and around the
same number of PTAs. PTAs are defined as trading arrangements which result in two or
more countries extending preferential tariff or non-tariff treatment to each other. FTAs
are those PTAs which result in the lifting of all restrictions on trade between partner
countries, especially tariffs.

Table 0.9

Main Indian trade and investment agreements
Agreement

Signed

Comprehensive Economic Cooperation

2005

Details
No significant change in trade relations. Singapore’s

Agreement between The Republic of

tariffs were already close to zero for India. Important for

India and the Republic of Singapore.

the service sector of both countries.

(India – Singapore CECA)
Framework Agreement to establish

2003

CECA with Thailand

Consists of a Early Harvest Scheme. This means that
the tariffs of a limited number of products must be
liberalized within three years after the agreement is
signed.

Framework Agreement to establish

2003

CECA with ASEAN

Agreement for trade in goods, services and investment.
Negotiations still going.
Is a bridging link between ASEAN and SAARC and is

BIMSTEC

222

South Asia Free Trade Area

2004

important for India’s ‘Look East Strategy’.

2004

Success is not certain, because of long negative lists,
long time frames for tariff liberalisations, etc.

Preferential Trade Agreement with

2004

MERCOSUR

Implementation of tariff concession is yet to begin as
Argentina and Brazil are yet to ratify the agreement.

Preferential Trade Agreement with Chile

2006

India – Sri Lanka Free Trade Agreement

1998

Implemented in 2007
Results; high growth rates of Indian exports and Imports.
Disadvantage: asymmetric structure.

India – Nepal Treaty of Trade

1996, in Free trade in primary goods;
2007

Free non-reciprocal access by India to Nepalese

negotiat manufacture without quantity restrictions;
ions to

Huge increase India’s exports to Nepal in 2001-2006;

renew

Not for imports.

the

Trade balance with Nepal improved.

treaty.

There are more agreements that currently are being negotiated. These are agreements with
Japan, Korea, Malaysia, the EU, Mauritius, South Africa Customs Union, Brazil and
South Africa, Gulf Cooperation Council.

222

Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation.
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Since the India ISLFTA, the India-Singapore CECA and the South Asia Free Trade
Agreements (SAFTA) are in the baseline scenario, these trade agreements will be
discussed in more detail.
India – Sri Lanka Free Trade Agreement
The ISLFTA was signed in December 1998 and became effective in March 2000. India
and Sri Lanka agreed that the elimination of the tariffs would be in a phased manner:
India in 2003 and Sri Lanka in 2008. The main objectives of this free trade agreement are:
•
To expand domestic markets;
•
To augment bilateral trade; and
•
To fuel economic development.
Main conditions of the ISLFTA are the elimination of tariff restrictions and moderation of
rules of origin. In the ISLFTA there was an asymmetric structure between the two
countries. Indian has a negative list which is smaller in comparison with the negative list
of Sri Lanka and with the preferential list it is the other way around. India had much
profits gained from this free trade agreement. The growth rates of exports and imports
were very high; another point to make clear is the synergy that is generated between
exports, FDI and services. Preferential treatment by India has been distorted by
differential incidence of state taxes on domestically produced goods and Sri Lankan
goods.
The India – Singapore Comprehensive Economic Co-operation Agreement
The India – Singapore Comprehensive Economic Co-operation Agreement (CECA)
became operative from the first of August 2005. The CECA covers investment, services
and trade in goods, besides economic co-operation in areas like education, science,
technology, air services and intellectual property (The Economic Times, India, July 04,
2005).
The agreement further provides for an Early Harvest Scheme (EHS) and a
reduction/elimination of tariffs in a phased way. The tariff reduction/elimination is only
for products others than on the negative list of India by the first of April in 2009.
Singapore is already duty free for products coming from India since the first of August,
2005. Because of this, the gains for trade from India are not that significant. For FDI this
is completely different. Singapore is the sixth largest FDI investor in India since the
CECA became operative.
The CECA provides Singapore access to the Indian market for a wide range of services.
In the service sector Indian companies stand to benefit through increased market access in
all kind of services.
South Asian Free Trade Area
In 1985 seven countries formed the South Asian Association for Regional Cooperation
(SAARC). These countries were Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan
and Sri Lanka. The main objectives of these countries were among others more
coordination in economic, social and cultural issues. The member countries of the
SAARC implemented a significant collaborative agreement, the SAPTA in December
1995. The successful SAPTA negotiations resulted in the SAFTA, which was signed in
January 2004 and became operative from the first of January 2006.
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In the first phase of the SAFTA the tariffs will be reduced to 20% for developed countries
and for Least Developing Countries (LDCs) the tariffs will be reduced to 30%. In the
second phase these tariffs will all be reduced to 0 – 5%. Each member country will
maintain a so called sensitive list; on this list there are products of which the tariffs will
not be reduced.
Table 0.10

SAFTA tariff arrangements and timeline
First Phase

Second Phase

Timeline

Pakistan and India

20%

0-5%

2013

Sri Lanka

20%

0-5%

2014

30%

0-5%

2015

Non Least Developed Contracting States:

Least Developed Contracting States:
Bangladesh, Bhutan, Maldives and Nepal.

This SAFTA will result in a free trade area in 2015 and will replace the SAPTA. From
this date on, only those products on a country’s sensitive list will be exempt from trade
liberalisation.
Disadvantages of the SAFTA are:
•
Was preceded by SAPTA among the same nations which was a failure due to limited
product coverage;
•
Asymmetric structure, (see ISLTA);
•
Long negative lists; and
•
Long time frames for tariff liberalisations and coverage only being extended to
goods.

b. Sustainability impact dimensions and indicators
When examining the likely sustainable economic, social and/or environmental impacts of
the proposed FTA, the following Table 0.11, summarises the variables and specific
indicators this study takes into account223.
Table 0.11

Sustainability impact indicators
Area

Core Indicator

Specific Indicators

1. Economic

a) Real Income

GDP per capita, Net value added, consumer effects,
effect on prices, variety of goods and services

b) Investment

Total Investment, Public Investment, Business
Investment, FDI

c) Trade

Balance of trade in goods and services, Volume of trade
in goods and services, Terms of trade

2. Social

a) Poverty

People living under poverty line, GINI index, regional
effects

b) Health
223

Life expectancy, Mortality rates (maternal, child), Access

This Table is directly copied from the Handbook of DG Trade (2006).
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Area

Core Indicator

Specific Indicators
to health services, sanitation, nutritional levels

c) Education

Primary, secondary and tertiary enrolment rates, literacy
rates

d) Labour issues (incl.

Unemployment, Productivity and quality of work, Rights

Employment and decent

at work, Employment opportunities, wage effects, self-

work)

employment

e) Equality

Gender equality in employment and employment
opportunities, gender equality in education, social
protection, social dialogue

3. Environmental

a) Atmosphere

CO2 emissions, air quality, quantity of dangerous
chemicals in atmosphere (dangerous to ozone layer or
to humans)

b) Land

Land use in agriculture, forest, desertification,
urbanization, natural resource stocks

c) Biodiversity

Number of species, protected areas, ecosystem

d) Environmental quality

Waste management, energy resources

e) Fresh and waste water

Quantity of water use, Access to safe drinking water,
Water quality, Quantity of waste water, Cleaning of
waste water, Water supply

c. Sustainability Issues in the EU
i.

Economic issues and trends
In March 2000, in what has become known as the Lisbon Agenda, the EU Heads of States
and Governments agreed to make the EU "the most competitive and dynamic knowledgedriven economy by 2010". The Agenda focused heavily on the role of innovation as a
driving force for economic development, the importance of skills and learning in a
knowledge-based economy, and the need for compatibility with social and environmental
concerns and renewal. Although some progress was made, it was clear by the time of the
mid-term review in 2005 that overall the EU was falling behind the ambitious targets it
had set itself. Re-launching the Agenda in 2005, increased emphasis was given to two key
areas: (a) delivering stronger, lasting growth, and (b) creating more and better jobs. The
bedrock to meeting these challenges is the maintenance of stability-oriented
macroeconomic policies and sound budgetary policies. In 2005, the European Council
reaffirmed that the renewed Lisbon strategy should be seen in the wider context of
sustainable development. While focusing mainly on actions related to sustaining
economic growth and developing more and better jobs, the Lisbon strategy makes an
essential contribution to the wider objective of sustainable development and is
inextricably linked to the EU’s broader sustainable development strategy.
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The integrated policy guidelines224, a key document within the revised Lisbon strategy,
underline the link between the Lisbon programme and sustainable development. They
highlight that long-term growth depends on addressing a range of resource and
environmental challenges which, if left unchecked, will act as a brake on future growth.
For instance, the synergies between growth and sustainable development in the field of
environment include giving priority to energy efficiency, promoting renewable energies,
decoupling economic growth from environmental degradations (as in transport),
promoting sustainable use of land, water and other resources.
Economic prosperity is one of the key objectives of the EU sustainable development
strategy (SDS), and one of the areas of the SDS that closely coincides with Lisbon
Agenda goals. The strategy aims for a ‘prosperous, innovative, knowledge-rich,
competitive and eco-efficient economy, which provides high living standards and full and
high-quality employment throughout the European Union’. The following sections show
recent EU economic trends in an attempt to provide a glimpse of the EU’s progress
toward meeting its stated aims.
Income Growth and Income Disparities
While the level of GDP per inhabitant is a widely used measure of economic performance
and the standard of living of a society, the growth rate of GDP is a measure of the
dynamism of the economy, of its ability to catch up with other, richer economies, and its
capacity to create new jobs. A sufficiently high GDP growth rate means that society is
generating additional economic resources to meet the growing economic needs of the
present generation, to invest in view of higher returns in the future, or to address social
and environmental concerns. It is however important to emphasise that, if GDP per capita
is a proxy of citizens’ material wealth, it cannot be considered as a holistic measure of
their well-being as it does not capture the value of non-marketed services which are
essential to their well-being.225

224
225

Integrated guidelines for growth and jobs (2005-08), COM(2005) 141.
Eurostat (2007). Measuring Progress Towards a More Sustainable Europe-2007 Monitoring Report of the EU sustainable
development strategy. Luxembourg
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Figure 0.12

Annual Growth Rate of Real GDP per Inhabitant in the EU-27, based on 1995 prices and exchange rates
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From 2000 to 2003, the EU economy was affected by a series of economic and other
shocks that reduced growth from a height of almost 4% in 2000 to just over 1% in the
years following the turn of the millennium. In general, EU economic performance
between 2000 and 2006 was relatively modest, despite some upturns, with an average
annual growth rate of 1.6% in the EU-27 over the period. This is compared to 3% on
average between 1997 and 2000.
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Figure 0.13

Regional GDP disparities in the EU (PPS per inhabitant by NUTS 2 regions, based on 2004 data)

Source: Eurostat Regional Yearbook 2007

Regional disparities in GDP per capita within the EU grew substantially with the entry of
10 new Member States in 2004 and a further two in 2007. Following these enlargements,
GDP per capita became almost five times higher in the top 10% regions than in the
bottom 10%. In the EU-25 it was just under four times higher, while in the EU-15 it was
less than three times higher (based on 2004 data). The ratio between GDP per capita in
the top and bottom 25 % regions grew from two (EU-15) to two and half (EU-25) to three
(EU-27) (see Figure 0.13).226
GDP per capita is particularly low in the new Member States, where it is below 50 % of
the EU average in most regions. Many regions in Greece, southern Italy and Portugal are
226

Eurostat Regional Yearbook 2007
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also below 75 % of the EU average. In the remaining countries, regions tend to have a
GDP per capita that is close to the average or above it. Regions that contain a country’s
capital tend to have a GDP per capita which is significantly higher than that of the
surrounding regions. In some cases this is partly due to in-commuting, which increases
the number of people producing economic wealth (GDP) relative to capita. But mostly
the higher GDP per capita in capital regions reflects the higher levels of productivity in
these regions.227
Consumer Price Inflation
Starting from a moderately high point in the late-nineties, inflation rates in Europe
generally decreased in the early part of this decade and have been kept largely under
control in recent years, hovering around the ECB’s target rate of “at or close to 2
percent”. Energy price rises in the EU have shown volatility over the past 10 years, with a
12.7% price hike in 1999-2000 and another spike of 9.9% in 2005. Rises in food prices
showed moderate volatility from 1997 to 2002 before levelling off to roughly match the
overall rate of inflation during the period from 2002 to 2006.
Figure 0.14

Harmonised Indices of Consumer Prices for the EU-27 (Annual Avg. Rate of Change in percent)
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More recently, euro zone inflation in February 2008 increased to 3.3% from its January
level of 3.2%, representing the highest rate of inflation since the ECB took over in early
1999. Higher prices have been driven mostly by rises in the cost of energy and food
products. Prices for energy were up 8.1% in the final quarter of 2007, while inflation
excluding energy prices was running at 2.3% for the same period. Food prices (including
alcohol and tobacco) also rose significantly in the final quarter of 2007 with a hike of
3.9%, reflecting increases in the prices of dairy products, breads and cereals. Underlying

227
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inflation excluding energy, food, alcohol and tobacco was running at 1.9% in the final
quarter of 2007 and eased to 1.7% in January. While this underlying rate is within the
ECB’s target, there is concern that a prolonged period of high inflation will lead to
second-round effects through higher wage agreements.228
Investment
Investment indicators show the share of GDP that is used for gross investment (in terms
of gross fixed capital formation), rather than for e.g. consumption or exports.
Acquisitions of capital goods such as buildings, machinery and transport equipment by
both private and public sectors determine to a large extent the future economic
performance of a society by deepening and widening the capital stock, whether physical
capital stock or knowledge. Therefore, together with rising labour supply, investments
directly impact potential growth rates. From a sustainable development perspective,
investments in more environmentally friendly technologies are crucial to improve ecoefficiency.229
Investments are also subject to multiplier effects where an increase in investment
produces an increase in national income and consumption greater than the initial amount
spent. For example, if a corporation builds a factory, it will employ construction workers
and their suppliers as well as those who work in the factory. Indirectly, the new factory
will stimulate employment in, for example, laundries, restaurants, and service industries
in the factory’s vicinity.230
Investment spending is typically a strongly cyclical and volatile component of GDP
growth. As a whole, however, over the last 10 years, investment spending has remained
roughly constant at around 20% of GDP. There were some slight inter-annual
movements, as total investment in the EU-27 declined from 20.7% to 19.5% between
2000 and 2003, before recovering back to 20.7% in 2006. The negative trend between
2000 and 2003 can be attributed to a decline in business investment from 18.4 to 17.1%.
This drop was not fully compensated by public investment which showed only minor
growth from 2.3% in 2000 to 2.4% in 2003 and 2004, and then went down again to 2.3%
in 2005. Total investment is forecasted to continue a slight growth trend from 21.2% to
21.6% over the period from 2007 to 2009231.
In terms of foreign direct investment, the EU has been a major global player over the last
decade, with outward flows and stocks consistently surpassing inward. Outward FDI
flows from the EU-25, measured as a percentage of global outward FDI flows, showed
continuous growth during the late nineties, rising from 46% in 1996 to 66% in 1999. The
period from 2000 to 2004, however, saw the EU’s share in global FDI outflows drop from
66 to 41%, before suddenly spiking to 73% in 2005. EU outward FDI stocks, as a
proportion of the global total, rose gradually over the last decade, moving from 44% in
1996 to 52% in 2006.

228
229

230
231

Economist Intelligence Unit (2008). EU Country Report.
Eurostat (2007). Measuring Progress Towards a More Sustainable Europe-2007 Monitoring Report of the EU sustainable
development strategy. Luxembourg
Ibid.
Forecasts taken from DG EcoFin
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Figure 0.15

Investment trends in the EU-27 between 1999 and 2009 (2008 and 2009 represent forecasts)
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Figure 0.16

EU-25 FDI flows and stocks as a percentage of global FDI flows and stocks.

80%

Percent of World Value

70%
60%
50%
40%
30%
20%
1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

Year
Inw ard FDI Flow s

Outw ard FDI Flow s

Inw ard FDI Stock

Outw ard FDI Stock

Source: UNCTAD FDI statistics

During the same period, EU inward FDI flows have been significantly outpaced by
outward flows in every year except 2002, when inward FDI flows inched slightly ahead
of outward by just a quarter of a percent. The EU’s share of global inward FDI flows then
dropped sharply to 28% in 2004 before rising back to 51% in 2005. The EU’s share of
inward FDI stocks showed slight decline in the years from 1998 to 2001 before making a
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gradual rise during the period from 2001 to 2004. In 2006, the EU’s share of global
inward FDI stock stood at 45%.
Trade
The EU is a major force in the global merchandise trade. In 2006, the EU-25 was the
leading global trade partner, in terms of import and export value, accounting for 17.1% of
global trade (excluding intra-EU trade). It ranked first as well in global exports and was
ranked second, behind the U.S., in global imports.
Figure 0.17

Major Players in Global Merchandise Trade (2006 data, excluding intra-EU trade)
Major Importers
Rank

Major Exporters
%

Import

Bln €

World

7.501

100,0

1

USA

1.491,6

19,9

2

EU25

1.350,5

18,0

World

Rank

Major Trader Partners
%

Export

Bln €

World

7.177

100,0

1

EU25

1.166,1

16,2

1

2

USA

804,8

11,2

2

World

Rank

%

Imp+Exp

Bln €

World

14.678

100,0

EU25

2.516,6

17,1

USA

2.296,5

15,6

World

3

China

559,2

7,5

3

China

752,8

10,5

3

China

1.312,1

8,9

4

Japan

443,2

5,9

4

Japan

478,3

6,7

4

Japan

921,5

6,3

5

Canada

301,4

4,0

5

Canada

308,2

4,3

5

Canada

609,6

4,2

Source: DG Trade Statistics

From 2002 to 2006, EU imports grew by an annual average of 9.4%, while exports grew
at an average rate of 6.7%. Over the same period, the EU has watched its trade deficit
grow from over €41 billion in 2002 to almost €51 billion in 2006, an average annual
growth rate of 8.1%.
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Figure 0.18

EU-25 trade with the world (excluding intra-EU trade)
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The U.S. has consistently held the top ranking among EU trading partners, in terms of
total value of imports and exports, though China’s growing importance in global trade has
been reflected in its trade relationship with the EU. Between 2002 and 2006, EU-China
trade grew by an average annual rate of 19.6%.
Table 0.12

Leading Partner Countries of EU Merchandise Trade (excluding intra-EU trade)
EU Imports

2006

2005

2004

2003

2002

+
EU Exports

Rank

World

Mio. €

Rank

Mio. €

Mio. €

Rank

Mio. €

Rank

Mio. €

2 513

2 245

1 996

1 818

1 842

036

260

856

830

309

USA

1

443 486

1

414 359

1

392 978

1

383 817

1

428 889

China

2

254 590

2

210 127

2

175 652

2

146 558

3

124 479

Russia

3

208 638

3

166 184

4

126 554

5

104 844

5

96 278

Switzerland

4

157 214

4

148 568

3

136 658

3

130 032

2

134 063

Japan

5

120 219

5

117 058

5

117 547

4

112 953

4

116 760

Norway

6

117 075

6

100 851

6

85 912

6

78 521

6

75 991

Turkey

7

84 838

7

75 499

7

68 954

7

55 298

7

49 033

Korea

8

60 874

8

54 036

8

48 138

8

42 087

8

41 870

India

9

46 355

10

40 007

12

33 264

14

28 491

15

27 879

Canada

10

45 991

9

40 938

9

38 282

9

37 349

9

39 455

Source: Eurostat (Comext, Statistical Regime 4)
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In terms of merchandise breakdown, “Machinery” was both the top export and import for
the EU during the period from 2002 to 2006. In 2006, it accounted for over 43% of the
EU’s merchandise exports and almost 30% of merchandise imports. In the export
category, it was followed by “Other manufactured goods”, which made up just over 25%
of 2006 exports, and “Chemistry” which accounted for another 16%. In the 2006 imports
category, “Energy” and “Other Manufactured Goods” followed “Machinery”, each
accounting for about 25% of total EU imports.
Table 0.13

Breakdown of external merchandise trade for the EU-27 (excluding intra-EU trade)
2006

SITC Rev. 4

2005

2004

2003

2002

Import

Export

Import

Export

Import

Export

Import

Export

Import

Export

1351,4

1159,2

1179,8

1053,2

1027,5

952,9

935,2

869,2

937,0

891,9

67,9

57,9

63,0

52,0

58,9

48,5

57,3

48,5

58,1

50,1

63,2

28,5

52,7

23,8

48,5

21,0

43,1

18,3

44,5

18,5

3 Energy

339,5

58,7

272,5

45,9

183,5

32,9

157,8

27,4

149,1

26,2

5 Chemistry

109,0

184,6

96,4

164,8

88,6

152,6

80,5

141,1

80,8

141,1

7 Machinery

402,5

504,0

379,1

470,9

354,6

430,1

326,7

391,6

329,1

401,5

340,8

293,6

290,2

265,8

262,5

246,2

238,5

223,8

244,3

234,7

0-9 TOTAL
0+1 Food
2+4 Raw
Materials

6+8 Other
Manufactured
Goods

Source: Eurostat

While the EU has seen its merchandise trade deficit rise in recent years, its services trade
has shown a growing surplus. From 2002 to 2006, the EU’s surplus in services trade grew
by an average annual rate of 32%, with service exports growing at 6% and service
imports growing at 4%.
EU-25 Trade in Services

1000 million ECU/EUR

Figure 0.19
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The largest portion of service exports (in terms of balance of payment credit entries) for
the EU during 2005 and 2006 fell under the category of “Other Business Services”. This
category accounted for roughly 29% of total service exports in both 2005 and 2006. It
was followed by “Transportation”, which made up 26% and 25% in 2005 and 2006,
respectively. On the debit side, “Transportation” was the leading service import category
for the EU in both 2005 and 2006, accounting for 25% and 26% of total service imports
in each respective year. This was followed in 2005 by “Travel Services” and in 2006 by
“Other Business Services”.
Table 0.14

EU-27 Balance of Payments entries for service sectors (Millions of Euros)
2006

Service Sector

2005

Credit

Debit

Net

Credit

Debit

Net

Transportation

109972

97337

12636

104603

88395

16208

Travel

71086

87701

-16615

65389

86402

-21013

Communications

8963

10057

-1094

7569

8566

-996

Construction

12063

6679

5384

11143

6184

4960

Insurance

14065

7209

6856

5958

8377

-2419

Financial

41754

17313

24441

34957

14352

20605

Computer/Information

21058

9928

11129

17262

8793

8469

Royalties/Licensing

23078

32531

-9452

23626

31767

-8140

Other Business

127401

95361

32040

117593

85310

32283

4669

5785

-1116

4950

6319

-1369

7746

6860

886

7679

6141

1538

-43

-30

-14

2258

2363

-105

441811

376730

65081

402988

352969

43946

Personal, Recreational,
Cultural
Government
Services not allocated
Total Services
Source: Eurostat

ii.

Social issues and trends

In 2005 the European Commission launched its new Social Agenda for modernising
Europe's social model. The new Social Agenda has two key priorities, (i) employment
and (ii) fighting poverty and promoting equal opportunities. These key priorities support
two of the Commission's strategic goals for the next five years: prosperity and solidarity.
Under employment, the Agenda will among others focus on getting more people into
better jobs, updating labour law to address needs created by new forms of work and
managing the process of restructuring through the social dialogue. Under poverty and
equal opportunities, the Agenda will focus on supporting the Member States in reforming
pensions and health care and tackling poverty, tackling discrimination and inequality as
well as fostering equal opportunities between women and men and finally, clarifying the
role and characteristics of social services of general interest.
The principal areas of social policy, monitored through an annual social situation report,
include: population, education and training; the labour market; social protection, income,
poverty and social exclusion; gender equality; health and safety at work. In Table 3.13
below an overview is given of a number of indicators that reflect the social situation in
the EU.
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Table 0.15

Social indicators
Indicator

Specific indicator

a) Poverty

In the EU25 16 percent of the population lives in poverty measured in terms of the at-risk of
poverty rate (income below 60 percent median income threshold) . The poverty rate ranges
from 9 percent to 21 percent.
The income inequality (Gini-index) in the EU25 equals 30 percent. At country level the GINIindex ranges from 23 to 38 percent.

b) Health

In the EU27 life expectancy at birth is 78.4 years.
EU27 infant mortality rate average equals 5.3 in 2003. Steady decline in the past decades.
Maternal mortality rate equals 6.0 in EU in 2005. Strong decline in past decades, especially
in new member States.
Coverage and access are broadly guaranteed to all inhabitants in most Member States.
Situation for disadvantaged groups is point of interest.
In 2002 over 80 percent of EU population has access to good quality water and sanitation.
EU nutritional policy aims specifically at overweight and obesities.

c) Education

Enrolment in primary and secondary education is over ninety percent in the EU27 and close
to 100 percent in most Northern and Western European countries. The average duration of
compulsory education in the EU27 is 10.1 years in 2006. It varies from 9 (for example, in
the Czech Republic) to 13 years in Germany.
Proportion of population that attain tertiary education in the EU27 is lower than in the United
States. For instance, 20 percent of the adult population in the EU15 finished tertiary
education.
Between 10-20 percent of the population in the EU and up to 30 percent in the New
Member States is functional illiterate.

d) Labour issues

Participation in the labour force has risen since the mid-1980s from just under 66 percent to
70 percent in 2005.
Unemployment rate in the EU-27 decreased from 9 percent 2003 to 7.9 percent in 2006.
Long term unemployment rate in the EU-27 equals 4.1 percent in 2005.
Self-employment in the EU27 decreased from 18.2 percent in 1995 to 16.6 percent in 2005.
Labour productivity growth rate in the EU15 modest. The labour productivity gap between
the United States and the EU15 increases since 1995. Labour productivity in the new
member States still lags behind the EU15. However, annual growth rates are higher than in
the EU15.
In the EU27 labour cost and wages increased by 28.5 and 27.9 percent since 2000.
Increase was stronger in new Member States.
Risk of unemployment and poverty trap. Use of ALMP to reintegrate people out of work.
Average working week in the EU is 38.6 hours. The average number of days of collective
agreed annual leave in the EU15 stands at 27 days.
Trade union membership and collective bargaining coverage especially in high in Northern
and Western European countries.

e) Equality

Employment rate gap between men and women is reduced to 15 points in 2004.
Women are involved more in traditional “female” activities, work more in part-time and there
is still a significant pay gap between men and women (15 percent).
Enrolment in primary and secondary education is 90 percent or higher within the EU both
for boys and girls. Enrolment in tertiary education is higher for girls.
Women in the EU are at a greater risk of poverty.
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The principal areas of social policy, monitored through an annual social situation report,
are summarized in the following five themes:
•
Poverty and social exclusion;
•
Education and training;
•
Labour market;
•
Health; and
•
Gender equality.
We will discuss the current situation and trends in the EU with respect to the aforesaid
issues shortly.
Poverty
In 2005 on average 16 percent of the population in the EU 25 lived in poverty. As an
indicator the ‘population at risk of poverty’ is used. It is defined as the number of
individuals living in a household with an income below 60 percent of the median
equivalent household income in a country. Within EU25 countries the poverty rate ranges
from 9 percent to 21 percent. Poverty tends to be higher in Southern Europe and lower in
most Western European Countries, apart from the United Kingdom and Ireland. In 2000,
the Social Inclusion Process was established aimed at reducing poverty by 2010. Since
then, the European Union has provided a framework for national strategy development as
well as for policy coordination between the Member States on issues relating to poverty
and social exclusion.
Table 0.16

Trends and social situation in the EU - poverty
Specific indicator
People living under poverty line

1

On average 16 percent of the population in the EU 25 lives in poverty. Within
EU25 countries the poverty rate ranges from 9 percent to 21 percent.
The Gini-index as a measure of the inequality of the income distribution

2

GINI index

equals 30 percent. Within EU25 countries the GINI-index lies between 23 and
38 percent.

Source: 1,2 EUROSTAT

Besides the relative size of the population at risk of poverty we also look at the income
distribution within the EU. Hereto the Gini-index is used as a measure. It is defined as a
ratio with values between 0 and 100, where a low Gini-index indicates a more equal
income distribution. For the EU the Gini-index equals 30 percent. Within EU25 countries
the GINI-index ranges from 23 to 38 percent. The Gini-index for the New Member States
lies above the EU-average (32 versus 30).
Health
We present a number of indicators that reflect the level of health in the EU Member
States: life expectancy at birth, mortality rates, access to health services as well as
sanitation and nutritional levels. In Table 1.2 we summarize the main results.
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Table 0.17

Trends and social situation in the EU - health
Specific indicator
1

Life expectancy

In the EU27 life expectancy at birth is 78.4 years.

Mortality rate – child

2

EU27 average equals 5.3 in 2003. Steady decline in the past decades.
Maternal mortality rate equals 6.0 in EU in 2005. Strong decline in past

Mortality rate – maternal

3

decades, especially in new member States.
Coverage and access are broadly guaranteed to all inhabitants in most

Access to health services

4

Member States. Situation for disadvantaged groups is point of interest.
In 2002 over 80 percent of EU population has access to good quality water

Sanitation

5

and sanitation.
6

Nutritional levels

EU policy aimed at overweight and obesities.

Source: 1 - EUROSTAT 2004, 2 EUROSTAT - 2003, 3 WHO 4 WHO health in transition summary, 5 WHO, 6
COM(2005) 637 final

Within the EU27 life expectancy at birth equals 78.4 years. In general, life expectancy is
lower in the Eastern European countries. The life expectancy has increased steadily over
the past decades.
The mortality rate is also used as an indicator of the level of health in a country or region.
The infant mortality232 rate equals 5.3 for the EU27. At the country level it differs
between 3.1 and 16.7. The maternal mortality rate equals 6.0 for the EU27. Both
mortality rates have declined steadily over the past decades. For instance, the maternal
mortality rate decreased from 13.2 to 6.0 in the period 1990 to 2005. Especially in
Eastern European countries a considerable decline was seen. However, the mortality rate
is still above EU average.
Ensuring that everyone has access to high-quality health care is an essential element of
the European social model. People who need medical or social care should be able to get
it regardless of their income or wealth and the cost of such care should not cause poverty
to the care recipients or their relatives. However, despite increase in expenditure and
population coverage, important access inequities remain. Access to health care services in
EU Member States such as Ireland, Latvia, United Kingdom, Portugal and Poland is
resident or citizen based. Other countries have an insurance-based system. Although
coverage and access are broadly guaranteed to all inhabitants in most Member States, the
situation for certain disadvantaged groups is not necessarily equally good since those
groups are mainly at the margin of the system. Besides access to health care the
availability of good quality water and sanitation has a direct effect on public health.
Approximately 85 percent of the population in the EU live in households connected to
water supply system and or have access to sewage system, septic tank or other hygienic
means of sewage disposal (WHO, European health for all databases (HFA-DB)).
Finally, within the EU nutrition education as part of the public health strategy focuses
specifically on overweight and obesities. For instance in 2003 a European Network for
232

The infant mortality rate is defined as the number of deaths of infants under one year old in a given year per 1,000 live
births in the same year.
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Public Health Nutrition was created. In the Green Paper233 the EU proposes in general, to
support research within the area of public health nutrition, and especially regarding the
effectiveness of interventions in public health nutrition.
Education
In Table 0.18 we present the main results with respect to the educational attainment
within the EU.
The enrolment in primary and secondary education is over ninety percent in the EU. In
general in Northern and Western Europe enrolment is close to hundred percent. The
duration of compulsory education in the EU27 is on average 10.1 years in 2006. It varies
from 9 years, for example, in the Czech Republic to 13 years in Germany.
In the EU15 the proportion of the adult population with tertiary education is 20 percent,
whereas close to 40% of the adult population had achieved only primary education, with
even substantially higher levels in notably the Mediterranean countries (Spain, Greece,
Italy and Portugal). In the New Member States the proportion of the adult population with
primary and tertiary education is much lower (close to 25 percent and 15 percent).
Proportion of population that attain tertiary education in the EU27 is lower than in the
United States.
Table 0.18

Trends and social situation in the EU - education
Specific indicator
Enrolment in primary education is over ninety percent in the EU27 and close
Primary enrolment rate

1

to 100 percent in most Northern and western European countries.
Enrolment in secondary education is over ninety percent in the EU27 and

Secondary enrolment rate

2

close to 100 percent in most Northern and Western European countries.
Proportion of population that attain tertiary education in the EU27 is lower
than in the United States. For instance, 20 percent of the adult population in

3

Tertiary enrolment rate

the EU15 finished tertiary education.
The average duration of compulsory education in the EU27 was 10.1 years in
2006. It varies from 9 (for example, in the Czech Republic) to 13 years in

Year of education

4

Germany.
Between 10-20 percent of the population in the EU and up to 30 percent in

5

Literacy rate

the New Member States is functional illiterate.

Source: 1, 2, 3 UNESCO database, 4 - European Parliament, Report on illiteracy and social exclusion
(2001/2340(INI))

While illiteracy, defined as the total inability to read and write, has now been almost
completely eradicated in Europe, the phenomenon of 'functional illiteracy' is becoming
increasingly serious.234 Statistics and detailed data concerning illiteracy at European level
are not yet available. According to the OECD, a substantial proportion of the population
233

234
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EU, COM (2005) 637 final, Green paper, Promoting healthy diets and physical activity: a European dimension for the
prevention of overweight, obesity and chronic diseases.
European Parliament, Report on illiteracy and social exclusion (2001/2340(INI))
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between the ages of 15 and 65 in the Union is incapable of understanding and using the
printed matter and literature necessary to function in everyday life. This holds for 10 to
20 percent of the population in the EU and up to 30 per cent of the population in the New
Member States.
Labour issues
In this section the following indicators that have traditionally been used to measure
employment opportunities are presented: labour force participation rates and
unemployment rates. Besides we also focus on the level of the quality of work within the
EU. In Table 2.19 the main results are shown.
The pattern of labour force participation has changed markedly over the last 30 years.
Participation in the labour force has risen since the mid-1980s from just under 66 percent
to 70 percent in 2005. This overall picture disguises very different trends according to age
and gender and different situations between Member States and regions. Since 1970,
participation of women between the ages of 25 and 60 has risen sharply, while
participation of men of all ages has declined. Besides, regional activity rates and
employment rates are positively correlated. Regions with good economic and
employment performance also have higher activity rates, especially among young and
older people. The total unemployment rate in the EU27 decreased from 9 percent 2003 to
7.9 percent in 2006. The long term unemployment rate in the EU27 equals 4.1 percent in
2005. Self-employment in the EU27 decreased from 18.2 percent in 1995 to 16.6 percent
in 2005.
In 2005 the renewed Lisbon strategy for modernising Europe's social model was
launched. It has a strong focus on the creation of jobs. Firstly because many people within
the EU are still excluded from the labour market. Secondly, because only by getting more
people into work can ensure that the EU can cope with demographic change.
In the EU15 labour productivity levels grow at a modest rate in the past decade. The
labour productivity gap235 between the United States and the EU15 was nearly closed by
1995. Since then, however, there has been a sharp turnaround, with labour productivity
growing faster in the United States than in the EU15. Besides, labour productivity growth
over the period 1995 – 2004 varied across countries. Ireland, Finland, Greece and Sweden
experienced higher labour productivity growth than did the United States, while Spain
had no labour productivity growth during this period. Labour productivity in the new
member States still lags behind the EU15. However, annual growth rates in the new
member states in the past decade were three times higher than in the EU15.
Labour cost and wages and salaries in the EU25 increased by 28.5 and 27.9 percent since
2000. The increase was stronger in new Member States.

235

Labour productivity is defined as output divided by hours worked and it increases as a result of total factor productivity
growth or an increase in the capital – labour ratio.
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Table 0.19

Trends and social situation in the EU - labour issues
Specific indicator
Participation in the labour force has risen since the mid-1980s from just under
Employment

1

66 percent to 70 percent in 2005.
Unemployment rate in the EU-27 decreased from 9 percent 2003 to 7.9
percent in 2006. Long term unemployment rate in the EU-27 equals 4.1

Unemployment

2

percent in 2005.
Self-employment in the EU27 decreased from 18.2 percent in 1995 to 16.6

Self-employment

3

percent in 2005.
A modest labour productivity growth rate in the EU15. The labour productivity
gap between the United States and the EU15 increases since 1995. Labour
productivity in the new member States still lags behind the EU15. However,

4

Productivity

annual growth rates are higher than in the EU15.
In the EU27 labour cost and wages increased by 28.5 and 27.9 percent since

Wage effects

5

2000. Increase was stronger in new Member States.
Risk of unemployment and poverty trap. Use of ALMP to reintegrate people

Employment opportunities

6

out of work.
Average working week in the EU is 38.6 hours. The average number of days

Quality of work

7

Social dialogue

8

of collective agreed annual leave in the EU15 stands at 27 days.
Trade union membership and collective bargaining coverage especially high
in Northern and Western European countries.

Source: 1, 2, 5, 8 – EUROSTAT, 3 – Employment in Europe 2007, 4 EIRO,

Indicators of decent work include among other employment opportunities, remuneration
and working conditions.
An important attribute of decent work is that workers should benefit from remunerative
employment. Most countries in the EU have a minimum wage. However, this creates
disincentives for inactive to take up work. A well-known feature of the tax and benefit
structure in most EU Member States is the relatively high marginal tax rates for low wage
earners, the unemployment trap and the high average tax rate that unemployed face when
entering the labour market, the poverty trap. To tackle these constraints most Member
States use active labour market policies to lead inactive back to the labour market.
Conditions of work can include a variety of topics such as night work, hours of work,
weekly rest and paid leave, occupational safety and health. In 2004 average collectively
agreed weekly working time in the EU equals 38.6 hours - 0.7 hours shorter in the EU15
(plus Norway), and 0.9 hours longer in the new Member States. The average number of
days of collective agreed annual leave across the EU15 and Norway stands at 27.0 days,
and has increased slightly over the past few years from 25.6 days in 2000. Agreed annual
leave entitlement varies considerably, from 33 days in Sweden to 23 days in Greece.
Little information is available on this point from the new Member States.
Occupational safety and health is another aspect of work quality. On average, 340 million
days are lost per year due to health problems caused by work (Third European Survey on
working conditions). Over 150,000 fatalities occur each year in the EU resulting from
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either work-related accidents (8,900) or diseases (142,000) (ILO, Decent work – safe
work 2005). The most reported symptoms of work-related health effects are backache
(29%) and muscular pains (28%) followed by fatigue and stress (27%). These problems
are reported mainly by workers in the agriculture, health and education, and construction
sectors.
Finally, we discuss shortly the way social dialogue236 is organized within the EU. The
ILO237 uses the following two indicators for Social Dialogue: i) trade union membership
and ii) collective bargaining coverage. Trade union density rates and collective
bargaining coverage are in general higher in institutionally mature industrialised countries
and weaker in developing countries. Collective bargaining coverage is highest in Western
and Northern European due to strong social partners, institutionally embedded in the
European social model, the predominance of sectoral bargaining and formal or informal
extension mechanisms. Both union density and collective bargaining coverage are weaker
in the liberal market economies (UK and Ireland) and in Southern and Eastern Europe.
However, some Eastern European countries display relatively high union density rates.
Gender equality
In the European Union the Employment Equality Directive (2000/78/EC) implements the
principle of equal treatment in employment and training irrespective of religion or belief,
disability, age or sexual orientation in employment, training and membership and
involvement in organisations of workers and employers. Among others it requires
employers to make reasonable accommodation to enable a person with a disability who is
qualified to do the job in question to participate in training or paid labour. In this section
we focus on gender equality. Table 2.20 summarizes the main results.
Table 0.20

Trends and social situation in the EU, gender equality
Specific indicator
Gender equality in employment

Employment rate gap is reduced to 15 point in 2004.

Gender equality in employment

Women are still more involved in traditional “female” activities, are involved

opportunities

more in part-time work and there is still a significant pay gap between men
and women (15 percent).

Gender equality in education

Enrolment in primary and secondary education is 90 percent or higher within
the EU both for boys and girls. Enrolment in tertiary education is higher for
girls.

Gender equality in social

Women in the EU are at a greater risk of poverty.

protection

Source: EUROSTAT

In the area of employment, disparities between men and women have steadily fallen in
the last decade, mainly thanks to the massive increase in the entry of women into the
236

237

Social dialogue is defined as all types of negotiation, consultation or simply exchange of information between
representatives of governments, employers and workers, on issues of common interest relating to economic and social
policy.
ILO, 2005, working paper 59, Social Dialogue Indicators, Trade union membership and collective bargaining coverage:
Statistical concepts, methods and findings.
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labour market. The employment rate among women in the EU rose to 55.7% in 2004, up
0.7 percentage points compared with 2003. The employment rate gap was reduced to 15.2
points in 2004. However, the figures vary considerably from one country to another. In
terms of employment rates, the gap between women and men is less than 10% in Sweden,
Finland, Denmark and the Baltic countries, and more than 20% in Cyprus, Malta,
Luxembourg, Italy, Spain and Greece.
With respect to equal opportunities for men and women in the labour market still some
imbalances can be seen between men and women.238 Women are involved mainly in
traditionally "female" activities and occupations, which has reinforced segregation in the
labour market. Women are more involved in part-time work than men (32.6% of women
in employment against only 7.4% of men in employment). Within enterprises, women
account for only 32% of managers. Only 10% of members of the boards and 3% of CEOs
of the larger EU enterprises are women. Finally, on average women earn 15% less than
men for every hour worked.
Enrolment in primary and secondary education is approximately equal for both boys and
girls within the EU. Enrolment of girls in tertiary education is even higher than for boys.
For instance, in education and research there are many female graduates (43% of PhDs
are women). However, their presence decreases consistently as they progress on the
career ladder (only 15% of full professors are women);
Finally, women are at greater risk of social exclusion than men. The risk of poverty, in
particular, is higher amongst older women and amongst single mothers with dependant
children.

iii.

Environmental issues and trends
Introduction
The environmental issues and trends in the EU that are most actual in the context of this
trade SIA arise from the current state of the environment in the EU, and are related to the
progress in implementing policy measures to ease the pressures caused mainly by
economic activities, urbanisation, pollution and energy use. However, being closely
related to the overall development, environment cannot be considered as a secular issue,
and needs to be assessed in the framework of the key sustainable development agenda for
the EU27. Meaning that in the end the triple bottom-line of economic, social and
environmental impacts will define the key issues to be solved by policy measures. One of
the key goals of the Lisbon agenda is eco-efficient economy. Here sustainable use of
resources, energy efficiency, decoupling environmental pressures from economic growth,
and solving challenges of energy use and climate change are key drivers. Especially, the
current unsustainable trends in the EU's energy, agriculture and transport sectors need
reversing.
Globally, concerns for maintaining the carrying capacity of ecosystems are growing, and
challenge the existing consumption and production modes. Key issues in Europe are
environment-related health concerns (issues related to air quality, inland waters, soil,
238
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hazardous chemicals); climate change; biodiversity loss; overuse of marine resources; the
current patterns of production and consumption; and pressures caused by economic
activities239. When fears are growing that competitive disadvantage over countries with
less stringent environmental regulations will hamper the growth and survival of industries
are growing, multilateral environmental agreements (MEA's) are one option to secure
equal opportunities for different market players. The EU's 6th environmental programme
aims to promote sustainable development and to favourably influence its implementation
in Europe. The main aims are preventing climate change, halting the destruction of
biological diversity and preparing a seven theme strategy to guide actions over the next
two decades with respect to air quality, the marine environment, the urban environment,
waste from the use of natural resources, soil protection and the use of pesticides and other
control substances.
Europe's environment and pollution does not stop at borders when global trends change
the overall framework on sustainability. Population growth forecasts are an example how
the carrying capacity of earth and its resources will be burdened in the future. According
to the UN the overall population growth forecast (2004-2050) for the EU27 is slightly
negative while a 50 percent growth is forecasted at the same time for India. Facts like this
have an impact on the future challenges for sustainable development both in the EU and
in India.
The following sections highlight recent EU environmental issues and trends through
environmental sustainability indicators and reflect the performance evaluations reported
by the European Environment Agency and the civil society. This set of indicators defined
in the Trade SIA Handbook differs slightly from the 9 core environment indicators used
by the European Environment Agency (EEA)240 to score the member states. In addition,
the EEA uses a wider set of indicators to report on the state of the environment that
covers agriculture, air pollution, biodiversity, climate change, energy, fisheries, terrestrial
(land), transport, waste and water issues. Where possible we discuss progress, primarily
against the objectives of the Sixth Environment Action Programme of the European
Community, and in relation to the second state and outlook report on the European
environment produced by the European Environment Agency (EEA) published in 1999.
The statistics referred below originate from Eurostat and EEA.
Table 0.21Environmental Sustainability indicators in the EU
Indicator

Specific indicator

a) Atmosphere

CO2 emissions: In 2005 greenhouse gas (GHG) emissions in the EU-27 was 92.1 percent
if compared with the Kyoto base year of 1990.The EU-15 that has a -8 % Kyoto target was
at 98 percent in 2005. The EU-27 does not have a Kyoto target.
Air quality: Overall emissions of acidifying gases (NH3, NOx, SO2) have decreased
significantly in most member countries between 1990 and 2005 despite increased economic
activity (GDP). In 2005 these emission were 539 kt in the EU-15, when the new EU-12
emissions were 206 kt, a reduction of 59 percent from 1990.

239
240

Source: European Environment Agency, 2007. Europe's Environment The fourth assessment, Copenhagen.
The EEA's core indicators are: greenhouse gas emissions; energy consumption; renewables in electricity; acidifying
substances; ozone precursors; freight transport; organic farming; municipal waste; and fresh water use. Source: The
European environment -State and Outlook 2005, EEA.
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Indicator

Specific indicator
Quantity of dangerous chemicals in atmosphere (dangerous to ozone layer or to humans);
Emissions of ozone precursors (CH4, CO, NMVOC, NOx) in the EU-15 Member States
decreased by 41% from 36 981 kt to 21 760 kt between 1990 and 2005, and emissions in
the New EU-12 countries declined significantly from 9 136 kt to 5 715 kt, a reduction of
37%. Overall emissions of primary particles (PM10) and secondary particulate precursors
(NOx, SO2, NH3) were reduced by 45% across the member countries between 1990 and
2005. In the period 1997-2005, 16-45% of the urban population was potentially exposed to
ambient air concentrations of particulate matter (PM10) in excess of the EU limit value set
for the protection of human health, similarly exposed to NO2 were 21-47%, to ozone 1360%, and to SO2 the exposure decreased to less than 1%.

b) Land

Land use in agriculture: The organic farming area in the EU-25 was 4 percent in 2002 and is
increasing strongly. In 2002 the cross nutrient balance in the EU-15 was 55 kg N/ha with a
steady decline in past 15 years.
Forest: Total greenhouse gas emissions in the EU-27, excluding emission and removals
from land-use, land use change and forestry (LULUCF), decreased by 0.7 % between 2004
and 2005 and by 7.9 % between 1990 and 2005.
Desertification: Soil quality is deteriorating especially in the Southern EU member states.
Urbanization: Land take by the expansion of artificial areas and related infrastructure is the
main cause of the increase in the coverage of land at the European level. Agricultural zones
and, to a lesser extent, forests and semi-natural and natural areas, are disappearing in
favour of the development of artificial surfaces. This affects biodiversity since it decreases
habitats, the living space of a number of species, and fragments the landscapes that
support and connect them. Soil contamination requiring clean up is present at
approximately 250000 sites in the EEA member countries, according to recent estimates.
Potentially polluting activities are estimated to have occurred at nearly 3 million sites
(including the 250000 sites already mentioned). If current investigation trends continue, the
number of sites needing remediation will increase by 50% by 2025.
Natural resource stocks: The EU initial objective of breaking the link between economic
growth and resource consumption has not been reached so far.

c) Biodiversity

Number of species: Butterfly and bird species occurring in different habitat types across
Europe show population declines of between -2% and -37% since the early 1970s. Similar
trends can be observed in the land-cover change for related habitats between 1990 and
2000, especially for heaths and scrubs as well as mires, bogs and fens, which are specific
wetland habitats. In 2004, 147 Vertebrate species (mammals, birds, reptiles, amphibians
and fish) and 310 Invertebrate species (Crustaceans, Insects and Molluscs) occurring in the
EU25, are considered to be globally threatened, since they have been categorised as
Critically Endangered, Endangered and Vulnerable. All 20 globally threatened bird species
occurring in EU25 are protected.
Protected areas: The level of sufficiency in designating Natura 2000 sites for the Habitats
Directive is high for most EU-25 countries (18 countries have sufficiency above 80%) and
the new Member States are doing well.
Ecosystem: Exposure of ecosystems to acidification has clearly reduced, eutrophication has
fallen slightly since 1980 and most agricultural crops are exposed to ozone levels exceeding
the EU long term objective.

d) Environmental

Waste management: There is a general increase in per capita quantities of packaging being

quality

put on the market. However, the EU target to recycle 25% of packaging waste in 2001 has
been met and significantly exceeded. In 2004 the recycling rate in EU-25 was 54 percent
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Indicator

Specific indicator
and was close to the 2008 target of 55%. Differences in performance of individual countries
suggest further potential for improvement. The EU target to reduce municipal waste
generation to 300 kg/capita by the year 2000 was not achieved. No new targets have been
set.
Energy resources: Total primary energy consumption in the EU-27 increased by 9.8 %
between 1990 and 2005. Oil accounted for around 37 % of primary energy consumption in
2005. Crude oil import was 547,3 million ton and natural gas import 216,2 million ton in
2003.The share of renewable energy sources in primary energy consumption increased
slowly in the EU-27 from 4.4 % in 1990 to 6.7 % in 2005. The share of renewable energy in
EU-27 electricity consumption grew only slightly over the period 1990-2005 to reach 14 %,
despite a substantial increase in the total amount of renewable electricity generation (up by
48 % since 1990). Final energy consumption in the EU-27 fell by 0.3 % from 2004 to 2005
but has increased by 9.3 % overall between 1990 and 2005, and was 1725 million ton in
2003. Transport has been the fastest-growing sector since 1990 and is now the largest
consumer of final energy. Household final energy consumption increased by about 16 %
during 1990-2005. The average EU citizen uses 3.7 tonnes of oil equivalent per year. The
penetration of biofuels and other alternative fuels is low. The share of biofuels in the EU-25
is less than 0.4 %, still far off the 2 % target set for 2005.

e) Fresh and

Quantity of water use: The water exploitation index (WEI) decreased in 17 EEA countries

waste water

between 1990 and 2002, representing a considerable decrease in total water abstraction.
But nearly half of Europe's population still lives in water-stressed countries. Water
abstracted for cooling in energy production is considered a non-consumptive use as the
water is returned to the environment. It accounts for around 30 % of all water use in Europe.
Access to safe drinking water: Nitrate concentrations in Europe's groundwaters have
remained constant and are high in some regions, threatening drinking water abstractions.
Water quality: The quality of water at designated bathing beaches in Europe has improved
and in 2003, 97% of coastal bathing waters and 92% of inland bathing waters complied with
the mandatory standards. There has been no general reduction in eutrophication in the
Baltic Sea, the Greater North Sea or the coastal waters of Italy and Greece. Mean nitrate
concentrations in groundwaters in Europe are above background levels (<10 mg/l as NO3)
but do not exceed 50 mg/l as NO3.
Cleaning of waste water: Wastewater treatment in all parts of Europe has improved
significantly since the 1980s, however the percentage of the population connected to
wastewater treatment in southern and eastern Europe and the new countries is relatively
low. The Urban Waste Water Treatment Directive (91/271/ECC) is not fully implemented
since 158 of the 526 cities with population equivalents greater than 150 000 did not have a
sufficient standard of treatment by the end of 2001. Concentrations of phosphorus in
European rivers and lakes generally decreased during the 1990s, reflecting the general
improvement in wastewater treatment over this period. Concentrations of organic matter
and ammonium generally fell at 50% of stations on European rivers during the 1990s,
reflecting improvements in wastewater treatment. However, there were increasing trends at
10% of the stations over the same period.
Water supply: see Quantity of water use.
Water supply: see Quantity of water use.
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Atmosphere
CO2 emissions
The key sources of greenhouse gas (GHG) emissions in the EU are transport, energy
production, industry and agriculture. The level of these emissions in the EU-25 was 92
percent if compared with the Kyoto base year of 1990. Energy accounts for 80 percent of
all greenhouse gas (GHG) emissions in the EU and it is at the root of climate change and
most air pollution. Even though the energy intensity in the EU is currently about 66
percent of that of US, it is still two times higher than in Japan. In 2003 the gross inland
energy consumption in EU-25 was 1 724,6 million tons of oil equivalent (mton). The
energy production and consumption is not homogeneous in member states, and especially
the energy intensity of economies varies considerably; the EU-25 average was in 2004
about 0.2 ton per € 1000 of GDP, and Estonia was topping the list with over 1,1 ton while
Denmark managed with slightly over 0.1 ton. Also each member state has a different split
on energy resources used for electricity production. In 2005 when Austrian electricity
originated 60 percent from renewable power resources, the neighbouring Hungary had
less than 3 percent covered from renewable resources. The EU-25 proportion of
electricity produced from renewable energy resources was 12.7 percent of gross
electricity consumption in 2003.
In combating the global climate change the EU and its Commission are one of the key
actors. In March 2008 the EU environment ministers seconded the generally positive
reaction to the Commission's climate and energy package given by energy ministers. This
package features legislative proposals on CO2 'burden sharing' and on the post 2013
period of carbon trading under the EU-ETS, revised EU state aid rules, a communication
on carbon capture and storage (CCS), and a proposed directive on renewable energies,
including biofuels. The ambitious goal of the EU's climate policy is that the world’s
average temperature will not rise more than two degrees above that of the pre-industrial
period.
The common European energy policy has a binding target to slash the EU's greenhouse
gas emissions by 20% in 2020 compared with 1990 levels. The objective should be
pursued "unilaterally" even if there is no international agreement on reducing greenhousegas emissions after 2012 when the Kyoto targets expire. In addition the policy includes a
commitment to reduce emissions by 30% provided that other industrialised nations,
including the US, commit themselves to comparable emission reductions and that
"advanced developing countries" (i.e.: China and India) contribute as well in the
framework of a post-2012 agreement. This target defines also the baseline for the EUIndia trade SIA. To achieve these objectives, an action plan to be implemented by 2020
has been proposed.
An open issue remains how international trading of emissions reduction certificates (socalled CDM and JI) are developing after 2012 within the context of the EU-ETS. There
are a number of important elements that need to be sorted out: WTO compatibility;
retaliation; technical benchmarking of installations and products etc. In addition,
flexibility is needed for reducing CO2 emissions to prevent key EU industries from
moving operations elsewhere.
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Air quality
Many air pollutants with serious environmental impacts originate from energy
production. The most significant are sulphur dioxides and nitrogen oxides. Several
international agreements were signed in the 1980s and 1990s to cut these emissions.
Consequently sulphur emissions in Europe have decreased by 60 per cent between 1980
and 2000. Emissions of nitrogen oxides have also decreased significantly since the
1980s. Increasing use of renewable energy (wind, solar and biofuels) will reduce even
more these emissions. In 2001 the EU-25 environmental protection expenditure by the
public sector and specialised producers in air quality measures was 0.011 percent of GDP,
when the overall environmental protection expenditure was 0.325 percent of GDP. This
low share of expenditure reflects more the reached high level of air quality protection in
the EU than possible neglect of the issue.
However, despite significant improvements, serious air pollution impacts persist in the
EU241. In relation to health, ground level ozone and particulate matter (“fine dust”) are the
pollutants of most concern. Ecosystems are also damaged by: (1) the deposition of the
acidifying substances – nitrogen oxides, sulphur dioxide and ammonia – which lead to
loss of flora and fauna; (2) excess nutrient nitrogen in the form of ammonia and nitrogen
oxides can disrupt plant communities, leach into freshwaters leading in each case to a loss
of biodiversity (called “eutrophication”); and (3) ground level ozone that results in
physical damage and reduced growth of agricultural crops, forests and plants. Air
pollution also causes damage to materials leading to a deterioration of buildings and
monuments. Concerning health impacts, currently in the EU there is a loss in statistical
life expectancy of over 8 months due to small particulate matter (PM2.5) in air,
equivalent to 3.6 million life years lost annually. In monetary terms, the damage to human
health alone is estimated at between €189 - 609 billion per annum in 2020.
The EU’s Energy Efficiency Directive came into force in May 2006 with an aim to
improve the efficiency of energy use in sectors outside the scope of emissions trading, of
which road traffic is the biggest242. Sea and air traffic are not covered by the Directive.
The Directive’s indicative target is to improve energy efficiency by an average of one
percent annually over the years 2008–2016, i.e. a nine percent cut on the average of the
final consumption for 2001–2005.
In agriculture methane and ammonia emissions originating from animal farming and
biodegradation of agricultural waste give local pressures to air quality.

241
242

Commission of The European Communities, Brussels, 21.9.2005 COM (2005) 446 final, Thematic Strategy on air pollution.
Motor vehicle emissions limit values in the EU have been tightened, and continue to be tightened. The beginning of 2005
saw the entry into force of the Euro 4 standards for new passenger cars and vans which halve particle emissions per
vehicle compared with Euro 3 and reduce other exhaust emissions (CO, HC, NOx) per vehicle. The Euro 5 standards for
heavy transport vehicles will come into force in 2008. In its Euro 5 proposals for diesel passenger cars, the European
Commission has proposed to further reduce particulate matter (PM) emissions by 80 percent and nitrogen oxide (NOx)
emissions by 20 percent on the Euro 4 standards. The vehicle emissions limits in accordance with the new proposals will
come into force in 2010 at the earliest. The carbon dioxide emissions of the transport sector depend on traffic volumes and
on specific fuel consumption of vehicles. In Finland the average fuel consumption of new passenger cars will decrease to
5.6 litres per 100 km, and average carbon dioxide emissions to 140 grams per km by 2009. Source: Statistics Finland.
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Quantity of dangerous chemicals in atmosphere
The chemicals legislation of the EU aims for safe chemical use throughout the production
chain, and for products to be safe for the consumer and the environment. The central
element of chemicals legislation, REACH (Registration Evaluation and Authorisation of
Chemicals), includes the wide-scale testing and registration of all chemicals not yet
studied, with the testing schedule drawn up according to quantities of substances. It is
estimated that 4,500 deaths will be avoided every year in the EU due to the new
legislation. The REACH regulations came into force in 2007 and the European Chemicals
Agency (ECA) responsible for the implementation of REACH was established in
Helsinki. The EU safety regulations and bans for several harmful substances like ozone
depleting fluorinated gases are safeguards aimed to prevent health damages. Future
environment and health situation in the EU-27 will depend on how successful the
fundamental overhaul of the EU's risk-management system for chemicals in the
framework of REACH will be. Other critical issues are: a strategy for reducing risks from
pesticides; protection of water quality in the Union; noise abatement and a thematic
strategy for air quality.
Land
Land use in agriculture
It is assumed unlikely that the future EU-India trade agreements will have a significant
impact on the total utilized agricultural area, soil quality (fertilizer in soil, gross nutrient
balance), reduction of erosion and organic farming area inside the EU-27. This
assumption is based on the projections for the growth of agricultural production in the
EU, and on the current ratio of agriculture trade between the EU and India. Hence this
sustainability indicator can be omitted for the EU-27 in this trade SIA.
Forests
More efficient and sustainable use of forest resources e.g. for renewable energy in the
EU-27 are issues that need to be solved in the near future.
Desertification
The global climate change and human induced erosion especially in the Mediterranean
region will increase pressures to change the production profile for less water consuming
industrial and agricultural products in the region.
Urbanization
Urbanisation in EU25 increased by an area 3 times the size of Luxembourg between 1990
and 2000. The magnitude of urban problems in the EU-27 is not comparable with those of
India. In 2004 the Commission released its Communication ‘Towards a Thematic
Strategy on the Urban Environment’(COM(2004)60) to contribute to a better quality of
life in urban areas. The priority themes were sustainable urban management, sustainable
urban transport, sustainable construction and sustainable urban design. The aim of the
strategy is ‘to contribute to improve the quality of the urban environment, making cities
more attractive and healthier places to live, work and invest in, and reduce the adverse
environmental impact of cities on the wider environment’. The need to tackle rising
volumes of traffic and to bring about a significant decoupling of transport growth and
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GDP growth remains one of the key issues243. Impact on other urban environment
indicators would be mainly through guidance on integrated environmental management,
and through support for EU wide exchange of best practices.
Natural resource stocks
The EU initial objective of breaking the link between economic growth and resource
consumption has not been reached so far. To further promote sustainable use of natural
resources, and for preserving nature and biodiversity the EU’s environmental policy
intends: to avert the threats to the survival of many species and their habitats in Europe;
to complete the Natura 2000 network; to implement new sectoral biodiversity action
plans; to pay greater attention to protecting landscapes; to start new initiatives for
protecting the marine environment; to increase measures preventing industrial and mining
accidents; and to develop a thematic strategy for protecting soils. However, serious
concerns have been aired that the Commission lacks a coherent strategy and sufficient
resources for adequate monitoring and enforcement efforts responding to the needs and
concerns of citizens.
World population growth and the improvement in standards of living inevitably increase
consumption. In particular, environmental impacts of the accelerating use of fossil fuels
and natural resources are endangering the renewal and tolerance of the natural
environment. One of the greatest challenges for sustainable development is to change
existing production and consumption patterns without allowing those changes to affect
economic competitiveness. The utilisation of most raw materials has steadily increased
and their real prices have declined over the past 30 years. In the light of current
knowledge, many argue that there is no threat of non-renewable natural resources and
fossil fuels being exhausted over the next few decades. However, this does not solve the
problem that according to the UN estimates the entire world’s ecological footprint is 2.2
hectares per capita and the bio capacity only 1.8 hectares. In other words, there is a deficit
of almost 20 percent. In India the deficit is even more as the ecological footprint is 0.7
and bio capacity only 0.4. In calculating the footprint substantial use of raw material for
export production and the conversion of nuclear energy into fossil fuels increase the
ecological footprint.
Biodiversity
Progress to date in the EU-27 is insufficient to achieve the overall objective of halting
biodiversity decline by 2010, but serious efforts are being made to protect habitats and
species on the ground through implementation of existing legislation. Some progress has
also been made in the integration of environmental concerns in the common agricultural
policy (CAP) and common forest policy (CFP). However, the measures proposed for the
protection of the marine environment are disappointing and are not likely to achieve
visible results before 2012. Legislative objectives with respect to genetically modified
organisms (GMOs) have been met, but whether the measures in place are sufficient for
the effective monitoring and control of health and environmental effects is debatable.

243

EU Transport Commissioner Jacques Barrot opened up a broad consultation on the question of how to tackle the growing
congestion, pollution and safety problems related to transport in Europe's cities, with the presentation of a Green Paper on
urban transport, on 25 September 2007.
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It is assumed unlikely that the future EU-India trade agreements will have a significant
impact on the number of species, size of protected natural areas or ecosystems inside the
EU-27. This assumption is based on the long geographical distance between the EU-27
and India, and on the estimate that the EU-27 population will not considerably increase
until 2030. Hence these issues and trends and related sustainability indicators for EU-27
can be omitted in this trade SIA.
Environmental quality
Waste management
The municipal waste generation in the EU-27 reached 520 kg waste per capita. The ever
increasing consumption has resulted in serious problems with waste management in the
EU. The land use for traditional landfills can not be increased any more. The recent waste
crisis in Naples, Italy is an indication what is coming if the member states omit the EU
waste regulations. It is forecasted that the use of municipal waste for heat and power
generation will considerably increase in the EU. In addition, increased recycling and
waste prevention with the aid of an integrated product policy and measures targeting
specific waste streams such as sludge and biodegradable waste will reduce the pressure
on landfills. These measures would reduce the need for traditional landfills by 90 percent.
In addition, further diversion of municipal waste from landfill to composting, recycling
and energy recovery could produce additional reductions in greenhouse gas emissions
ranging from 40 to over 100 Mt CO2 equivalents per year.
Monitoring of hazardous waste transports is a challenge that expanding global trade will
increase. Problems related with contaminated agricultural, pharmaceutical, food industry
and other biological hazardous waste need more attention in the future. This applies also
to uncontrolled release of GMOs in to the natural habitat.
Energy resources
The EU dependency on imported fossil fuels, especially natural gas and crude oil, is one
of the most important if not most important issue that restricts the future sustainable
development options for EU-27. Energy related issues and trends are highlighted in the
subchapter “CO2 emissions” above. A specific issue is the use of renewable energy in
agriculture since it would require community funds to lower the financial barrier for
investments. As for India it is still open whether the EU’s new €80 million fund for
energy efficiency and renewable energy resources for poor countries can be utilised e.g.
for promoting preventative, mitigation and enhancement measures to reduce possible
negative environmental impacts of the EU-India FTA.
Fresh and waste water
Demand for water continues to increase especially for the household sector with use
expected to rise by 70% in new member states in the coming decade. Water supply stress
is increasing in Southern Europe and expected to continue as a result of increasing
tourism, irrigation and climate change. Much has been done to clean up wastewater —
50 % of environmental expenditure — but still the situation is far from satisfactory. Best
approaches combine investments in wastewater treatment with economic instruments that
reduce wastewater at source. Water pollution from agriculture will remain a headache in
the new EU Member States, and contaminated groundwater will take decades to clean up.
Crucial issues are: ensuring a high level of protection of surface and groundwater;
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preventing pollution; and promoting sustainable water use. The reports from 2004 show
that around 50% of surface and groundwater bodies are at risk of not achieving a high
level of protection and sustainable use, due to pressures from agriculture, households,
navigation, hydropower and flood control.
It is assumed unlikely that the future EU-India trade agreements will have a significant
impact on the quantity of water use, access to safe drinking water, water quality, quantity
of waste water, cleaning of waste water and water supply inside the EU-27. This
assumption is based on the long geographical distance between the EU-27 and India, and
on the fact that they do not compete on same water resources or share immediate coastal
zones. Hence these sustainability indicators can be omitted for the EU-27 in this trade
SIA.
Conclusion
The European environment - State and outlook 2005 of the European Environment
Agency concludes that in 1999 despite 25 years of Community environmental policy,
environmental quality in the EU was mixed and that the unsustainable development of
some key economic sectors was the major barrier to further improvements. That remains
the EEA's key conclusion also in 2005. Reversing unsustainable trends in sectors such as
energy, agriculture and transport remains a challenge. Increasing transport volumes are
outstripping technological achievements with the result that emissions of gases continue
to rise despite substantial improvements in the car fleet. Transport sector is the fastest
growing contributor to greenhouse gas emissions and expected to continue being so.
UNEP's fourth Global Environment Outlook – environment for development (GEO-4)
assessment report published in 2007 concludes that during the last decades, substantial
progress in environmental protection and quality has been achieved across Europe,
especially in the member states of the European Union. While some progress has been
made in decoupling economic growth from resource use and environmental pressures, per
capita household consumption is steadily increasing. Poor water and urban air quality,
along with a legacy of hazardous wastes, still cause substantial problems in parts of the
region, affecting the health and quality of life of many people. The management of
climate change faces challenges: while energy use grew at a slightly lower pace than
economic activity over the past 15 years, Europe as a whole has not succeeded in
stabilizing its energy consumption levels. Annual mean temperature deviations in Europe
tend to be larger than global deviations. The mean temperature in Europe is projected to
increase by between 2.1°C and 4.4°C by 2080, and expected impacts include water
shortages, more extreme weather, marine species migrations and economic losses.
However, growing public awareness, together with rising energy prices, have given a new
political momentum to climate change policies in Europe.

d. Sustainability Issues in India
When an economy opens up to the rest of the world it gets the opportunity to specialise in
areas in which it has a comparative advantage. Needs that are not efficiently met through
domestic production activity are satisfied through imports. This arrangement has salutary
consequences for the value of output produced and resulting consumption. The question
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is however also what the consequences are for economic, social and environmental
sustainability – that is, whether economic, social and environmental indicators improve
over time in a sustainable manner along with growth in trade. In this analysis we do such
a sustainability study for India.
There are various reasons why we need to look at the sustainable aspects of an FTA.
Economically, costly imports of capital goods and other inputs into production might not
have the anticipated effect on productive efficiency. In some cases the demand for
resultant output might be much lower than expected. The government might spend large
amounts of fiscal resources on export promotion without generating substantial results. In
such cases the increase in affluence (as measured by per capita income) that is usually
generated by trade, might be missing. Another source of un-sustainability might be
macroeconomic health. Large fiscal deficits incurred by the government (attributable to
trade facilitation or other factors such as massive administrative expenditure) might
necessitate large loans from the public, thus resulting in lowering of savings and
investment rates. This too would have an adverse impact on growth. In that case foreign
direct investment might come to the rescue and help to boost the investment rates in the
absence of adequate domestic savings and keep the economy on a high growth path.
Another external factor, large balance of trade deficits incurred after opening up of the
economy might lead to external debts; these liabilities might mount, pushing the economy
into a debt trap. This discussion implies that our analysis of economic sustainability
requires a look at secular trends in GDP (gross domestic product) per capita, gross fixed
capital formation, foreign direct investment, debt and the balance of trade as well as the
volume of trade.
Apart from the magnitude of income the distribution of income is also important from the
point of view of sustainability. Trade results in a reallocation of factors of production;
while some people become richer in the process, others may not. In the absence of
adequate social safety nets poverty might increase in sectors that get hurt while poverty
might decrease in sectors that benefit. This may mean inequality increases which may
lead to social unrest. In any case human capital generation is expected to be harmed by an
increase in poverty and inequality. The benefits of growth might or might not trickle
down depending on the nature of exporting sectors as well as how the government uses
the fiscal resources generated from growth. Improper utilisation of resources by the
government might mean that the health status of the population at large (as captured by
indicators such as life expectancy, maternal mortality and infant mortality) might not
improve. Inadequate human capital formation might result in labour supply that is not
suited for the demands of the labour market, resulting in large scale unemployment.
Furthermore, with trade, gender issues such as equality of women at the work place are
often crucial to elicit their full contribution to the growth effort. The absence of equality
might result in poor contributions by women; this issue is not only important in itself as a
component of social justice but has important implications for the growth process. Thus, a
study of social sustainability entails a look at indicators of poverty (as measured by the
head count ratio), inequality (as measured by the Gini index), health (as measured by life
expectancy, mortality rates and access to adequate nutrition, drinking water and sanitation
facilities), education, unemployment and labour productivity as well as gender status. As
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is the case of economic sustainability, the time trends of various indicators are studied in
this analysis to ascertain whether there has been a secular improvement or deterioration.
Trade also has an impact on the environment because of its positive impact on the scale
of production as well as its influence on the composition of production. Industrialisation
that is prompted by trade might result in increasing amounts of pollution; it is often
alleged that globalisation transports the dirty industries to the developing world. Thus,
environmental sustainability analysis would consist, among others of mapping the trends
in emissions of pollutants. Similarly, opportunities afforded by trade might result in
exploitation of forests and agricultural land, not only diminishing their capacity to support
flora and fauna but also leading to soil erosion. In this context it is important to look at
secular trends in forest stock, biodiversity and cropped area. Urbanisation also needs to be
studied similarly as it results in the fragmentation of habitat for wildlife as well as
pollution from emissions and solid wastes. Furthermore, it is important to look at trends
in natural resource stocks (for example, coal and crude oil) as their unsustainable use
might hamper long run growth. Finally, industrialisation might result in shortages of
water as well as a decline in its quality. There might also be a vast increase in the amount
of wastewater generated. Thus, it is necessary to track secular trends in water availability
as well as those in waste water generation and the alleviation of the harmful effects of
such generation through collection and treatment.
The different types of sustainability do impact each other. Environmental sustainability is
important for economic sustainability. For instance, rapid depletion of resource stocks
might slow down growth and very high levels of pollution might impede human health
and productivity and necessitate diversion of vast amounts of resources to the health
sector. Similarly, social sustainability affects economic sustainability. For example, low
literacy levels will imply a low base of human capital, thus hampering efforts to benefit
from trade. On the other hand, successful inclusion of female equality may have strong
positive economic effects. Similarly, economic sustainability is very crucial for the other
two types of sustainability, as economic resources are necessary for education, health and
environmental schemes.
Section i looks at economic sustainability with related analysis. Sections ii and iii
similarly look at social and environmental sustainability.

i.

Economic issues and trends
Background
In the past few years, India has been enjoying a period of rapid economic growth. India is
increasingly being touted as an emerging economic power along with China. Over the last
two decades, India has moved away from import substitution and a mixed economy, and
has come to rely more on the functioning of markets. The process of economic reforms
started in the mid-1980s and gathered momentum in the early 1990s when India was
confronted with severe external and internal economic crises. As a part of comprehensive
economic reforms the tax structure was simplified and direct tax rates were significantly
reduced, the compulsory government industrial licensing was almost eliminated and
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restrictions on foreign direct investment (FDI) were progressively eased. The economic
reforms also touched upon financial and external sectors in a big way.
Growth
These reforms have had a major beneficial impact on the economy. By 2006, the average
share of imports and exports in GDP had risen to 24 percent, up from 6 percent in 1985.
Inflows of FDI increased to 2 percent of GDP from less than 0.1 percent of GDP in 1990,
with outflows of FDI picking up substantially at the end of 2006. The combined fiscal
deficit of central and state governments was reduced from 10 percent of GDP in 2002 to
just over 6 percent of GDP by 2006, with the ratio of debt to GDP falling from 82 percent
in 2004 to 75 percent by March 2007. There has been a massive increase in output, with
the potential growth rate of the economy estimated to be around 8.7 percent in 2007-08.
This performance reflects the growing strength of the Indian economy and the dynamism
of the private sector in many areas. According to the OECD (Organisation for Economic
Cooperation and Development) Economic Survey of India 2007, fast economic growth
resulted in India becoming the third largest economy in the world (after the US and China
and just ahead of Japan) in 2006 in terms of economic performance measured at
purchasing power parities. Use of this method demonstrates that India accounts for nearly
7 percent of world GDP. Yet, it is also true that economic growth has failed to be
sufficiently inclusive. The agriculture sector, in particular, has lost its growth momentum
with a consequent decline in its contribution to GDP. Jobs in the organised sector have
not increased despite faster growth.
While rapid economic growth is essential to sufficiently raise the incomes of the bulk of
the population, it is also necessary to ensure that income growth is broad based.
According to the Planning Commission of India the economy can accelerate from 8
percent per year to an average of around 9 percent over the 11th Plan Period (2007-12),
provided appropriate policies are put in place. It further estimates that with population
growing at 1.5 percent per year, 9 percent growth in GDP would double the real per
capita income in 10 years. The challenge is to make this growth broad based and
inclusive.
Real Income
The decade of the 1990s has witnessed a paradigm shift in India’s economic policies that
has substantially liberalised industrial and trade policies, reformed fiscal policies and
reduced government influence over most investment decisions including FDI. Prior to
this major policy shift, market oriented economic reforms, though piecemeal, were
introduced in the mid-1980s. These economic policy changes led to a surge in the rate of
growth of the Indian economy. The first break occurred in the 1980s when the economy
moved to a growth rate of 5.5 percent from what has been commonly been described as
“the Hindu growth rate”244 of around 3.5 percent. The second break occurred in the mid1990s when the GDP growth rate jumped to 6.5 percent and further to 7.8 percent during
the Tenth Five Year Plan (2002-07), with the last three years yielding an average of over
9 percent (Economic Survey 2007-08).
244

The Hindu rate of growth is an expression used to refer to the low annual growth rate of the economy of India, which
stagnated at around 3.5 percent from 1950 to 1980. The term was coined by the late economist Raj Krishna.
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According to the Approach paper of the 11th Five Year Plan (2007-12)245, a growth rate of
around 7 to 7.5 percent per annum is likely to be achieved without any significant new
policy initiatives. This projection is based on the rapid economic growth achieved by
India in the last four years (2003-04 to 2007-08). However, with additional policy
initiatives it is possible to raise the average growth rate in the 11th Plan to close to 9
percent as possible acceleration throughout the Plan period can result in a final growth
rate of around 10 percent. One of the important prerequisites for realising this high
growth in the 11th Plan period is significant increase in investments. Table 0.23 presents
alternative growth scenarios for the 11th Plan. For instance, an acceleration of 9 percent
growth would require an increase in the total investment rate from about 30 percent of
GDP in 2005-06 to 35.1 percent on average during the 11th Plan period.
Table 0.22

Annual GDP Growth Rate at Factor Cost
GDP
Growth

GDP Growth

GDP Growth

Rate

Year

Rate

Year

Rate

1980-81

7.6

1990-91

5.3

2000-01

4.4

1981-82

5.6

1991-92

1.4

2001-02

5.8

1982-83

2.9

1992-93

5.4

2002-03

3.8

1983-84

7.9

1993-94

5.7

2003-04

8.5

1984-85

4.0

1994-95

6.4

2004-05

7.5

1985-86

4.2

1995-96

7.3

2005-06

9.4

1986-87

4.3

1996-97

8.0

2006-07

9.6

1987-88

3.5

1997-98

4.3

2007-08

8.7

1988-89

10.2

1998-99

6.7

1989-90

6.1

1999-00

6.4

Year

Source: Economic Survey 2007-08, Government of India

245

“Towards Faster and More Inclusive Growth: An Approach Paper to the 11th Five Year Plan”, Planning Commission,
Government of India, December 2006
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Figure 0.20

Annual GDP Growth Rate at Factor Cost

Source: Economic Survey 2007-08, Government of India
Table 0.23

th

Alternative Scenarios for the 11 Plan
th

Target GDP Growth Rate in the 11 Plan

7%

8%

9%

Average Investment Rate

29.1

32.0

35.1

Average Current Account Deficit as % of GDP

2.0

2.4

2.8

Domestic Savings Rate

27.1

29.6

32.3

th

Source: An Approach to the 11 Five Year Plan, 2006

On the demand side the acceleration in economic growth experienced over the last one
decade has been driven largely by investment and supported by private consumption.
External trade has played its role to the extent that it has increased the purchasing power
of certain groups in the economy and resulted in cheaper inputs. While in goods India still
has a significant trade deficit, in services it has a marginal surplus. An important
contribution to demand growth has come from investment with the ratio of investment to
GDP increasing significantly.
Per Capita Income
Economic growth or growth in domestic product is an indication of improvement in
public welfare. However, a better indicator of improvement in public welfare is growth in
per capita income as it adjusts for population growth and shows the improvement in
welfare of the representative individual. The per capita income of India is determined by
the Atlas method which involves the use of official exchange rates for conversion of
currencies and not purchasing power parities of economies. Table 3.7 and Table 0.25
depict secular trends in the levels and growth rates of India’s per capita income over a
period of more than five decades. The economic liberalisation programme initiated in the
early 1990s has clearly impacted positively on the per capita income. In rupee terms the
per capita income at 1993-94 prices increased from Rs. 7,251 in 1991-92 to Rs. 12,416 in
2004-05. There has also been a clear shift in average annual growth of per capita income
from the early 1990s onwards. Per capita income grew at the rate of 3.58 percent per
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annum between 1991 and 2001 as opposed to just 2.71 percent per annum in the previous
ten year period and accelerated to 4.76 percent per annum in 2001-05.
Table 0.24

Per Capita Income
Year

PCI

1951-52

3744

1961-62

4486

1971-72

4956

1981-82

5621

1991-92

7251

2001-02

10754

2002-03

11013

2003-04

11799

2004-05

12416

Note: Measured at 1993-94 prices; Source: Reserve Bank of India
Table 0.25

Growth in Per Capita Income at Constant Prices
Period

CAGR (%)

1951-61

1.78

1961-71

1.18

1971-81

0.86

1981-91

2.71

1991-01

3.58

2001-05

4.76

Note: CAGR: Compound Annual Growth Rate; Base 1993-94; Source: Reserve Bank of India

Net Value Added
Net value added is the value of output less the values of both intermediate consumption
and consumption of fixed capital. Table 3.8 presents growth of value added by sector.
The Indian economy has been growing at a rapid rate of 8-9 per cent over the last few
years. Among the individual sectors the performance of services sector has surpassed
both agriculture and manufacturing in terms of its contribution to total valued added.
Table 0.26

Sectoral Growth of Valued Added at Constant Prices
Sector

2000

2002

2004

2000-04

% per year
Communication

26.9

1999

2004

Share in value-added
25.7

26.5

24.9

1.7

3.9

Insurance

-0.7

51.1

13.8

14.2

0.7

1.0

Computer Services

51.1

17.1

23.6

26.9

1.0

2.5

Other Services

5.0

5.9

10.9

7.3

33.0

34.7

Construction

6.1

7.7

12.5

8.2

6.2

7.1

Manufacturing

7.7

6.8

8.1

6.4

16.2

16.3

Largely State Owned Sectors

2.2

9.6

1.1

4.9

9.7

9.1

Utilities

2.0

4.8

4.3

3.5

2.7

2.4

Mining

2.5

8.7

5.8

4.8

2.5

2.4
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Sector

2000

2002

2004

2000-04

1999

2004

Railways and Post

3.7

6.9

5.1

5.3

1.3

1.2

Banks

1.4

14.8

-5.8

6.0

3.1

3.1

Other Services

7.3

8.5

13.0

9.3

36.5

42.2

Agriculture

-0.3

-7.8

0.7

1.8

25.4

20.5

Dwelling and Real Estate

2.6

2.3

2.7

2.5

5.7

4.8

Total of above

4.6

4.0

7.8

6.2

100

100

Source: National Accounts of India as mentioned in OECD Economic Survey of India, 2007

Effect on Prices and Consumers
Inflation in India is a structural as well as monetary phenomenon. While in the short term
localised demand and supply imbalances in wage goods have supported price rises, in the
medium to long-term the movement and outcome of monetary aggregates such as the
money supply and reference interest rates have influenced aggregate demand and
consequently resulted in changes in price levels in the economy. The short-term
fluctuations in prices are often caused by seasonal variation in production, market
rigidities and regulatory failures. With the opening up of the economy and increasing
integration of the domestic economy with the rest of the world, the influence of global
commodity prices on the domestic prices is also becoming quite visible.
The Wholesale Price Index (WPI), which is available on a weekly basis, continues to be
the most popular measure of headline inflation in India. There are, however, four
Consumer Price Indices (CPIs) that are specific to different groups of consumers. The
commodity composition of the CPIs significantly differs from the WPI and also among
themselves. Because of the difference in commodity composition and weights, inflation
measured in terms of CPIs and WPIs differ significantly at least in the short-term. From a
long-term perspective both measures of inflation seems to be converging in India.
Table 3.9 shows the trend in WPIs between 1995-96 and 2006-07. Clearly primary
articles have experienced a sharper increase in prices relative to manufactured products.
In the case of manufactured products the increase in the prices has been generally
moderate and at an average annual rate of 3.25 percent between 1995-96 and 2006-07.
Among the primary commodities, fuel, power, light and lubricants seemed to be emerging
as major contributors to inflation in recent years, clearly indicating the influence of global
development.
Table 0.27

Wholesale Price Index (Average of Weeks 1993-94=100)

Year

366

Primary Products

Manufactured Products

All Products (Weight

(Weight 36.25%)

(Weight 63.75%)

100%)

1995-96

125

122

121.6

1996-97

136

124

127.2

1997-98

139

128

132.8

1998-99

156

134

140.7

1999-00

158

137

145.3

2000-01

163

142

155.7

2001-02

168

144

161.3
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Year

Primary Products

Manufactured Products

All Products (Weight

(Weight 36.25%)

(Weight 63.75%)

100%)

2002-03

174

148

166.8

2003-04

181

156

175.9

2004-05

188

166

187.3

2005-06

194

171

195.6

2006-07

209

179

206.2

4.38%

3.25%

4.50%

CAGR

Note: CAGR – Compound Annual Growth Rate; Source: Economic Survey 2007-08, Government of India
Figure 0.21

Index Number of Wholesale Prices

Source: Economic Survey 2007-08, Government of India

Fixed Capital Formation
The Indian economy is divided into three broad institutional sectors, viz., public sector,
private corporate sector and household sector, for the estimation of capital formation.
The household sector is conceived as the ‘residual’ sector embracing all economic entities
other than the units of the public and private corporate sector.
Gross capital formation has seen a declining trend in the public sector since the late 1990s
while private corporate sector investment has shown an increase. The public sector played
a significant role in the investment process in the 1970s and reached a peak of around 10
percent of GDP; in the mid-80s it grew further to around 12 percent of GDP, before
declining to 6 percent of GDP in the late 90s. Private corporate sector investment which
was only 2.44 percent of GDP in 1970-71 gained momentum in the 1980s and finally
surpassed the public investment in terms of GDP shares in the early 1990s, reaching a
peak of 9.57 percent of GDP in 1995-96 with a marginal declining trend thereafter. The
trends related to the dominance of public sector were partially reversed after the
burgeoning fiscal crisis of the 1990s, which led to a retrenchment in public investment
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with a simultaneous expansion of private capital accumulation emanating from industrial
de-licensing and trade liberalisation.
The reforms of the nineties transformed the investment climate, improved business
confidence and generated a wave of entrepreneurial optimism. This has led to a gradual
improvement in competitiveness of the entire corporate sector, resurgence in the
manufacturing sector and acceleration in the rate of investment. There were two spurts in
fixed investment growth – the first followed domestic decontrol coupled with import
decontrols and tariff reduction on capital and intermediate goods in the early 1990s. The
second followed, after an adjustment period, the freeing of consumer goods imports in the
late 1990s.
Table 0.28

Gross Capital Formation as % of GDP (at current market prices)
Indicator

2001-02

2002-03

2003-04

2004-05

2005-06

2006-07

Gross Capital Formation

22.8

25.2

28.2

32.2

35.5

35.9

Public Sector

6.9

6.1

6.3

6.9

7.6

7.8

Private Sector

16.7

18.6

19.5

23.4

25.8

27.0

Gross Fixed Capital Formation

23.6

23.8

24.9

28.4

31.0

32.5

Source: Economic Survey 2007-08, Government of India

Foreign Direct Investment
India for a long time-period persisted with a development strategy centred on selfreliance and adopted a restrictive attitude towards FDI to protect the domestic base of
created assets. In continuation of this in 1973, the Foreign Exchange Regulation Act
(FERA) came into force, which prescribed a ceiling of 40 percent on the equity holdings
of foreigners in Indian companies. This resulted in many foreign companies leaving India
in the late 1970s. However, there was a reversal in the policy stance after the mid-1980s.
The liberalisation of industrial and trade policies during the decades of the 1980s and
1990s was accompanied by an increasingly receptive attitude towards FDI and foreign
collaborations. Further, exceptions from the general ceiling of 40 percent on foreign
equity were allowed on the merits of individual investment proposals. Riding on the wave
of reforms, full-scale liberalisation measures were initiated in the 1990s with a view to
integrating the Indian economy with the world economy. The policy allowed automatic
approval for FDI in priority industries by the Reserve Bank of India (RBI). For the
purpose of granting automatic approvals, three slabs of foreign ownership were defined,
namely,
•
Up to 50 percent;
•
Up to 51 percent; and
•
Up to 74 percent.
These limits have been relaxed over the years. In many sectors, up to 100 percent foreign
investment on automatic basis is now allowed (See Table 0.29). Foreign investments
started pouring in after India launched its economic liberalisation programme in 1991.
FDI, which constituted 1 percent of gross fixed capital formation in 1993, went up to 4
percent in 1997. The cumulative FDI inflows from August 1991 to August 2007 were
US$61bn. India is growing as an attractive investment destination and has become the
third largest economy in the world after the US and China on purchasing power parity
368

TSIA for the EU – India FTA Final Report

(PPP) basis. However, India’s measured FDI stock as a percentage of total GDP is quite
low in comparison to other competing countries (Table 0.32). India was able to
accumulate FDI equal to 5.7 percent of its GDP in 2006. In comparison the FDI stocks of
Argentina, Brazil, Vietnam, and Thailand were above 20 percent of their GDP. Vietnam’s
FDI stock was in fact 54.8 percent of its GDP in 2006. In case of Malaysia and Thailand
this ratio was respectively 36 and 33 percent in 2006. Even China has a FDI stock of 11.1
percent of its GDP in 2006, almost double that of India.
Table 0.29

FDI: Ceiling on Investment by Sector
Sector

FDI Cap/Equity

Entry Route

Greenfield Airport Projects

100%

Automatic

Existing Airport Projects

100%

FIPB beyond 74%

Air Transport Services

49%; 100% for

Automatic

NRI investment
Banking

74% (FDI+FII)

Automatic

Insurance

26%

Automatic

Courier services for carrying packages, parcels and other

100%

FIPB

74%

49% - Automatic; FIPB

items which do not come within the ambit of India Post
Office Act, 1898
Telecommunication Services

beyond 49%
Internet Service Providers without gateways

100%

49% - Automatic; FIPB
beyond 49%

Internet Service Providers with gateways

74%

49% - Automatic; FIPB
beyond 49%

Retail distribution (Single brand)

51%

FIPB

Wholesale cash and carry distribution

100%

Automatic

Road, highways, ports

100%

Automatic

Publishing of newspaper and periodicals dealing with news

26%

FIPB

100%

Automatic

100%

Automatic

100%

Automatic

Construction

100%

Automatic

Alcohol – distillation and brewing

100%

and current affairs
Mining covering exploration and mining of diamond &
precious stones; gold silver and minerals
Coal & Lignite mining for captive consumption by power
projects, and iron & steel, cement production and other
eligible activities permitted under the Coal Mines
(Nationalisation) Act, 1973
Power including generation (except atomic energy);
transmission, distribution and power trading

Automatic but subject to
license by appropriate
authority

Petroleum and natural gas sector (Other than refining and

100%

Automatic

26% in case of

FIPB (in case of PSUs)

PSUs; 100% in

Automatic (in case of

including market study and formulation;
investment/financing; setting up infrastructure for marketing)
Petroleum and natural gas sector (Refining)
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Sector

FDI Cap/Equity

Entry Route

case of private

private companies)

companies

Source: Foreign Direct Investment Policy April 2006, Department of Industrial Policy & Promotion, Ministry of
Commerce & Industry, Government of India

There are no limits to investment in companies in the fishery and aquaculture sectors.
According to Table 0.30 the export growth rate has peaked in recent times for marine
products.
Table 0.30

Export Trend of Marine Products
Year
2002-03

2003-04

2004-05

2005-06

2006-07

Export

Variation

(%)

Q

467297

+42827

+10.09

U.V.

V

6881.31

+924.26

+15.52

147.26
3.05

$

1424.90

+171.55

+13.69

Q

412017

-55280

-11.83

V

6091.95

-789.36

-11.47

147.86

$

1330.76

-94.14

-6.61

3.23

Q

461329

49312

11.97

V

6646.69

554.74

9.11

144.08

$

1478.48

147.71

11.10

3.20

Q

512164

50835

11.02

V

7245.30

598.61

9.05

141.46

$

1644.21

165.74

11.21

3.21

Q

612641

100478

19.62

V

8363.53

1118.23

15.43

136.52

$

1852.93

208.72

12.69

3.02

Source: http://www.mpeda.com/inner_home.asp?pg=publications/exportreview/trends.htm_
Note: Q = Quantity in MT, V = Value Rs. Core, $ = US Dollar in million.
Table 0.31

FDI Inflow into India

246

(US$bn)

Year

1995-96

1996-97

1997-98

1998-99

1999-00

Amount

2.1

2.8

3.6

2.5

2.2

2000-01

2001-02

4.0

6.1

Year

2002-03

2003-04

2004-05

2005-06

2006-07

2007-08*

Amount

5.0

4.3

6.0

7.7

19.5

7.2

Note: * April to October 2007; Source: Handbook of Statistics on Indian Economy, Reserve Bank of India
Table 0.32

FDI Stock as a % of GDP
Country

1990

2000

2006

Argentina

6.2

23.8

27.4

246
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Data includes acquisition of shares of Indian companies by non-residents under Section 6 of FEMA. Data for 2006-07
include swap of shares of US$3.1bn.
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Country

1990

2000

2006

Brazil

8.5

17.1

20.8

China

5.4

17.9

11.1

Indonesia

7.0

15.0

5.2

India

0.5

3.8

5.7

Malaysia

23.4

58.4

36.0

Singapore

82.6

121.5

159.0

Thailand

9.7

24.4

33.0

Vietnam

25.5

66.1

54.8

Source: World Investment Report 2007, UNCTAD

Factors that influence the ‘location decision’ of the investors are the tax structure, special
programme and schemes, competition regime, entry and establishment requirements,
investment protection, technology transfer, natural resources, skills levels, incentives, use
of the English language in the country under consideration, rule of law and institutional
mechanisms. On all these counts, India may appear to be more attractive than, say, China,
but has failed to attract even one-tenth of the FDI inflows received by China.
The gap between approved investment and actual investment received is also quite high.
A substantial proportion (almost 50 percent) of FDI projects that are approved by the
Government do not materialise. One of the main reasons behind this is the system of
economic governance in India with differing legislative requirements at the central and
the state government levels, giving rise to procedural and implementation bottlenecks.
Further, there is high concentration of FDI in some states, as approximately 80 percent of
the total FDI goes only to five states, viz. National Capital Region (Delhi), Gujarat,
Maharashtra, Karnataka and Tamil Nadu. All the mentioned states except the National
Capital Region (Delhi) have a coastline with efficient ports and good infrastructure and
communication facilities for both production and employee comfort. This could be one of
the reasons why these states account for a lion’s share of the FDI. Further, some states are
ahead of the others in attracting foreign investment as they have established investment
promotion centres and taken other steps that offer the necessary confidence to foreign
investors to set up their businesses. Another reason why there are vast differences in
foreign investment among states are corresponding differences in political will in the state
leadership to promote economic growth. Moreover, given that industries operate more
efficiently in clusters, the gravitational factor comes into play and FDI is attracted to
already developed regions and accentuates such imbalance.
India is certainly an attractive destination for FDI but there are certain factors, which have
prevented it from realising its true potential. Given that India has a huge and fast-growing
consumer market and an ever-increasing middle class, there is every reason to believe
that substantial volumes of FDI will flow into the country in the near future. More can be
achieved through continued reforms that strengthen institutions, improve economic
policies, ease administrative hurdles and create an environment conducive for private
investment.
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International Trade
A major challenge facing India is in the development of a mechanism for instituting and
sustaining good economic policies that could have wider development implications apart
from high economic growth. Since the early 1990s, India has progressively reduced
policy impediments to trade in goods and services. The early impetus for these reforms
came from the IMF sponsored adjustment in the wake of the June 1991 balance of
payments crisis, and was sustained through tariff reductions throughout the first half of
the 1990s, which however slowed down significantly in the second half. The reduction in
policy barriers led to a significant expansion of the volume of trade, even in relation to
GDP.
In the early 1990s, India embarked upon a voluntary mode of economic liberalisation,
which was followed by active engagement with multilateral trade negotiations after the
establishment of the World Trade Organisation in 1995. India’s inclination towards free
trade agreements has become visible only in recent years. Unlike USA and some of the
other developing countries, India has not inked a large number of FTAs.
Balance of Trade in Goods
There is little doubt that the impressive economic growth of India during the last one and
a half decades was possible because of domestic economic reforms and the country’s
rapid integration into world markets. Though establishment of WTO in 1995 did not
facilitate multilateral trade liberalisation to the desired extent, the WTO obligations have
provided a further impetus to India’s ongoing external sector reforms. Hence, India’s
impressive record on the export front since 1991 is largely because of unilateral trade
reform measures and multilateral trade liberalisation.
India’s aggregate exports have grown at an average of 11-12 percent per annum during
the period, 1987-2007. Manufacturing with a share of more than 70 percent, accounts for
the bulk of India’s exports. The annual growth rate of manufacturing exports has been
quite impressive and consistent at 11-12 percent. This success can easily be attributed to
unilateral domestic economic reforms undertaken by India and the liberal multilateral
trading environment in industrial products.
In direct contrast to such trends, the growth in agricultural exports has slowed down from
10 percent per annum during 1987-1996 to 5 percent per annum during 1996-2007. The
share of agriculture in India’s total merchandise exports has come down to 10 percent.
The poor showing of India’s agriculture exports can be attributed to the absence of
substantial reforms by India in this sector and the inability of WTO Members to remove
distortions in agricultural trade through multilateral negotiations.
A significant feature of India’s rising exports is the continued importance of these three
trading partners. India’s current trade is dominated by trade with three partners – the
European Union, the US, and China. India’s total export to the three trading groups at
US$54bn (approximately) accounts for about 45 percent of its exports in 2006-07. With
the US, India has recorded a very healthy trade surplus of about US$8bn in 2006-07 and
its exports have grown at the rate of 10 percent per annum over the last 11 years from
1996 to 2007. With respect to EU, India had a small trade deficit of US$3bn in 2006 even
though its exports to EU (27) have increased at the rate of 10 percent per annum since
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1996-97. This is a remarkable achievement, especially in the wake of growing intra-EU
trade generated by deepening and widening of European integration processes.
India’s rapidly expanding trade (both export and import) with China is a very recent
development. The share of China in India’s total exports has increased from 2.5 percent
in 2000-01 to 7.5 percent in 2006-07. India’s exports to China have grown at the rate of
26 percent per annum during the time-period, 1996-2007. This increase is even more
impressive if we consider the period after the Doha Ministerial Conference of the WTO
(2001) when China became a member of the WTO. The WTO accession has forced China
to undertake wide-scale policy changes in international trade. Though China’s exports to
India have also increased, which is evident from India’s growing trade deficit with China,
the huge expansion of bilateral trade has been facilitated by multilateral trade
liberalisation. Table 0.34 and Table 0.35 present the trends in India’s merchandise
exports for the pre and post-WTO periods.
Table 0.33

India’s Exports, Imports and Trade balance (in US$ mio)
Year

Exports

Imports

Trade Balance

1990-91

18145.2

24072.5

-5927.3

1991-92

17865.4

19410.5

-1545.1

1992-93

18537.2

21881.6

-3344.4

1993-94

22238.3

23306.2

-1067.9

1994-95

26330.5

28654.4

-2323.8

1995-96

31794.9

36675.3

-4880.4

1996-97

33469.7

39132.4

-5662.7

1997-98

35006.4

41484.5

-6478.1

1998-99

33218.7

42388.7

-9170

1999-00

36822.4

49670.7

-12848.3

2000-01

44560.3

50536.5

-5976.2

2001-02

43826.7

51413.3

-7586.6

2002-03

52719.4

61412.1

-8692.7

2003-04

63842.6

78149.1

-14306.5

2004-05

83535.9

111517.4

-27981.5

2005-06

103090.5

149165.7

-46075.2

2006-07

126331.1

190566

-64234.9

Source: Handbook of Statistics, Reserve Bank of India
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Figure 0.22

Exports, Imports and Trade Balance

Source: Handbook of Statistics, Reserve Bank of India
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Table 0.34
Commodity

India’s Merchandise Export in Pre-WTO Period (in US$mn)
1987-88

1988-89

1989-90

1990-91

1991-92

1992-93

1993-94

1994-95

1995-96

CAGR

Primary Products

3160.5

3242.5

3883.2

4324.0

4132.2

3873.5

4915.7

5214.4

7256.9

9.68

Ag., allied product

2560.7

2417.3

2852.7

3354.4

3202.5

3135.8

4027.5

4226.1

6081.9

10.09

Ores and mineral

599.8

825.3

1030.5

969.6

929.7

737.8

888.2

988.3

1174.9

7.76

Mfg. goods

8195.1

10110.3

11971.5

12996.4

13148.4

14038.8

16656.7

20404.4

23747.0

12.55

Leather & mfg.

964.4

1051.0

1171.5

1449.2

1268.8

1277.5

1299.5

1610.6

1752.2

6.86

Chemical & related

791.6

1090.5

1553.8

1728.0

1868.8

1786.1

2377.2

3066.8

3597.0

18.32

Engineering goods

1152.3

1601.3

1997.7

2250.4

2253.1

2480.8

3038.1

3508.0

4391.0

16.03

Textile & textile

3013.8

3037.7

3746.5

4342.6

4693.1

5007.4

5472.3

7117.7

8031.6

11.51

Gems and jewellery

2015.1

3032.8

3180.7

2924.1

2738.2

3071.7

3995.8

4500.4

5274.8

11.28

Handicrafts

174.3

205.9

222.9

223.9

241.5

275.9

318.5

386.3

433.9

10.66

500.4

348.7

418.4

522.7

414.7

476.2

397.8

416.9

453.7

-1.08

product

product

(excluding
handmade carpets)
Petroleum Products
Others

232.6

268.9

339.3

302.2

170.1

148.6

268.0

294.7

337.3

4.22

Total Exports

12088.5

13970.4

16612.5

18145.2

17865.4

18537.2

22238.3

26330.5

31794.9

11.34

Source: Handbook of Statistics, Reserve Bank of India
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Table 0.35

India’s Merchandise Export in Post-WTO Period (in US$mn)

Commodity

1996-97

1997-98

1998-99

1999-00

2000-01

2001-02

2002-03

2003-04

2004-05

2005-06

2006-07

CAGR

Primary

8035.1

7687.3

6927.9

6524.2

7126.2

7163.6

8706.1

9901.8

13553.3

16377.4

19547.8

8.42

6862.7

6626.2

6034.5

5608.0

5973.2

5901.2

6710.0

7533.1

8474.7

10213.8

12514.6

5.61

1172.4

1061.1

893.4

916.1

1153.0

1262.4

1996.0

2368.7

5078.6

6163.6

7033.1

17.69

Mfg. goods

24613.4

26546.6

25791.5

29714.4

34335.2

33369.7

40244.5

48492.1

60730.7

72562.8

82817.8

11.66

Leather & mfg.

1605.8

1656.7

1660.7

1590.2

1944.4

1910.1

1848.3

2163.0

2421.6

2697.7

2933.1

5.63

Chemical &

3912.8

4396.3

4009.2

4706.5

5885.9

6051.8

7455.3

9445.9

12443.7

14769.5

16727.1

14.12

4962.7

5336.2

4463.9

5152.1

6818.6

6957.8

9033.0

12405.4

17348.3

21718.8

29079.1

17.44

8635.8

9050.4

8866.3

9822.1

11285.0

10206.5

11617.0

12791.5

13555.3

16402.1

17009.7

6.36

4752.7

5345.5

5929.3

7502.3

7384.0

7306.3

9029.9

10573.3

13761.8

15529.1

15585.7

11.40

475.7

525.9

633.1

668.6

661.5

549.0

785.3

499.7

377.4

462.0

371.7

-2.22

481.8

352.8

89.4

38.9

1869.7

2119.1

2576.5

3568.4

6989.3

11639.6

18551.9

39.36

Others

339.4

419.8

410.0

544.9

1229.2

1174.3

1192.3

1880.3

2262.6

2510.7

5413.7

28.63

Total Exports

33469.7

35006.4

33218.7

36822.4

44560.3

43826.7

52719.4

63842.6

83535.9

103090.5

126331.1

12.83

Products
Ag., allied
products
Ores and
minerals

related product
Engineering
goods
Textile & textile
products
Gems and
jewellery
Handicrafts
(excluding
handmade
carpets)
Petroleum
Products

Source: Handbook of Statistics, Reserve Bank of India
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Balance of Trade in Services
India’s emergence as one of the fastest growing economies in the world has much to do
with the growth of its service sector, which has acted as an ‘engine of growth’ for the
country. The boom in the Indian services sector has not only been confined to the
domestic market but is also reflected in international trade. India’s share in global trade in
commercial services has increased from 1 percent in 1999 to 2.7 percent in 2006. While
India’s share and ranking in world merchandise exports were 1 percent and 28
respectively in 1999, its share and ranking in world commercial services exports
improved to 2.7 percent and 10 in 2006. India ranks 11th among exporters, 13th among
importers in 2006. (Srinivasan, 2006).
Table 0.36

Services Exports (in US$ bn) of Selected Countries
Country

1998

2000

2001

2002

2003

2004

2005

2006

USA

240.0

274.6

263.4

272.6

287.7

318.3

354.0

388.8

(19.1)

(18.1)

(17.4)

(16.0)

(15.0)

(14.7)

(14.1)

99.9

108.4

123.1

143.4

171.8

188.7

227.5

(7.0)

(7.4)

(7.8)

(8.0)

(8.1)

(8.7)

(8.3)

UK

100.5

China

24.1

30.1

32.9

39.4

46.4

62.1

73.9

91.4

(2.1)

(2.3)

(2.5)

(2.6)

(2.9)

(3.1)

(3.3)

Singapore

18.2

26.6

26.4

26.9

30.4

36.5

45.1

57.3

(1.9)

(1.8)

(1.7)

(1.7)

(1.7)

(1.9)

(2.1)

India

11.1

17.6

20.4

23.5

25.0

39.6

56.1

73.8

(1.2)

(1.4)

(1.5)

(1.4)

(1.9)

(2.3)

(2.7)

Note: Figures in parentheses are percentage share in world services exports.
Source: International Trade statistics, World Trade Organisation

From Table 0.36 it is clear that India is rapidly emerging as one of the largest exporters of
commercial services and there has been a significant acceleration in growth of service
exports. Among developing countries only China is ahead of India in the export of
commercial services. Another positive development is that India now has a significant
trade surplus in commercial services.
Table 0.37

India’s Exports, Imports and Trade Balance in Commercial Services (in US$ bn)
Year

Export

Import

Trade Balance

1998

11.1

14.2

-3.1

1999

13.9

17.2

-3.3

2000

17.6

19.9

-2.3

2001

20.4

23.4

-3

2002

23.5

21.8

1.7

2003

25

21.6

3.4

2004

36.6

40.9

-4.3

2005

56.1

52.2

3.9

2006

73.8

63.7

10.1

Source: International Trade Statistics, Various Issues, World Trade Organisation
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According to Reserve Bank of India data total service exports have achieved a compound
annual growth rate of about 30 percent between 2000-01 and 2006-07 (See Table 0.37).
Growth has been rapid in software services, business services, financial and
communication services. Such services constitute 75.6 percent of India’s service exports
in 2006-07. While software services remain a major export item under miscellaneous
services, since 2003-04 non-software miscellaneous services exports have also grown
rapidly and now almost equal the value of software exports. Major contributors among
non-software miscellaneous services are business services with 25.3 percent share and
107 percent growth, financial services with 11.1 percent share and 140.9 percent growth
in 2006-07 and communication services with 8 percent share and 33.3 percent growth in
2006-07.
Table 0.38

Sector-Wise Exports of Commercial Services
Sector

Share (%)

Growth Rate (%)

2000-01

2005-06

2006-07

CAGR 2000-01 to

2005-06

2006-07

Travel

21.5

13.6

12.0

19.0

17.8

16.2

Transportation

12.6

11.0

10.6

23.1

35.1

27.3

Insurance

1.7

GNIE

4.0

1.8

1.6

34.6

21.1

13.2

0.5

0.3

-0.6

-21.7

-20.4

Miscellaneous

60.3

73.0

75.6

27.0

37.5

36.7

Software

39.0

40.9

41.1

35.6

33.3

32.6

Non-Software

21.3

32.1

34.5

30.3

43.1

41.9

Business

2.1

16.1

25.3

84.4

80.1

107.0

Financial

2.1

2.1

3.8

25.4

136.1

140.9

Communication

7.0

2.7

2.8

8.5

13.8

33.3

Total

100

100

100

24.1

33.3

32.1

2004-05

Note: GNIE – ‘Government Not Included Elsewhere’ – receipts represent inward remittances towards
maintenance of foreign embassies, diplomatic missions and offices of international/regional institutions
in India, while GNIE payments record the remittances on account of maintenance of Indian embassies
and diplomatic missions abroad and remittances by foreign embassies on their account.
Source: Economic Survey 2007-08, Government of India

Terms of Trade
The net terms of trade, which measure the relative change in export and import prices,
have been fluctuating with an average annual increase of 1.5 percent during the 1990s.
With depressed prices of exports and high prices of oil, it has been deteriorating since
1999-2000. It worsened by 4.5 percent in 2000-01, and further by 2.1 percent in 2001-02.
However, the income terms of trade measuring the import-purchasing power of exports
have consistently improved every year during the 1990s. On an average between 1999
and 2000, the annual growth in income terms of trade has been 11.7 percent, partly
fuelled by strong export growth in volume terms. With the volume of exports growing by
23.9 percent and 3.8 percent in 2000-01 and 2001-02, the import-purchasing power of
exports increased by 18.3 percent and 1.5 percent respectively in these two years.
The net terms of trade fell again sharply in 2004-05 by 10.9 per cent and rose in 2005-06
by 22.7 per cent. This was due to the sharp rise/fall in unit value index of imports. There
was a moderate increase in 2006-07 of 5.2 per cent with the unit value index of imports
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growing by a nominal 2.7 percent and unit value index of exports growing by 8.1 per cent
in continuation of the trend established since 2003-04. Income terms of trade continued
their sharp growth in 2006-07. This was due to a high growth of 15.8 per cent in the
volume of exports in 2006-07 (See Table 0.39).
Table 0.39

Export Growth, Import Growth and Terms of Trade
Export Growth
Value
Year

(US$)

1990-00

7.7

Volume
10.6

Import Growth
Unit

Value

value

(US$)

8.4

8.3

Volume

Terms of Trade
Unit

Net

Income

1.5

11.7

Value
12.4

7.2

1990-95

8.1

10.9

12.6

4.6

12.9

7.6

5.0

16.5

1995-00

7.3

10.2

4.3

12.0

11.9

6.9

-2.0

7.0

2000-01

21.0

23.9

3.3

1.7

-1.0

8.2

-4.5

18.3

2001-02

-1.6

3.7

-1.0

1.7

5.0

1.1

-2.1

1.5

2002-03

20.3

21.7

0.3

19.4

9.5

10.7

-9.4

10.3

2003-04

21.1

6.0

8.5

27.3

20.9

-0.1

8.6

15.1

2004-05

30.8

17.6

8.9

42.7

14.7

21.6

-10.9

5.0

2005-06

23.4

11.8

9.0

33.8

48.2

-10.7

22.7

36.9

2006-07

22.6

15.8

8.1

24.5

24.1

2.7

5.2

21.8

Source: Economic Survey 2007-08, Government of India

Conclusion
Following the initiation of a significant liberalisation process since the early 1990s the
Indian economy has performed well. Most macroeconomic indicators, such as rate of
growth of per capita income, growth rate of exports, fiscal deficit, debt burden and
foreign direct investment as a proportion of GDP have showed good results though a few
are a cause for mild concern. For instance, the balance on the current account has turned
negative but only marginally – not a cause for alarm given that the deficit is well covered
by foreign direct investment inflows.
Much of the success of the last decade and a half can be attributed to the economy
following a gradual path of liberalisation. It is generally argued that this gradualism is a
result of the democratic process which requires the development of a broad-based
political consensus on reforms before implementation. Increasing exposure to
international trade has impacted the Indian economy in a positive way. The challenge is
to sustain this growth with stability and international trade can be a significant factor in
that regard. Another challenge is to further broad-base this growth taking into account
important social and environmental factors. In the next two sections, we analyse some of
these social and environmental factors impacting India.

ii.

Social issues and trends
Background
Human capital formation makes a vital contribution to economic growth even when the
initial impetus is provided by trade. Increase in productive efficiency generated by trade
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results in an increase in national output. When some of this increase is channelled into
human capital formation in a developing country through the development of education,
health and research facilities and facilitation of subsistence, a continual increase in human
productivity can take place. Thus, the growth opportunities provided by trade and the use
of resources generated through growth in human capital formation can act in synergy to
result in sustained growth. If the surpluses generated from trade driven growth are not
utilised in human capital formation no further increase in productivity may result and
further growth may be stunted. It is for this reason that secular trends in social indicators
related to mortality, education and gender rights (which frees the human capital in women
by increasing social awareness) have to be analysed from this viewpoint.
Poverty
Estimates of poverty are presented by the Indian Planning Commission based on large
sample surveys of household consumer expenditure undertaken quinquennially (every
fifth year) by the National Sample Survey Organisation (NSSO). These estimates are
available at regular intervals. According to these estimates India is the largest reservoir of
poverty in the world. Estimates suggest that out of a population exceeding 1.1bn, around
300-350mn live below the official poverty line and more than 800mn people survive on
less than US$2 per day (international measure). More than two-third of India’s population
resides in rural areas, which have been characterised by agricultural stagnation, leading to
continuing mass poverty and destitution despite overall rapid economic growth.
According to the Planning Commission, poverty is measured by specifying a poverty line
level of income – that is the lowest level of income which is associated with an intake of
2400 calories in rural areas and 2100 calories in urban areas. Despite concerted efforts for
poverty eradication, the absolute number of people below the poverty line continued to
rise till the early nineties though some decline was observed after 1993-94; the rise could
be attributed to high population growth rates as the poverty ratio continued to fall. Table
3.14 shows that the proportion of population living below the poverty line declined from
55 percent to 26.1 percent over the period 1973-99. The absolute number of poor people
declined from 321.3mn to 260.3mn over the same period. Thus, poverty reduction has
accelerated over the years, both in relative and absolute terms. Over the period from
1973-74 to 1993-94 there was hardly any change in the population living below the
poverty line (a reduction of 1mn only); however, it was population growth which was
responsible for the number of poor not declining substantially. Indeed the poverty ratio
during this period declined from 54.9 to 36 percent – a decline of around 18.9 percentage
points in 20 years at a rate of 0.95 percentage points per annum. In the six year period
from 1993-94 to 1999-00, the absolute number of poor declined by 60mn and the poverty
ratio showed a decline of 9.9 percentage points at a rate of 1.65 percentage points per
annum. The poverty ratio is projected to decline to 19.3 percent in 2007 and the absolute
number of people below the poverty line to correspondingly decline by 40mn.
If we look at the trends in rural and urban poverty separately in both cases there has been
acceleration in poverty reduction, with the period of take off coinciding. From 1973-74 to
1993-94 rural poverty declined from 56.4 to 37.3 percent – a decline of 19.1 percentage
points in two years at 0.96 percentage points per annum, which is almost identical to the
decline of poverty in the entire economy. During this period the absolute number of rural
poor declined by 17.3mn. In the case of urban areas the poverty ratio declined from 49 to
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32.4 percent at a rate of 0.83 percentage points per annum; there was, however, an
increase in the number of poor by 16.3 million. The almost identical magnitude of change
in the number of poor, though in opposite directions, in the rural and urban areas implies
that these changes were explained by rural-urban migration. Overall, as we have seen
above, there was no change in the absolute number of poor in the economy.
In the next period from 1993-94 to 1999-00 the rural areas saw a decline in the absolute
number of poor by 50.8mn while urban areas too saw a decline of 9.2mn. Clearly there
was no export of poverty from rural to urban areas but some genuine poverty reduction in
both rural and urban regions. The poverty ratio in rural areas declined from 37.3 percent
to 27.1 percent over this period at a rate of 1.7 percentage points per annum, exceeding by
far the rate of 0.96 percentage points for the period, 1973-74 to 1993-94. Similarly, in the
case of urban areas the decline for this six year period was an impressive 9.9 percentage
points at a rate of 1.65 percentage points per annum, far in excess of the average of 0.83
percentage points over the first period.
The acceleration of poverty reduction coincided with the initiation of faster economic
growth through liberalisation. Note that India’s annual growth rate improved significantly
to 6.8 percent during 1988-2006, compared with 4.8 percent during 1981-88.
Table 0.40

Number of Poor and Poverty Ratio in India
Poverty Ratio (Percent)
Year
1973-74

Number of Poor (Millions)

Rural

Urban

Total

Rural

Urban

Total

56.4

49.0

54.9

261.3

60.0

321.3

1977-78

53.1

45.2

51.3

264.3

64.6

328.9

1983

45.7

40.8

44.5

252.0

70.9

322.9

1987-88

39.1

38.2

38.9

231.9

75.2

307.1

1993-94

37.3

32.4

36.0

244.0

76.3

320.3

1999-00

27.1

23.6

26.1

193.2

67.1

260.3

2007*

21.1

15.1

19.3

170.5

49.6

220.1

Note: * Projections for 2007; Source: Economic Survey 2002-03, 2007-08, Government of India

Regional Effects
It is important to emphasize the diversity of the country even in terms of the incidence of
poverty. Among the 15 major states, Bihar,Orissa and Madhya Pradesh have a poverty
ratio, which is much higher than the all-India average. For example, in 1993-94, while the
poverty ratio in India was 36 percent, those for Bihar, Orissa and Madhya Pradesh were
55 percent, 48.6 percent and 42.5 percent respectively, making these the three poorest
states in the country. On the other hand, Punjab showed the lowest poverty ratio in 199394 at 11.8 percent. Neither the diversity nor the relative situations of the states in terms of
the incidence of poverty changed by much over the period from 1993-94 to 2004-05.
Orissa had the highest incidence of poverty in 2004-05 at 46.4 percent followed by Bihar
at 41.1 percent and Madhya Pradesh at 39 percent while the incidence of poverty for the
entire economy was 27.5 percent (See Table 0.41). Punjab again showed the lowest
incidence of poverty at 8.4 percent.
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Table 0.41

HCR of Poverty in Major Indian States
State

Rural

Urban

Total

1993-04

2004-05

1993-94

2004-05

1993-94

2004-05

Andhra Pradesh

15.9

11.2

38.3

28.0

22.2

15.8

Assam

45.0

22.3

7.7

3.3

40.9

19.7

Bihar

58.2

43.0

34.5

28.7

55.0

41.1

Gujarat

22.2

19.1

27.9

13.0

24.2

16.8

Haryana

28.0

13.6

16.4

15.1

25.1

14.0

Karnataka

29.9

20.8

40.1

32.6

33.2

25.0

Kerala

25.8

13.2

24.6

20.2

25.4

15.0

Madhya Pradesh

40.6

37.9

48.4

41.9

42.5

39.0

Maharashtra

37.9

29.6

35.2

32.2

36.9

30.7

Orissa

49.7

46.8

41.6

44.3

48.6

46.4

Punjab

12.0

9.1

11.4

7.1

11.8

8.4

Rajasthan

26.5

18.7

30.5

32.9

27.4

22.1

Tamil Nadu

32.5

22.8

39.8

22.2

35.0

22.5

Uttar Pradesh

42.3

33.7

35.4

31.0

40.9

33.1

West Bengal

40.8

28.6

22.4

14.8

35.7

24.7

India

37.3

28.3

32.4

25.7

36.0

27.5

Note: Head Count Ratio based on Uniform Recall Period (URP) consumption in which the expenditure data for
all the items are collected from 30 day recall period; Bihar, Madhya Pradesh, and Uttar Pradesh include the new
states of Jharkhand, Chhattisgarh, and Uttarakhand, respectively.
Source: India Development Report 2008

Not only was there a lot of diversity across states in the incidence of poverty, their
performance in terms of poverty alleviation also showed considerable variation. For
example, poverty alleviation in Assam was remarkable at 21.2 percentage points over the
period, 1993-94 to 2004-05. Impressive performances were also recorded by Bihar (13.9),
Tamil Nadu (12.5), Haryana (11.1) and West Bengal (11). On the other hand the
performances of other states such as Orissa (2.2), Punjab (3.4) and Madhya Pradesh (3.5)
were not satisfactory. Interestingly, none of these poor performers were fast growing
states. On other hand, many of the states with an impressive performance in poverty
reduction were fast growing states (West Bengal, Tamil Nadu, Haryana).
Gini Index
This index measures the degree of inequality in the distribution of household income. It is
measured on a scale of 0 to 100 where the former indicates perfect equality and the latter
absolute inequality. According to an article in The Financial Times entitled ‘Time for
India to Reduce Inequality’ the Gini index for asset (not inclusive of human capital)
inequality in 2002 was 63 in rural India, and 66 in urban India. In India, educational
inequality, crudely measured as the Gini index of years of schooling in the adult
population, is 56. According to the World Development Report, 2005 the Gini index of
household consumption expenditure for India in 1999-2000 was estimated at 32.5.
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Table 0.42

Inequality in Consumption Expenditure (percent)
Year

Rural Gini

247

Urban Gini

Ratio of Urban/Rural
Per Capita Consumption
Expenditure

1973-74

28.7

31.9

1.334

1977-78

29.5

33.7

1.396

1983-84

30.0

34.1

1.458

1987-88

29.4

34.5

1.585

1993-94

28.5

34.4

1.628

2004-05

30.5

37.6

1.882

Source: Bandyopathyay,K. R. (2007): “Poverty Alleviation and Pro-Poor
Growth in India”, Asian Institute of Transport Development, New Delhi

reveals that although income inequality has widened over time both in rural and urban
areas in the country, it has grown much faster in urban than in rural areas. The last
column in the Table indicates that the ratio of urban and rural consumption expenditure
has increased from 1.334 in 1973-74 steadily to 1.882 in 2004-05, showing a widening
rural-urban divide.
Health
An overview of the Indian health scenario reveals that there have been/are two major
problems afflicting this sector. These are: one, extremely inadequate spending by the
government (in 2002-03 and 2005-06 health expenditure as proportion of GDP was 1.23
percent and 1.27 percent respectively as against an average of over 2.2 percent by the
lower-middle income countries) and second, a widespread inefficiency in the utilisation
of the meagre resources available. As a result most of the expenditure on health care is
made out of personal incomes.
Due to the overall low public expenditure the budgetary allocation for public health and
disease control is extremely inadequate which often results in epidemics of
communicable diseases like malaria and tuberculosis. There has also been very slow
improvement in health infrastructure as measured by the number of hospitals and hospital
beds per unit population. The quality of infrastructure continues to be poor.
As a signatory to the Alma Ata Declaration of 1978 on Universal Access to Health, India
was committed to achieving the goal of 'health for all' by 2000 through the primary health
care approach. More though needs to be done to fully achieve this objective. Table 2.43
provides an overview of some selected health indicators.

247 Gini coefficient or index measures in/equality of distribution of an economic variable like income or consumption
expenditure across different groups of people or states of a country or different countries. Gini index is the Gini Coefficient
expressed in percentage, by multiplying the coefficient with 100. Gini coefficient equals to zero (G = 0) implies perfect
equality in income, i.e., everyone has the same income and G = 100 implies perfect inequality of income, which means one
person has all income, while everyone else has zero/no income.
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Table 0.43

India – Selected Health Indicators
Indicator

1981

1991

Current Level

Crude Birth Rate (per 1000 Population)

33.9

29.5

23.5 (2006)

Crude Death Rate (per 1000 Population)

12.5

9.8

7.5 (2006)

Total Fertility Rate (per women)

4.5

3.6

2.9 (2005)

Maternal Mortality Rate (per 100,000 live births)

NA

NA

301 (2001-03)

Infant Mortality Rate (per 1000 live births)

110

80

57 (2006)

Child (0-4 years) Mortality Rate (per 1000 children)

41.2

26.5

17.3 (2005)

Life Expectancy at Birth

1981-85

1989-93

(2001-06)

Male

55.4

59.0

64.1

Female

55.7

59.7

65.4

Source: Ministry of Health & Family Welfare, Government of India

Life Expectancy
Life expectancy at birth estimates the average number of years an individual can expect
to live. The measure depends heavily on factors such as the state of health, mortality
(especially the infant mortality), morbidity, nutrition, sanitation, living standard etc.
India’s status with respect to health parameters is unsatisfactory even relative to
neighbouring countries such as China and Sri Lanka (See Table 0.44).
Table 0.44

Some Health Parameters – India and Its Neighbours
Country

Life Expectancy at Birth (years)

Under-five

Infant Mortality

Mortality Rate

Rate (per 1000

(per 1000 live

live births)

births)
1975-80

1985-90

2000-05

1990

2005

1990

2005

China

65.3

67.3

73

49

27

38

23

India

54.2 (53.9)

58.6 (58.8)

62.9 (64.2)

123

74

80

56

Nepal

46.8

52.5

61.3

145

74

100

56

Pakistan

54

58.3

63.6

128

99

96

79

Sri Lanka

66

69

70.8

23

14

19

12

Bangladesh

46.9

52.8

62.0

144

73

96

54

South Asia

--

--

62.9

126

80

84

60

Note: Figures in parentheses indicate female life expectancy. Source: Economic Survey 2007-08, Government
of India; Earth Trends

The overall life expectancy in India has risen over the period 1975-2005 from 54.2 years
to 62.9 years. In 1975-80 male life expectancy was higher than female life expectancy;
the latter at 53.9 years was lower than the overall life expectancy. By 2000-05 this gender
bias was reversed with female life expectancy at 64.2 years exceeding the overall
average. Though the increase in life expectancy of 8.7 years over the mentioned period is
significant it deserves mention that India is still far behind neighbours such as China and
Sri Lanka at 73 and 70.8 years respectively and even marginally behind less affluent
Pakistan at 63.6 years. Moreover, countries like Nepal and Bangladesh have closed the
gap between themselves and India in terms of life expectancy by registered important
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surges in this period – 46.8 to 61.3 years in Nepal’s case and 46.9 to 62 in the case of
Bangladesh.
Furthermore, there is immense variation in life expectancy across states. For example, for
the period 2001-06 the overall Indian life expectancy for males and females was 64.1 and
65.4 years respectively. Yet Kerala, Maharashtra, Punjab, Tamil Nadu and West Bengal
displayed a male life expectancy exceeding 66 years (See Table 0.45). In the case of
women the states of Haryana, Karnataka, Kerala, Maharashtra, Punjab, Tamil Nadu and
West Bengal exhibited a life expectancy in excess of 66 years. Kerala led the states in
terms of both male and female life expectancy (71.7 years and 75 years respectively)
while Punjab came in a close second (69.8 and 72 years). On the other hand, Assam and
Bihar showed very low levels of life expectancy.
Table 0.45

State-Wise Life Expectancy (2001-06)
State

Male

Female

Andhra Pradesh

62.8

65.0

Assam

59.0

60.9

Bihar

65.7

64.8

Gujarat

63.1

64.1

Haryana

64.6

69.3

Karnataka

62.4

66.4

Kerala

71.7

75.0

Madhya Pradesh

59.2

58.0

Maharashtra

66.8

69.8

Orissa

60.1

59.0

Punjab

69.8

72.0

Rajasthan

62.2

62.8

Tamil Nadu

67.0

69.8

Uttar Pradesh

63.5

64.1

West Bengal

66.1

69.3

India

64.1

65.4

Source: Family Welfare Programme in India, 2001 and Health Information of India 2002, Ministry of Health &
Family Welfare, Government of India

Mortality Rates
Apart from life expectancy, the state of health of a country is generally depicted by the
mortality rates, especially the child mortality rate (CMR) and maternal mortality rate
(MMR). While CMR is defined as under-five mortality per 1000 live births, MMR shows
the number of maternal deaths related to childbearing per 100,000 live births.
Table 0.46 shows that MMR for 2001-03 was 301, which appears to be very high.
However, this was a distinct improvement over the situation in 1998, when the overall
MMR for the country stood at 407 per 100,000 live births. There is immense variation:
Uttar Pradesh (707) had the highest MMR in 1998 while the lowest was reported for
Gujarat (28). In 2001-03 the lowest MMR was recorded by Kerala at 110 and the highest
by Uttar Pradesh at 517.
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While the MMR for India as a whole did fall considerably this downward trend in MMR
over time was not exhibited by all states. Andhra Pradesh, Assam, Gujarat, Haryana,
Karnataka, Maharashtra and Tamil Nadu – all states with below average MMR in 1998 –
showed an upward trend while others with above average MMR in 1998 (Bihar, Madhya
Pradesh, Rajasthan and Uttar Pradesh) showed a decrease in MMR. There were only four
states with below average MMR in 1998 (Kerala, Punjab, Orissa and West Bengal) which
showed a decrease in MMR over time. Assam was the only state with above average
MMR which exhibited an increase over time. Thus, to conclude there was a tendency for
poor performers in 1998 to improve upon their performance in the subsequent period;
however, only some states with below average MMR in 1998 showed an improvement in
their performance while others exhibited deterioration.
Table 0.46

State-Wise Maternal Mortality Rates
State

1998

2001-03

Andhra Pradesh

159

195

Assam

409

490

Bihar

452

371

Gujarat

28

172

Haryana

103

162

Karnataka

195

228

Kerala

198

110

Madhya Pradesh

498

379

Maharashtra

135

149

Orissa

367

358

Punjab

199

178

Rajasthan

670

445

Tamil Nadu

79

134

Uttar Pradesh

707

517

West Bengal

266

235

India

407

301

Source: Ministry of Health & Family Welfare, Government of India; Rajya Sabha (Upper House of the
Parliament) Unstarred Question No. 4062, dated 11.05.2007 for 2001-03 data

Infant Mortality Rates
The infant mortality rate (per thousand live births) came down to 57 in 2006 from a high
level of 91 in 1991 and 110 in 1981. There is a large disparity across rural and urban
areas and across states. Poor spread of immunization facilities and basic health
interventions slowed down the decline in IMR in the country during the 1990s. It is worth
mentioning that in 2005-06, only 43.5 percent of the children between 12 to 23 months
were immunized and the immunization in rural areas was about 39 percent.248
High prevalence of neonatal mortality is clearly linked to maternal factors, such as early
marriage and childbirth and low utilization of antenatal and obstetric services.249As
248

For details, see National Family Health Survey 2005-06, Ministry of Health and Family Welfare, Government of India.
31 Janani Suraksha Yojana (JSY), a 100 percent centrally-funded scheme was launched all over the country in 2005-06,
modifying the existing National Maternity Benefit Scheme (NMBS) which was linked to provision of better diet for pregnant
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reported in the National Family Health Survey-3 (NFHS-3) conducted for 2005-06,
about 45 percent of the women aged 20 to 24 at that time had got married by the age of
18 and about 16 percent of the women aged 15 to 19 at that time were already mothers or
pregnant. Furthermore, only 41 percent pregnancies were associated with hospitalization
(institutional) for delivery and nearly skilled health personnel attended 48 percent of the
births.
On the other hand, an important cause of persistent high morbidity and mortality of
children under-5 is communicable illness, mainly waterborne diseases, which are largely
due to non-availability of safe drinking water and dearth of proper sanitation facilities.250
Access to Health Services
The Indian health care system is largely ‘curative’ and ‘clinical’ with emphasis on the
number of hospitals, institutions, health infrastructure, equipments and personnel, rather
than primary healthcare; the urban rather than rural population; doctors rather than
paramedics (again with urban bias); and on services that have larger private than social
returns.251
There has been a considerable increase in health care infrastructure over successive fiveyear plans. Table 3.17 shows that between 1991 and 2005-06 the number of SC (SubCentres) /PHC (Primary Health Centres)/CHC (Community Health Centres) has tripled,
the nursing personnel has multiplied ten-fold, and the number of modern doctors has
increased by 350 percent. However, as per the Bulletin on Rural Health Statistics in
India-2006 (Special Revised Edition), as of March 2006, there is a shortage of 20,903
SCs, 4,803 PHCs, and 2,653 CHCs as per the 2001 population norms.
Table 0.47

Trends in Healthcare Infrastructure
Indicator

1991

2005-06

SC/PHC/CHC (March 2006)

57353

171567

Dispensaries and hospitals

23555

32156

Nursing personnel (2005)

143887

1481270

Doctors (modern system) (2005)

268700

660801

Source: Economic Survey 2007-08, Government of India

In 1991 there were 68 SCs/PHCs/CHCs per million people in India which rose to 157 in
2005/06. Despite this growth in health infrastructures there is a serious mismatch between
women from Below the Poverty Line (BPL) families. The JSY, under the overall umbrella of National Rural Health Mission
(NRHM), launched on April 12, 2005, integrates the cash assistance with antenatal care during the pregnancy period,
institutional care during delivery and immediate post-partum period in a health centre by establishing a system of
coordinated care by field level health worker.
250 The Government of India has launched several major Public Health Programmes to effectively control and prevent
recurrences of such diseases. The programmes include the following: Universal Immunization Programme (launched in
1985 in the urban areas and progressively extended to cover the entire country by 1990); Pulse Polio Immunisation
programme (since 1985); National Vector Borne Disease Control Programme; Revised National Tuberculosis Control
Programme; National AIDS Control Programme. See for details: Economic Survey 2007-08, Government of India, Chapter
10
251 Berman, Peter (1991), ‘National Health Accounts in Developing Countries: Appropriate Methods and Recent Applications’,
Health Economics, vol.6, pp.11-30
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the population and availability of medical personnel, both doctors and paramedical staff,
especially in rural areas. The problem is further compounded by high absenteeism of such
medical personnel. The rural-urban disparity is evident from the fact that urban areas
which account for a much smaller share of the population than rural areas (26 percent of
total population lived in urban areas in 2001) house nearly 70 percent of the hospital beds
and health infrastructure, and 80 percent of the doctors. Modern doctors are not inclined
to serve in rural areas even though a requirement of at least 3 years of rural service (with
some additional monetary benefits) towards the beginning of government service by
doctors has been imposed.
Sanitation
Water supply and sanitation is a critical determinant of public health outcomes. In 1991,
62.3 percent of total households in India had access to safe drinking water (the
corresponding rural and urban figures were 55.5 percent and 81.4 percent respectively),
which rose to 77.9 percent in 2001 (73.2 percent and 90 percent in rural and urban areas
respectively). As revealed in Table 3.18, sanitation did not receive much attention by the
government till the 1990s. It is only during the Eight Five-Year plan (1992-97) that this
sector received some serious attention. In 1985 less than one percent of the rural
population had some sanitation facilities in rural areas while about one-fourth of the
urban population used such facilities. However, as a consequence of government efforts
as much as 9 percent of the rural population and nearly half of the urban population could
avail of sanitation facilities in 1999.
Table 0.48

Access to Drinking Water and Sanitation Facilities
Indicator

1985

1990

1995

1998

1999

Rural

56.3

73.9

82.8

92.5

98.0

Urban

72.9

83.8

84.3

90.2

90.2

Rural

0.7

2.4

3.6

8.1

9.0

Urban

28.4

45.9

49.9

49.3

49.3

Drinking Water Supply

Sanitation Facilities

Source: Ministries of Rural Development & Urban Development, Government of India

The Government of India is at present implementing a comprehensive programme called
Central Rural Sanitation Campaign (CRSP), which is now being remodelled as the Total
Sanitation Campaign (TSC) with the main objectives of bringing about an improvement
in the general quality of life in rural areas, accelerating sanitation coverage, generating
demand through awareness and health education, covering all schools in rural areas with
sanitation facilities and promoting hygienic behaviour among students and teachers,
encouraging cost effective and appropriate technology development and application, and
endeavouring to reduce water and sanitation related diseases.
Nutrition
Malnutrition amongst children in India can be considered to be an indicator of poverty
because the former accompanies the latter. Ensuring every child’s health is an important
goal of development, which has been supported universally. Moreover, meeting child
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health care and its nutritional requirements is the basis for achieving sustainable
development as whatever happens to our children today will indirectly affect the
economy in years to come.
A study done by UNICEF (United Nations Children’s Fund) in 2006 has found that the
largest concentration of underweight children (57 million) in the world is in India.
Compare this to less than 10 million in China which has a larger population. Note that
other countries cannot be compared directly as they have much smaller populations. Still,
Indonesia with around one-sixth of India’s population has around 6 million underweight
children – a number which is about 10 percent of the corresponding number in India.
Figure 0.23

Countries with Greatest Number of Underweight Children (Millions)

Source: UNICEF, ‘Progress for Children: A Report Card on Nutrition’

Nutrition levels can also be viewed from the food inadequacy status of households. The
NSSO data for various rounds reveal (Table 3.19) that inadequacy of food has come
down between 1993-94 and 2004-05 with 1.9 percent households reporting inadequate
food availability for the country as a whole in 2004-05 as against 4.2 percent households
in 1993-94. Of these, 1.6 percent households reported inadequate food for some months
while 0.3 percent reported inadequate food for all months. Furthermore, the rural
households accounted for a predominant share of inadequate food availability. In statewise comparison (appendix 1) West Bengal followed by Orissa has an unusually high
percentage of households reporting food inadequacy.
Table 0.49

Food inadequacy status of households (in percent)
Total/Year

Some (aggregate)

All months

All months

1993-94

--

--

4.2

1999-00

--

--

2.6

2004-05

1.6

0.3

1.9
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Total/Year

Some (aggregate)

All months

All months

1993-94

4.2

0.9

5.1

1999-00

2.6

0.7

3.3

2004-05

2.0

0.4

2.4

1993-94

1.1

0.5

1.6

1999-00

0.6

0.3

0.9

2004-05

0.4

0.1

0.5

Rural/Year

Urban/Year

Source: Economic Survey, 2007-08, Government of India

Education
Education is the primary source of human capital formation which gives rise to
productivity and economic growth on a sustainable basis. India has not yet provided free
and compulsory education to all children up to the age of 14. It was only in 1986 that the
government announced the National Policy on Education (NPE) followed by the National
Literacy Mission (NLM) in 1988. In 1992, the NPE was modified to prioritize free and
compulsory elementary education covering children with special needs, eradication of
illiteracy, women’s education for gender equality and special focus on the education of
SCs (scheduled castes), STs ( scheduled tribes) and minorities.
Literacy Rates in India
Table 0.50 shows growth of literacy rates in India over the period, 1951-2001. In 1991, a
little more than half of the country’s population was literate; two-thirds of males and twofifths of females were literate. In 2004-05 the overall literacy rate improved to 67 percent
and that for males and females improved to 77 and 57 percent respectively.
Table 0.50

Literacy Rates (in %)
Literacy Rates
Year

Total

Male

Female

1951

18.33

27.16

8.86

1961

28.30

40.40

15.35

1971

34.45

45.96

21.97

1981

43.57

56.38

29.76

1991

52.21

64.13

39.29

2001

64.84

75.26

53.67

2004-2005*

67.30

77.00

57.00

st

Note: * NSS 61 Round Survey Report No. 517, 2004-2005; Literacy rates of 1951, 1961 and 1971 relate to
population aged five years and above. The rates for the years 1981 and 1991 relate to the population aged
seven years and above. Source: Ministry of Human Resource Development, Government of India

In state-wise comparison of literacy rates, Kerala has out performed every other state
since independence and now has a literacy rate of over 90 percent in 2001. On the other
hand Bihar has been consistent in being the least literate state throughout this period, with
a literacy rate of 47 percent in 2001. Table 0.51 shows states divided into three
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categories. Only two states, Kerala and Maharashtra have a literacy rate which is above
75 percent in 2001. Bihar Madhya Pradesh, Orissa, Rajasthan, Uttar Pradesh and Andhra
Pradesh are below the national average of 65 percent. The other states show levels of
literacy which are in the intermediate range of 65- 75 percent.
Table 0.51

Category of States in terms of Magnitude of Literacy, 2001
Highly Literate States

Medium Literate States

Low Literate States

(> 75%)

(65-75%)

(<65%)

Kerala, Maharashtra

Tamil Nadu, Gujarat, Punjab,

Bihar, Orissa, Madhya Pradesh,

Haryana, West Bengal, Assam,

Rajasthan, Uttar Pradesh, Andhra

Karnataka

Pradesh

Source: Author’s Categorisation

Enrolment Rates
Table 0.52 shows that during 2004-05 the national gross enrolment ratio (GER) for
elementary education, i.e. I-VIII class (6-14 years) was 93.5 percent. The highest ratio
was for Madhya Pradesh (114.1 per cent), followed by Tamil Nadu (114 percent) and
Chhattisgarh (112.6 percent). It was lowest in Bihar (65.2 percent) followed by Punjab
(72.6 percent) and Jharkhand (75.8 percent).
The GER for secondary education i.e. IX-X Class (14-16 years) for India in 2004-05
stands at 51.7 percent. Himachal Pradesh (a small state) has the highest ratio (134.9
percent) followed by Kerala (93 percent), and Tamil Nadu (80.7 percent). It is the lowest
in Bihar (22.5 percent), Jharkhand (26.5 percent) and West Bengal (41.5 percent). For the
Senior Secondary level i.e. Classes XI-XII, (16-18 years) the GER was 27.8 percent for
the country as a whole. The GER was the least at 2.5 percent in Jharkhand followed by
9.8 percent in Bihar and the highest at 127.7 percent for Himachal Pradesh followed by
43.9 percent in Tamil Nadu.
Table 0.52

Gross enrolment ratios, 2004-05
State

GER (6-14 years)

GER (14-16 years)

GER (16-18 years)

Andhra Pradesh

87

53.1

42.2

Assam

92

49.4

14.4

Bihar

65.2

22.5

9.8

Chhattisgarh

112.6

43.9

30.4

Gujarat

101.7

55.3

21.8

Haryana

80

53

34.2

Himachal Pradesh

108.7

134.9

127.7

Jharkhand

75.8

26.5

2.5

Karnataka

98.8

59

33.9

Kerala

95.4

93.2

27.9

Madhya Pradesh

114.1

45.7

25.3

Maharashtra

105.7

68.9

42.3

Orissa

108.5

53.7

32.9

Punjab

72.6

51.5

27.9

Rajasthan

102.7

43.9

21.6

Tamil Nadu

114

80.7

43.9
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State

GER (6-14 years)

GER (14-16 years)

GER (16-18 years)

Uttar Pradesh

87

48.9

22.9

West Bengal

94.7

41.5

21.1

India

93.5

51.7

27.8

Source: Economic Survey, 2007-08, Government of India

Labour Issues
The estimates of employment and unemployment in India are collected by the NSSO
through its various rounds. There are two methods of calculating unemployment: Usual
Principle Status (UPS) and Current Daily Status (CDS).
The UPS method considers a person as unemployed if he/she is available for work but
without work for the major part of the year. Under the CDS, unemployment is considered
in terms of person days of unemployment, aggregated over all persons in the labour force,
during a reference week. CDS is thus an all-encompassing measure, which not only
includes open unemployment but also underemployment.
Estimates on employment and unemployment on CDS basis are given in Table 3.20,
which indicates that unemployment rate decreased to 6.06 percent in 1993-94 from 9.22
percent in 1983. In 1999-00 it rose to 7.31 percent and rose further to 8.28 percent in
2004-05. The increase in unemployment during 1999-00 and 2004-05 is mainly attributed
to faster growth (2.84 percent) in the labour force.
Table 0.53

Labour Force and Unemployment
Indicator

1983

1993-94

1999-00

2004-05

Population

718.10

893.68

1005.05

1092.83

Labour Force

263.82

334.20

364.88

419.65

Workforce

239.49

313.93

338.19

384.91

Unemployment Rate (percent)

9.22

6.06

7.31

8.28

Unemployed (mn)

24.34

20.27

26.68

34.74

Source: Economic Survey 2007-08, Government of India

Table 0.54 shows sectoral growth of employment during the period, 1972-73-2004-05. As
is evident from the Table, employment in many a sector has not shown any steady secular
trend but has exhibited fluctuations over time. The slow growth in agricultural
employment has been largely responsible for slow growth in overall employment in the
country. In the period immediately after the economic reforms (i.e., 1993-94 to 19992000) agriculture showed almost zero employment growth (0.06 percent), which
depressed the country’s overall employment growth to 1.02 percent.
But in a later period (1999-2000 to 2004-05) overall employment growth improved, to
more than double of that in the last period (2.48 percent), mainly due to a rise in
agricultural employment at the rate of 0.8 percent per annum.
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Table 0.54

Sectoral Employment Growth (in %)
Sector

1972-73 to

1977-78 to

1983-84 to

1987-88 to

1993-94 to

1999-00 to

1977-78

1983-84

1987-88

1993-94

1999-00

2004-05

Agriculture

2.32

1.20

0.04

2.39

0.06

0.80

Mining

4.68

5.85

6.16

2.09

-3.27

0.55

Manufacturing

5.10

3.75

2.10

1.45

2.05

4.63

Electricity

12.23

5.07

4.64

3.39

-5.25

4.74

Construction

1.59

7.45

13.59

-1.10

6.61

2.48

Trade

4.85

6.35

2.67

3.58

5.28

0.91

Transport

3.71

4.12

4.42

3.20

6.20

3.26

Other Services

3.67

4.69

3.92

3.76

0.55

2.95

Total

2.82

2.22

1.55

2.37

1.02

2.48

Source: Bandyopathyay, K. R. (2007), “Poverty Alleviation and Pro-Poor Growth in India”, Asian Institute of
Transport Development, New Delhi

Self-Employment
Agricultural activities are largely characterised by self-employment as landless labourers
are wage earners who can be put into the category of the self-employed. The entire
unorganized sector, both in rural and urban areas provide self-employment. The NSSO
60th Round (January-June 2004) shows that in the usually employed (‘all workers’)
category, 57 percent of males and about 62 percent of females were found to be selfemployed. The corresponding percentages for urban areas were 44 percent for males and
45 percent for females.
Box 0.2

Swarnjayanti Gram Swarozgar Yojana (SGSY)

In April 1999 the Government introduced a Self-Employment programme called ‘Swarnajayanti Gram
Swarozgar Yojana” or SGSY (translates to “Golden Jubilee Rural Self Employment Scheme”). It was conceived
in the Golden Jubilee Year of India’s independence. Under the SGSY, assistance is given to poor families living
below the poverty line in rural areas for taking up self employment. The persons taking up Self-Employment are
called swarozgaris (a literal translation of “self-employed”). They may take up the activity either individually or in
Groups, called Self-Help Groups (SHGs). The scheme is implemented on cost sharing basis of 75:25 between
the Centre and States. Till December 2007, 2.74mn SHGs have been formed and 9.32mn swarozgaris have
been assisted with a total outlay of Rs.193.4bn.

Wage Effects
In rural India, on an average a male casual worker earns Rs. 56.53 per day or Rs. 20.38
more than a female casual worker who earns Rs. 36.15. In urban India, the wage
differential is more prominent. A male casual labourer earns Rs. 75.51 a day and a
female, Rs. 44.28 a day.252 Turning our attention to the change in wage levels over time,
the index number of industrial wages at the All India level (See Table 0.55) shows a

252 Current exchange rate between Indian Rupee and US dollar is about Rs. 40 to US$1.
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sustained increase from 100 in 1991 (the base year) to 274.14 in 2002, which amounts to
an impressive rate of increase of 9.6 percent per annum.
Table 0.55

Index of Industrial Wage Rates (Base: 1991=100)
1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

100

113.43

124.74

134.86

147.16

165.48

182.81

208.45

231.9

247.48

259.53

274.14

Note: 14 industry average is taken for computation of index; Source: Compiled by www.indiastat.com from
different sources

The state governments in India generally announce, at regular intervals of time, the
minimum wages to be given (under the Minimum Wage Law) to different categories of
labourers: skilled, semi-skilled and unskilled. The minimum wage law is effectively
implemented only in the public sector, while the private sector relies more on labour
market conditions, i.e., market wages are given.
Table 0.56 presents the range of minimum wages for each of the 15 large Indian states
over the period 1991-2001. Though changes in minimum wages have occurred in
different states at different points of time, a review of minimum wages in the initial and
terminal year of this period reveals a fair increase in levels. For example, in West Bengal
the range of minimum wages was Rs. 4.17-23.39 in 1991. By 2001 the range had been
transformed to Rs. 58.9-165.78 – the lowest occupational minimum wage had increased
by around 1350 percent and the highest occupational minimum wage had increased by
around 600 percent. In Rajasthan the transformation was from Rs. 11-22 to 60-63.32, a
450 and 190 percent increase in the lowest and highest occupational wages respectively.
Table 0.56

State-Wise Minimum wages (Rs. per day)
State

1991

1996

2001

Andhra

15.96

15.96

25.96

Pradesh

Assam

Bihar

to

to

57.23

106.04

15.3

32.8

32.8

to

to

to

30

39

50.7

16.5

27.3

37.88

to

to

to

26

39.7

58.64

15

34

50

to

to

to

Gujarat

42.55

58.75

95.4

Haryana

34.76

54.53

74.61

9.98

9.98

16.75

Karnataka

Kerala

394

to
35.83
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to

to

to

28.38

56.5

84.22

12

30

30

to

to

to

39

92.8

143.67

State

1991

1996

2001

Madhya

15.81

26.46

50.4

Pradesh

to

to

to

21.81

43.96

56.46

12

8

39

to

to

to

Maharashtra

20

83

116.55

Orissa

25

25

42.5
72.38
to

Punjab

35.89

54.63

82.08

11

27.1

60

to

to

to

22

32

63.32

10

10

44.93

Rajasthan

Tamil Nadu

to

to

to

43.34

78.51

115.8

18

18

54.55

Uttar
Pradesh

West Bengal

to

to

to

39.92

48

83.81

4.17

25.41

58.9

to

to

to

23.39

65.91

165.78

Source: Minimum Wages in India, 2002, Ministry of Labour & Employment, Government of India

Productivity and Quality of Work
Productivity refers here to labour productivity, which is generally measured by the total
output divided by the number of labourers. The labour productivity directly influences
output growth and consequently the overall economic growth of the country. The Labour
Bureau for organised sector provides estimates of labour productivity. It is estimated that
labour productivity grew by about 4.6 percent per annum during the pre-reform period
(1978-79 to 1989-90) and by 3.3 percent during the post-reform period (1989-90 to-200001).253 A similar picture emerges from Table 0.57 where one can observe high
fluctuations in labour productivity during the period.
Table 0.57

Labour Productivity Growth in India
1996

1997

1998

1999

2000

2001

2002

6.84

3.76

5.38

4.86

3.12

4.41

2.57

Source: Ministry of Labour & Employment, Government of India

253 Rajesh Raj S. N. and M. Duraiswami, (2004), ‘Economic Reforms, Efficiency Change and Productivity Growth: An InterState Analysis of Indian Unorganized Manufacturing sector’, Mimeo
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Core Labour Standards254 and Promotion of the ILO Decent Work Agenda
India has ratified the four of the eight core ILO labour conventions: i) Forced Labour
Convention; ii) Abolition of Forced Labour Convention; iii) Equal Remuneration
Convention and; iv) Discrimination (Employment Occupation) Convention. Though
progress has been made through decentralised inspection efforts etc there are
shortcomings with regard to their implementation. For instance, in practise there is
widespread discrimination in employment and wages. In particular, certain castes are still
subject to serious discrimination and are employed in exploitative jobs. There are reports
of forced labour and forced prostitution. But importantly, efforts to check such tendencies
are being made.
While India has not ratified the other four core ILO Conventions viz; v) Freedom of
Association and Protection of Right to Organised Convention (No.87); vi) Right to
Organise and Collective Bargaining Convention (No.98); vii) Minimum Age Convention
(No.138) ; viii) Worst forms of Child Labour Convention (No.182), there are serious
contentious issues.
Social Equality
The National Commission for Women (NCW) safeguards the interests of women with a
mandate to cover all aspects of women’s rights. Of the 42 Central Acts concerning or
impacting women, 41 have been reviewed by the Commission for their efficiency in
removing gender discriminatory provisions. Gender budgeting, as an application of
gender mainstreaming in the budgetary process, has also been adopted. It encompasses
incorporating a gender perspective at all levels and stages of the budgetary process, and
paves the way for translating gender commitments of the government to budgetary
commitments. In 2006-07, to carry forward the exercise of universalising gender
budgeting exercises, gender budget cells were set up in 50 Central Ministries /
Departments. Many states have also undertaken steps in this regard.
The Government of India has initiated a large number of programmes/schemes to provide
equal opportunities of education and employment to girls/women in rural and urban areas
and literate and illiterate women. The Support to Training and Employment Programme
(STEP) is designed to provide updated skills and new knowledge to poor asset less
women in 10 traditional sectors: agriculture, animal husbandry, dairying, fisheries,
handlooms, handicrafts, khadi industries, sericulture, social forestry and wasteland
development, through their mobilisation into cohesive groups. Schemes such as working
women hostels with day-care centres and crèches/day centres are in operation to facilitate
employment of women away from their homes/towns.
The 73rd Constitutional Amendment passed by the Parliament in December 1992 and
operationalised in April 1992 provided constitutional status to the three-tier Panchayati
Raj Institutions (PRIs)255 in India and also made one-third reservation for women a

254 In 1998, the ILO laid down the basic rights that workers are entitled to everywhere as fundamental, inalienable and
indivisible human rights.
255 These are institutions for rural governance.

396

TSIA for the EU – India FTA Final Report

mandatory requirement.256 Many state governments have declared a certain percentage
(between 10 to 30 percent) of total public sector jobs reserved for women.
The Government of India and state governments have formulated and are implementing a
variety of schemes/programmes to provide equal opportunities for education to
girls/women. Two schemes, which are holistic in their approach, are Kishori Shakti
Yojana (KSY or “Scheme for Female Youth Power”) and Nutrition Programme for
Adolescent Girls (NPAG). While KSY aims at addressing the needs of self-development,
nutrition and health status, literacy and numerical skills, and vocational skills of
adolescent girls in the age group of 11-18 years, the NPAG is designed to provide 6
kilograms of free food grain per undernourished adolescent girl (11-19 years) per month
irrespective of the financial status of their families.
Other schemes for education to benefit girls are National Programme for Education of
Girls at Elementary Education (NPEGEL) and Kasturba Gandhi Balika Vidyalaya
(KGBV or Kasturba Gandhi Girl’s School) which are implemented throughout the
country.
Social Protection and Social Dialogue
Social protection is an extensive safety net that protects everyone from unfair and unjust
conditions in life under all situations (economic and political). Without work, good
working and living conditions, continuous dialogue with policy makers on issues at the
grass roots level (such as discrimination against women), etc. it is difficult to achieve
social protection. Various policies, which ensure social protection to women in some
form or the other vis-à-vis outcomes from a gender perspective, are as follows:
•
Mahila Panchayats (initiated in 1994 by Action Aid, India) provide an opportunity
for women and men to speak openly and fearlessly when seeking interventions and
arbitrations to resolve disputes. The panchayats do not replace the judicial system.
Instead, they present a cost-effective, intermediary solution that is women-led,
gender-sensitive, and in touch with the needs of the community. Once a case is heard,
a notice is served to call the other party to the panchayat. Both parties are encouraged
to speak face-to-face and resolve conflict on their own terms. A compromise and/or
settlement are written on letterhead paper in the presence of witnesses.
•
Eve Teasing, a euphemism used in India, Bangladesh and Pakistan for sexual
harassment or molestation of women by men and is considered a growing problem
throughout the subcontinent. Eve teasing ranges in severity from sexually suggestive
remarks to outright groping.257 .This is a state subject and many state governments
have taken steps in this regard. For instance, the Tamil Nadu Prohibition of EveTeasing Act came into being in July, 1998. The penalty for eve-teasing is only
imprisonment for a term which may extend to one year or a fine which may extend to
Rs. 10,000 or both. Women constables are posted in front of women colleges in the
city.
•
As the Indian society is patriarchal women face discrimination in their upbringing.
With the fear of being ill treated women are often not able to approach police
256 Recently in the Budget 2008-09 Speech the Chief Minister (also holding Finance portfolio) of Rajasthan State has
increased women reservation in PRIs to 50 percent.
257
Wikipedia: http://en.wikipedia.org/wiki/Eve_teasing.
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•

stations. To encounter this Tamil State Government decided to open All Women
Police Stations (AWPS) in 2001-02. Since then more than 190 AWPS have been
opened. Help-line connections with a common number have been taken up and made
operational in the AWPSs.
The Protection of Women from Domestic Violence Act 2005 provides immediate
relief to women facing situations of violence in their homes. Amendments are
proposed in labour legislations affecting women, such as Maternity Benefit Act, 1961
and Factories Act 1948.

Conclusion
For the nation as a whole social indicators relating to poverty, literacy, infant and
maternal mortality and women’s rights have improved over time. In particular poverty
reduction has picked up after liberalisation. Inequality seems to have increased but not to
alarming levels. In health indicators, such as infant mortality and maternal mortality there
is some improvement at the national level but the regional picture is mixed with some
states showing an improvement and other states showing deterioration.

iii.

Environmental issues and trends
Introduction
The state of the environment has a major impact on economic development. Availability
of clean drinking water is important for human health and therefore, productivity;
sufficient water is also needed to ensure agricultural productivity. Forests not only
provide various medicines and timber which are of direct use or are foreign exchange
earners as exports but they also help to check soil erosion which is responsible for losses
in agricultural productivity. Hazardous wastes result in alkalinity or acidity of water and
soils, inhibiting plant growth. Biodiversity is important for the food chain and
sustainability of ecosystems. Excessive pollution due to uncontrolled industrialization and
proliferation of private transport can result in an increasing incidence of respiratory
diseases; in the case of global pollutants this increase leads to retention of heat by the
earth’s surface and its surrounding areas leading to phenomena such as global warming. It
must be noted though that global warming is a public bad; excessive emission of carbon
dioxide forms an envelope over the earth’s surface and affects the temperature of the
entire earth, not just the areas surrounding the origin of emissions.
Thus, a nation needs to pay attention to its environment not only for the sustainability of
its own economy and ecosystems but also to make a responsible contribution to the
earth’s sustainability. It is with this background in mind that we examine the state of the
environment in India as well as the changes that have taken place in it in recent times.
Atmosphere: Urbanisation and Energy Use
In developing countries pollution is bound to be a major problem. Given the rapid pace of
economic growth in India, the pollution problem has become much more serious in recent
times. Rapid economic growth has been associated with urbanisation and
industrialisation. Urbanisation in turn has been associated with a rapid growth of
motorised vehicular traffic; expansion in industrial activity has also led to emission of
polluting material at an accelerating rate. The increase in urbanisation has been
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considerable though slower than in some other developed countries such as China. The
proportion of population that was urban in 1951 was 17.3 percent while in 1991 the
corresponding figure was 25.7 percent. In 2005 it increased to 28.7 percent. Thus, in the
first 40 years of the second half of the 20th century the urban proportion increased by 8.4
percentage points where as in the next 14 years it increased by 3 percentage points. Thus
the more rapid economic development of the 1990s and the 21st century has not resulted
in any acceleration in urbanisation. This has considerable favourable implications for the
level of pollution which would have been much higher had urbanisation accelerated in
line with the recent development experience of other countries.
Within cities, however, there has been a rapid switch to motorised transport. There has
also been a tendency over the last 50 years for people to switch over to private transport
from public transport. This has resulted in the proliferation of vehicles on the road. For
example, the number of motor vehicles increased from 0.2mn in 1951 to 37.2mn in 1997.
This is in excess of a 2000 percent increase in the number of motor vehicles. Two factors
were responsible: a) economic development and decline in the quality of public transport
which was hastened by the rapid rate of growth of population and b) the increase in the
volume of motorized transport resulted in a massive increase in its contribution to
pollution. For example, the consumption of gasoline and HSD (high speed diesel) was
1552 and 9050 thousand tonnes in 1980-81 respectively. By 1996-97 the respective
volumes had increased to 4955 and 30357 thousand tonnes. Thus, there was more than a
three time increase in gasoline and HSD consumed over the course of 15 years whereas
the increase in population over the same period was barely 40 percent. TERI (1998)
provides some estimates of the contribution of transport sector to pollution loads over the
same period. The total estimated load increased from 0.15mn tonnes in 1947 to 10.3mn
tonnes in 1997. Given that the number of motor vehicles increased by 120 times during
this period, this 74 fold increase in pollution load actually meant that was some
improvement in the pollution efficiency of the average motor vehicle over time. In 1997
carbon monoxide emissions claimed the largest share (43 percent) of the total pollution
load followed by nitrogen oxide at 30 per cent and hydrocarbons at 20 per cent.
Another major source of pollution increase has been observed in industrial activity.
India’s Central Pollution Board (CCPB) has identified 17 categories of industries in India
as highly polluting. The total estimated emission of suspended particulate matter (SPM)
in seven critical industries increased from 0.2mn tonnes in 1947 to 3mn tonnes in 1997.
The third major source of pollution has been increase in power generation. Not all power
generation is polluting; for example, hydel power is pollution free even though its
production might have adverse ecological consequences. In India two factors have led to
the increase in pollution caused by power generation. First, the electricity generation
capacity in India has increased 55 times from 1.7 thousand megawatts in 1950-51 to 93.3
thousand megawatts in 2000. This massive increase in capacity has also been
accompanied by adverse changes with regard to the capacity mix with the share of hydelpower in total capacity declining from 43 percent in 1970-71 to 24 percent in 1998-99.
The reason why thermal power is highly polluting in the case of India is the extremely
high ash content of Indian coal (24.45 percent). This inferior quality coal has been the
mainstay of India’s power generation efforts. However, the country has paid for such
power generation through associated high emissions from power plants in the form of
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particulate matter, toxic junk, fly ash, nitrogen oxide etc. To illustrate, during the year
1998-99 power stations consumed 0.2bn tonnes of coal, producing 80mn tonnes of ash.
The last major source of pollution in India is domestic pollution. This basically comes
from the use of different types of traditional cooking fuel such as coal, fuel wood, dung
cakes etc. This is a major hazard to indoor air quality and health. A positive development
is that people are gradually switching over to liquefied petroleum gas (LPG) which is
much cleaner and more efficient than traditional fuels.
Table 0.58

Pollution Emissions by India over Time
Year

Kg of oil

CO2

CO2 emissions

CO

Sulphur

Nitrogen

equivalents

emissions

in

emissions in

dioxide

dioxide

per person

per capita

Metric tons per

million metric

emissions

emissions

(metric

million

tons

in

in

tonnes)

international $

million

million

(constant

metric tons

metric tons

prices)
1990

425.7

0.7

414.5

51.1

1995

--

--

--

--

6.48 (4.56)

5.35 (5.4)

2000

501.4

1 (3.2)

399.3

55.1(6.5 app.)

--

--

2003

512.4

1

368.3

63.8

--

--

Note: Figures in parentheses indicate shares in world emissions; Source: Earth Trends

Table 3.22 looks at trends in pollution and energy use over time. These trends show that
the per capita use of energy has been rising steadily over time. Between 1990 and 2003
energy use per capita rose by around 20 percent (from 425.7 kgoe to 512.4 kgoe). During
the same time per capita income rose by around 60 percent, implying that the efficiency
of energy use in generation of income has increased. This trend is reaffirmed if we look at
CO2 emissions. While emissions per capita have increased this is because of increase in
income outstripping efficiency increases. This increase in efficiency is illustrated by the
fact that emissions per constant million international dollars have declined from 414.5
metric tonnes in 1990 to 368.3 metric tonnes in 2003, an energy efficiency increase of
around 13 percent in 13 years. As far as carbon monoxide emissions are concerned the
total emissions rose from 51.1mn tonnes to 63.8mn tonnes, an increase of 24.8 percent.
These 13 years saw a population increase of approximately 25 percent which implies that
the average per capita emissions of carbon monoxide have not changed much. However,
as noted before, a per capita income increase of 60 percent implies that the emission of
this gas per dollar of income generated has decreased – a favourable trend.
Note that for every pollutant in every time period, for which data are available, the Indian
share in world emissions is less than its share in the world population (16 percent). The
highest share in world emissions is in the case of carbon monoxide (6.5 percent) and the
lowest is in the case of carbon dioxide (3.52 percent). However, India’s high population
density compensates for these figures which are all greater than 2.4 percent, its share in
the total surface area of the earth.
The Government has taken a larger number of measures to counter the pollution problem
However they have not been successful in significantly curbing the pollution problem.
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Some of the measures used are anti pollution legislation, emission tenders from
industries, zoning guidelines for industry, environmental audit, environmental impact
assessment, generation of environmental awareness, etc.
While pollution is one of the adverse effects of rapid and sometimes unplanned economic
growth, the availability of energy reserves is necessary for the process of economic
development to continue – a phenomenon which is extremely important for less affluent
countries. One of the main drivers of economic development is crude oil availability as it
constrains the level of transport activity. An abundance of oil implies lower transport
costs which in turn implies a greater ability to transport goods to places where they are
needed or valued more and for producers to source inputs from places where they are
more abundant or cheaper. Unfortunately, India has not been blessed with large crude oil
reserves and has been forced to import around two-third of its crude requirements. The
good news is that there has been no depletion of India’s crude reserves which have been
around the 750mn tonnes mark for the last ten years. However, this amounts to less than
0.75 tonnes for each person and cannot sustain India’s present use.
The other important source of energy is coal. India has plenty of coal reserves though
much of it is of poor quality (See Table 0.59). Coal is used to generate all of India’s
production of thermal power. However, it has a high ash content implying that such
generation is associated with extremely high emissions. At present India has coal reserves
amounting to 61 billion tonnes of oil equivalents which quantitatively is a very
comfortable position.
Table 0.59

Energy Reserves in India

Year

Coal reserves (Million tons of oil

Proved oil reserves (million tonnes)

Equivalent)
1996

60843.3

748.8

2000

--

721.6

2006

--

776.5

Source: Earth Trends

Land Use
Out of India’s total geographical area of 328.73mn hectares around 264mn hectares is
under use for agriculture, forestry, pasture and other biomass production. The net area
sown is round 140mn hectares. Because of the immense pressure of population on land
(16 percent of the world’s population living on 2.5 percent of the world’s area) around 57
percent of the total land area has been degraded in one way or the other. The proximate
cause of land degradation is soil erosion which in turn is caused by different factors:
deforestation, shifting cultivation, fuel wood and fodder extraction, encroachment into
forest lands etc.
Between 1980 and 1990 forests were depleted at the rate of 0.34mn hectares per year but
afforestation efforts covered about a million hectares every year which meant that 0.66mn
hectares was the net amount of afforestation in the country. In subsequent years
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deforestation has more or less matched afforestation, thus net afforestation has been close
to nil.
Deforestation can be linked to the growing demand for wood caused partially by
population growth. For example, in 1987 the demand for timber was 27mn cubic metres,
about 15mn in excess of the permissible felling of timber. Firewood extraction is another
cause of deforestation. In 1997 fuel wood consumption exceeded a quarter billion cubic
metres as against the sustainable supply of 52.6mn cubic metres. The rate of growth of
demand for firewood is also significant and averaged 2.4 percent per annum between
1980 and 1994. Yet another major cause of deforestation is India’s burgeoning livestock
population. India has close to half a billion livestock on 11 million hectares of pastures
yielding an average of 42 animals a hectare, far in excess of the threshold of 5. This
shortage of pastures implies that much of the need for fodder is met from forests, thus
leading to deforestation.
Another important factor leading to land degradation is shifting cultivation. The
increasing pressure of population on land has reduced the fallow period between
successive crops from 30 to around 2 to 3 years in shifting cultivation.
Singh, Narain and others (1990) have estimated that the annual soil erosion ranges from
less than 5 tonnes per hectare for dense forests and snow clad land to more than 80 tonnes
per hectare in the Shiwalik hills. The annual loss of soil is around 5bn tonnes.
Table 0.600

Land use – Agricultural View point
Year

Total

Net Area

Fallow land as a

Total Cropped

Cropping Intensity

Fallow land

Sown

percentage of

Area

(total cropped area

(thousand

(thousand

net sown area

(thousand

as multiple) of net

hectares)

hectares)

hectares)

sown area

1950-51

17445

118746

14.69

131893

1.11

1970-71

8759

140267

6.24

165791

1.18

1990-91

9662

142999

6.76

185742

1.30

2002-03

11762

132656

8.87

175719

1.33

Source: www.indiastat.com

From an agricultural view point we can see that total cropped area showed a continuous
increase by around 50mn hectares (40 percent increase) from 1950-51 to 1990-91. The
next 12 years saw a reversal of the trend with total cropped area declining by around
10mn hectares, a significant decline of 5.5 percent. Note that cropping intensity has
always increased from one period to the next. Thus, the broad trends in net sown area are
the same as total cropped area but the switch from an increasing to a declining trend is
even more pronounced. While there was a 22 percent increase in net sown area in the
period, 1950-51 to 1990-91, there was a decline of 7 percent in net sown area in the next
12 years. Area under fallow shows a similar but even more pronounced trend, declining
from 17.4mn hectares to 9.6mn hectares over the first period (45 percent decline) and
then recovering to 11.7mn hectares in 2002-03 ( an increase of around 21 percent in 13
years). From the point of view of the environment the recent decrease in net sown area
and the increase in the area of fallow land is a welcome development and should help in
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preserving agricultural productivity. However, the increase in cropping intensity should
have exactly the opposite effect.
Biodiversity
Biodiversity can be defined as diversity in living organism from all sources – terrestrial,
marine and other aquatic habitat. Diversity is considered within species, between species
and among ecosystems. Biodiversity is crucial to the satisfaction of human needs as
richer biodiversity increases options for sustainable human welfare augmenting economic
activity. Greater biodiversity is associated with a greater variety in genes, species and
ecosystems and is thereby associated with greater powers of adaptation to change. The
dependence of man on biodiversity in ecosystems can be gauged from the fact that many
Indian rural communities, particularly the tribal population, obtain considerable part of
their daily food from wild plants.
India is one of 12 mega diversity countries in the world. It occupies only 2.4 percent of
the world’s area but approximately 8 percent of the total number of species (Khoshoo,
1996) which equals 1.75mn. India ranks tenth in the world and fourth in Asia in plant
diversity. India has 12 percent of the world’s recorded flora which accounts for 47,000
species of plants. It ranks tenth in terms of the number of endemic species of higher
vertebrates in the world.
India also possesses a lot of diversity in species that have contributed to agriculture animal species such as wild buffaloes and camels and plant species such as rice and
sugarcane which have proved to be extremely valuable to humans. Its agro-biodiversity is
especially impressive; there are 166 crop species and 320 wild relatives.
The number of species of flora and fauna which have existed in recorded history but are
now extinct is minimal. However, one of the adverse effects of rapid economic
development and steady population growth is the fragmentation of animal habitat. This
has led to a number of species being classified as threatened species.258
Table 0.611

Incidence of Threatened Species in India
Organism Type

Threatened Species

Plants

247 (0.52)

Fish

35 (0.6)**

Mammals

89 (21)*

Amphibians

68 (29)*

Birds

82 (6.5)

Note: ** denotes 1992 figures, * denotes 2004 figures, others denote 2006 figures. Figures in parentheses
denote threatened species as percentage of total number of species; Source: Compiled from Earth Trends

If we evaluate the threat to various classes of species there is serious concern in the cases
of mammals and amphibians, with 21 percent and 29 percent (see Table 0.611 for
absolute figures) of the total number of species in each category being classified as
‘threatened’. Birds are a subject for more moderate concern as 6.5 percent of the total
258

Threatened species refer to those species (including animals, plants, insects, etc.) which are vulnerable to extinction
in the near future.
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number of species is ‘threatened’. Fish and plants do not seem to present any cause for
alarm.
There is diversity in Indian ecosystems as well – forests accounting for 19.27 percent of
the country’s geographical area, grasslands accounting for 12 percent of its total
landmass, and wetlands covering 3 percent of total land area. Other Indian ecosystems
include mangroves which account for 7 percent of the world’s total mangroves, 60
percent of the total coral reefs in the world and deserts which extend over 2 percent of its
land mass. Within deserts there are three categories – the sandy desert of Rajasthan, the
salt desert of Gujarat and the cold desert of Jammu and Kashmir and Himachal Pradesh.
The threats to biodiversity in India can be partially attributed to the loss of habitat caused
by various large infrastructure projects. Around 5,000mn hectares of forest land have
been lost in the process since independence. Habitat loss is often associated with the
fragmentation of continuous forests, thus endangering the species that inhabit them and
possibly leading to extinction through infant mortality and rapid environmental changes.
Poaching is also another channel through which habitat loss is caused in India. So are
activities such as collection of fuel wood, grazing and shifting cultivation. The effect of
these activities on forests is magnified by the increasing pressure of population on land.
Table 0.622

Diversity of Species in India and the World
India

World

India/World (in %)

--

31259

8.24

967

--

66535

7.62

16214

--

987949

6.90

22

87121

9.56

Taxa

Species

Endemic

Threatened

Species

Species

Protista

2577

--

Mollusca

5070

Arthropoda

68389

Other

8329

Invertebrates
Protochordata

119

--

--

2106

5.65

Pisces

2546

--

4

21723

11.72

Amphibia

209

110

3

5150

4.06

Reptilia

456

214

16

5817

7.84

Aves

1232

69

73

9026

13.66

Mamalia

390

38

75

4629

8.44

Source: Ministry of Environment and Forests, Government of India; Baillie (1996)

Some important measures which have been undertaken for protection of biodiversity in
India are:
•
Earmarking of 4.2 percent of the total geographical area of the country for extensive
in situ conservation of habitats and ecosystems;
•
Identification by Indian Council of Forestry Research and Education of 309 forest
preservation plots of representative forest types for conservation of representative
biodiversity;
•
Implementation of Biosphere Reserve Programme in which twelve biodiversity rich
areas have been designated as biosphere reserves; and
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•

Declaration of six internationally significant wetlands as Ramsar Sites under the
Ramsar Convention.

Water
India receives an average rainfall of 4,000bn cubic metres (BCM). Most of the rainfall
(90 percent) is confined to the months from June to September but is characterised by a
lot of regional variation (from 100 mm a year in Rajasthan to 9,000 mm a year in
Meghalaya) which in turn implies variation in access to water (See Engleman and Roy,
1993). Out of the available water from precipitation only 690 BCM is utilisable.
Utilisable groundwater resources in the country have been estimated at around 400 BCM.
Thus, total utilizable water resources in India amount to about 1090 BCM.
Population growth, increase in the importance of manufacturing in economic activity and
economic growth have all contributed to water scarcity. The total water utilisation for all
uses in 1990 was about 518 BCM per year. Projections for 2050 on the assumption of a
4.5 percent annual growth in expenditure and the median variant population projections
of the United Nations show that the water requirement will touch 1,422 BCM which
significantly exceeds the total utilisable water resources of around 1090 BCM.
Water supply coverage is poor even in urban areas. Of the 299 Class I cities (urban
centres with a population exceeding 100,000) only 77 cities (around 25 percent) have 100
percent water coverage with per capita water supply ranging from 9 litres per capita daily
(lpcd) in Tuticorn to 584 lpcd in Triuvannamalai (CPCB, 2000a). Out of the 335 Class II
towns (population of 50,000 -100,000) about 203 have low per capita supplies of less
than 100 litres per day (CPCB, 2000b).
As far as drinking/improved water supply is concerned the status is summarised by Table
0.63. The accessibility of both the rural and overall population to improved water supply
seems to have improved over time. However, much work still needs to be done. Around
18.6 percent of rural habitations are still not covered by rural water supply missions
Table 0.63

Percentage of Population with Access to Drinking/Improved Water Supply
Year

Overall

Urban

1990

70

64

2004

86

83

Source: Earth Trends

Discharge of untreated domestic wastewater is a predominant source of pollution of
aquatic life and other resources. A survey conducted by the Central Pollution Control
Board in 2000 indicates that most cities do not have organised wastewater collection and
treatment facilities. The following table encapsulates some of the findings of the survey.
Table 0.64

Status of Wastewater Generation, Collection and Treatment
Type

Class I

Number of

Wastewater

Percentage of

Percentage of

cities/towns

generated (million

wastewater

generated water

litres per day)

collected

that is treated

11938.2

72

24

299
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Type

Number of

Wastewater

Percentage of

Percentage of

cities/towns

generated (million

wastewater

generated water

litres per day)

collected

that is treated

Class II

345

1090.3

66

3.7

Total

644

--

--

--

Source: CPCB, 2000a

Note that the Class I cities (which populations exceeding 100,000 each) are much bigger
contributors to wastewater generation, the reason being the higher level of industrial
development. However, they exhibit marginally better waste water collection (72 percent
collected in Class I cities as against 66 percent collected in Class II cities) and exhibit a
much higher percentage of wastewater generated that is treated (24 percent as against 3.7
percent).
Hazardous Waste and Municipal Waste
Hazardous waste is generated from industrial processes, mining extraction, residues from
pesticide based agriculture, etc. Hazardous waste, such as heavy metals are toxic for plant
life and, even at low concentrations, can affect soil productivity for long periods of time.
Such waste often makes water in aquifers acidic and alkaline and therefore, results in the
reduction of the number of species.
The most important source of hazardous waste in India is the industrial sector. Within the
industrial sector the biggest source of hazardous waste is chemicals; pesticides,
petroleum, fertilizer, asbestos, caustic soda, paints dyes and general engineering
industries are some of the other important contributors.
With the Indian industrial sector almost quadrupling in size over the last thirty years
generation of hazardous waste has naturally increased. The major hazardous wastes
generated from industry are heavy metals, cyanides, pesticides, complex aromatic
compounds and other toxic flammable chemicals.
Some estimates of hazardous waste have been generated by indirect methods: OECD
(Organisation for Economic Cooperation and Development) used the correlation between
economic activity and hazardous waste to estimate its total generation at 0.3mn tonnes
per annum in 1984. World Bank estimated this at four million tonnes in 1995; even
though the two estimates are not comparable as they are generated through two different
methods, these would surely indicate a big jump in hazardous waste generation which can
be attributed to the rapid growth in the industrial sector. In 2000 the Central Pollution
Control Board of India estimated hazardous waste generated at 7.2mn tonnes. Out of this
only 1.4mn tonnes were recyclable and 0.1mn tonnes were incinerable. Thus, 5.2mn
tonnes had to be disposed on land.
The pace of urbanisation as well as the rapid change in urban life styles with greater
emphasis on packed foods and storage using polythene has contributed to the increasing
generation of municipal waste. Municipal wastes have an adverse effect on the
ecosystem as well as the human environment. Indian cities are characterised by
unscientific disposal of municipal waste which is often left unattended at disposal sites.
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Birds, rodents, fleas etc are attracted to the waste which creates unhygienic conditions.
Littering of plastic bags is common; as a result water bodies and drains get choked.
The per capita generation of municipal waste according to latest estimates ranged from
100 grams in small towns to 500 grams in large towns. Table 3.24 below shows various
estimates of per capita municipal waste generation over time.
Table 0.65

Estimates of Municipal Waste Generation in India
Source

Year Covered

Estimate of municipal
waste per capita (grams
per day)

Bhide and Sundaresan (1983)

1971

374

Nath (1984)

1981

432

EPTRI (1995)

1995

456

If we assume these estimates to be comparable then over the period 1971-1995 municipal
waste per capita per day increased by 82 grams or 22 percent which was surely less than
the rate of growth of urban per capita GDP (gross domestic product) implying that waste
generated per dollar of GDP had declined. Not only has there been a change in the per
capita generation of municipal waste there has also been a change in composition of such
waste. Table 0.66 below highlights the changes in composition.
Table 0.66

Composition of Municipal Waste
Material

Percentage of Net Weight
1971-73 (40 cities)

1993 (21 cities)

Paper

4.14

5.78

Plastics

0.69

3.90

Metals

0.50

1.90

Glass

0.40

2.10

Rags

3.83

3.50

Ash and Fine Earth

49.20

40.30

Total Compostable Matter

41.24

41.80

Source: Bhide and Sundaresan (1983) and EPTRI (1995)

The materials which show a substantial increase in their share in municipal waste are
paper (20 percent increase), plastics (almost 500 percent increase), glass (425 percent
increase) and metals (280 percent increase). Out of these the sharp rise in the share of
plastics is a cause for concern; plastic bags choke up drains and result in flooding during
monsoons. On the other hand, ash and fine earth show a huge decline from 49.20 to 40.3
percent.
Conclusion
Like any other developing country India does give more priority to problems of economic
development than to the state of the environment. However, some environmental activism
and awareness has been observed since the 1970s. As a result, there has been net
forestation because of a vigorous planting of trees by the native population. Other
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environmental achievements include an increase in efficiency to avoid pollution
underlying production and a reversal in recent times of the declining trend in land lying
fallow. However, certain pressing issues do pose a threat to the environment. The
inability to revamp the system of public transport in most major cities has led to a
proliferation of private vehicles and air pollution reaching critical levels. Water supply
continues to be inadequate and wastewater collection in cities and its subsequent
treatment is both quantitatively and qualitatively unsatisfactory. Municipal waste
collection, management and recycling are inadequate.

2. Scenario issues for an EU-India Free Trade Agreement
As mentioned before, the trade and investment agreement between the EU and India is
supposed to be a WTO-compatible FTA for goods and services, which will also include
agreements on non-tariff and regulatory areas, provisions on cooperation in a broad range
of areas of mutual interest, and developed institutional structures to ensure effective
implementation of the Agreement. With India being a member of the WTO, and – in line
with our WTO analysis – we need to see the FTA as a further deepening on top of India’s
WTO commitments, some of which have already been implemented, some take effect in
the years to come via transition paths.
There are many possibilities offered by the WTO and the FTA negotiations to India.
However, one important factor for longer-term growth and maximising India’s benefits
needs to be addressed by India itself: the problem of distribution constraints. India needs
to improve and increase capacity of its road and rail systems as well as its inland
waterways. These distributional constraints have the potential to limit growth – at country
but also at state level – if not addressed adequately.
As mentioned by the Terms of Reference, the new commitments that are expected to be
negotiated as part of the FTA lie in the areas of:
•
Trade in Goods (including industrial goods, agricultural products, processed
agricultural products and fishery products (covering duty elimination and non-tariff
barriers);
•
Technical Barriers to Trade;
•
Sanitary & Phyto-sanitary measures;
•
Trade in Services (such as financial services, transport and telecommunications);
•
Establishment and E-commerce;
•
Capital Movement and Payments;
•
Public Procurement;
•
Competition, including state aid;
•
Intellectual Property Rights;
•
Trade Facilitation, Customs;
•
Rules of Origin;
•
Trade and Sustainable Development;
•
Transparency of Regulations;
•
Trade Defence Instruments; and
•
Dispute settlement.
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Trade in Goods
Given the analysis on the outcomes related to the WTO commitments of India, which
entail a limited liberalisation in goods and services, we expect the FTA to go beyond this
level of liberalisation. In the ambitious scenario, we assume a 97% liberalisation for
both India and the EU. In the more limited scenario, we assume 90% liberalisation on
goods, both for India and the EU. As regards assumptions underlying the baseline
scenario, we include the assumption of a successful (notional) DDA, making use of the
latest texts and data available on NAMA and AMA.
Technical barriers to trade and Sanitary & phyto-sanitary measures
Starting from the WTO commitments of the EU and India, for trade in goods we envisage
the FTA to achieve substantially higher reductions in technical barriers and harmonisation
on SPS standards. In both less ambitious scenarios we assume a limited elimination of
this kind of NTBs. Harmonisation has to lead to lower preparation and adaptation costs
from the side of the exporters both ways. Lower costs lead to more trade. The depth of the
FTA determines the depth of the liberalisation in technical barriers and SPS.
Trade in services
Regarding trade in services, the most ambitious scenario is a 75% liberalisation under the
FTA negotiations. However, because this is a very sensitive sector for the Indian
government, we developed a limited scenario as well, one that includes limited services
liberalisation of 25% going beyond WTO obligations. Also we model barriers to FDI in
services that lead to higher costs for foreign (financial) service providers. The extended
FTA leads to a much larger reduction in these barriers to FDI than the limited FTA.
Establishment and e-commerce
Even though in absolute terms, the financial flows related to establishment and ecommerce are still very small in global terms, India is a quickly growing destination and
source for e-commerce. The phenomenon of establishment and e-commerce can be
further studied in Phase 2, in addition to some basic results from the CGE model.
Capital Movement and Payments
Increased capital flows through opening up and further liberalisation of the financial
sector is important for obtaining working capital and reducing the costs of trade by
reducing capital costs. The WTO commitments imply a partial liberalisation and
international opening up of the financial sector, but within the framework of the extended
FTA there is room for further improvement. Through tariff equivalent reductions in the
financial sector – further-going or not, depending on the scenario – we include this in the
CGE modelling as part of our services experiment.
Public Procurement
Improvements in government procurement are important in reducing the costs of doing
business and/or carrying out projects and increasing the efficiency of financial flows. A
developed government procurement system is also an essential pre-condition for
enhanced governance and accountability in public expenditure. India still has substantial
scope for improving the process of government procurement. Depending on the scenario,
the FTA could further increase the quality of government procurement by looking at an
enforcement of the new legislation or not.
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Competition, including state aid
Competition policy in itself is difficult to model. However, policy that aims at increasing
competition so as to increase efficiency and welfare gains through pro-competitive effects
of trade are implicitly modelled in the CGE exercise. The extended FTA entails an
ambitious competition policy while the more limited FTA scenarios look at a more
modest policy engagement. A similar approach we apply to state aid.
Intellectual Property Rights
Improvement of Intellectual Property Rights (IPR) will increase security for foreign
companies in doing business with India. An ambitious improvement, not only in
legislation but also in implementation of IPR leads to reductions in standard costs – the
more encompassing the FTA the larger the reductions. These effects would not only
benefit Indian-EU trade, but Indian-Rest of World trade as well.
Trade Facilitation, Customs, and Rules of Origin
The rules of customs procedures and practices, integrity, rules of origin, and other
measures of trade facilitation are negotiated with the aim of bringing the EU and Indian
standards in line. This involves regulations and standards, where effective control and
trade facilitation are properly and sufficiently balanced. For the customs procedures in
particular and trade facilitation in general, this leads to lower border costs for EU and
Indian products thus increasing market access. The ambitious scenario envisages a farreaching synchronisation and lower border costs and technical barriers while the limited
FTA negotiations would lead to less synchronisation and thus higher border costs,
technical barriers and smaller FTA effects. For the rules of origin, we envisage the FTA
leading to lower technical barriers. The rules are analysed and simplification and
reduction will be looked at in more detail.
Trade and Sustainable Development
Investments are a main determinant of economic growth. If the FTA can ensure (partial)
focus of investments in the direction of sectors that promote sustainable development,
trade patterns will also become ‘greener’. A free trade agreement may – through its
output and employment effects – have asymmetric impacts on sectors and thus on
sustainable development. Also the effects of the envisaged trade effects on sustainable
development (through causal chain analysis) need to be addressed.
Transparency of Regulations
Transparency of regulations is important when assessing the overall effects of an FTA
between the EU and India. In essence the success of the FTA does not only depend on
legal harmonization and reduction of barriers, but also effective implementation and
monitoring of the agreed harmonized standards. Therefore, the more transparent the
regulations are, the clearer the interpretation and easier monitoring and enforcement.
Dispute settlement
Bilateral dispute settlement arrangements – in this case between the EU and India - have
the potential of quickly solving disputes on trade and investment without having to
address these through lengthy WTO procedures. Moreover, bilaterally, agreements can be
deeper and more far-reaching.
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Annex III: Civil Society Consultations

Consultations with civil society were carried out in four ways: during two public
meetings in Brussels (5 June and 6 November 2008); a workshop in Delhi (23 June
2008); bilateral discussions with certain parties (November 2008) and a feedback form on
the study website.
A full overview of the comments received during all these consultation methods, is given
in the tables below.
TableIII.0.4

Summary of comments by civil society and industry associations on TSIA EU – India – Phase 1 Public Meeting
5 June 2008

Name of

Main comments / issues discussed

ECORYS Response

European Automobile

Are motor vehicles and parts included in the

As far as we knew, there was as of yet no final

Manufacturers’ Association

Indian list of sensitive products for the EU-India

agreement in the FTA negotiations on

(ACEA), Mr E. Bergelin

FTA. If so, this would be of concern to

automobiles and parts. ECORYS will be in

(Director Trade &

European automobile manufacturers. It was

contact and consult with ACEA in Phase Two of

Economics)

also noted that non-tariff barriers (NTBs) were

the Study.

association/federation and
contact person

an issue particularly relevant to the automotive
industry and that the association could provide
ECORYS with information previously supplied
to DG Enterprise on this.
European Patent Office,

Could Intellectual Property Rights (IPR) be

A decision on a potential additional horizontal

Chapelle Sylvianne

considered as a horizontal issue in Phase Two

issue would only be taken after further public

of the study? It was noted that the European

consultation, also with civil society in New Delhi,

Patent Office had previously provided DG

India.

Trade with information on this topic as part of
the FTA negotiations.
Association of World Council

Why were sustainable development and social

Sustainable development and social

of Churches Related

environmental impact issues suggested by the

environment factors are at the core of the TSIA

Development Organization in Terms of Reference as horizontal issues to be

and have therefore not been selected as

Europe (APRODEV), Karin

considered in Phase Two in the report, when in

specific horizontal issues. In general: any

Ulmer

fact these issues are central to the TSIA

suggestions from Civil Society on the horizontal

methodology? Is the study aware of the

issue choice to be analysed in Phase Two

UNCTAD gender / trade seminar, held in Delhi

would be most welcome before Friday 20 June

and asked how the study was going to take

2008. ECORYS was aware of the UNCTAD

th

account of India’s informal and formal economic conference that took place and will incorporate
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sectors.

the outcomes in Phase Two of the report. Phase
Two of the study will provide an opportunity to
analyse in more depth the impact on gender
issues and the link between the formal and
informal sectors.

Network Women in

How will the TSIA assess the impact of

Phase Two of the study will provide some

Development Europe

reducing poverty, when 75% of the population

analysis on the impact of poverty reduction at

(WIDE), Marzia Rezzin

in India live on less than $2 a day.

sector level when looking at wage impacts and

Societat Catalana

He was happy with the presentation and in

ECORYS thanked him for the comments and

D’Economia Eduard Arruga I

agreement with the selection of horizontal

his positive reaction. The ECORYS team will

Valeri

issues and sectors which are to be analysed in

see whether the issue of ‘influence of China’

Phase Two. He then questioned how the TSIA

can be incorporated, and this may also be taken

is to assess the influence of China in the EU-

into account when the sector studies analyse

India FTA and noted that this may affect the

NTB outcomes. The TSIA would also take the

outcome of the India – EU FTA. He also asked

policies of the Indian Government into account,

how the TSIA was taking into account India’s

for example with respect to sugar transport

policy of subsidising transport in certain sectors

subsidies.

employment impacts.

of the economy, such as agriculture and sugar.
Maguru Consultants, Veena

The limitations of the CGE model must be

ECORYS agreed with this comment and

Jha

considered in order for it to be meaningful and

stressed that this issue was clearly addressed in

capture the possible FTA effects on India’s

the report. First, the limitations of the model

economy. The model, for example would not

were clearly presented in the report. Second, in

capture inter-state border tax differences, was

presenting the results, the standard deviation /

very aggregated (GTAP data) and it was

‘error of margin’ was taken into account and

difficult to model horizontal issues.

presented. Third, one key aspect of the TSIA
methodology was that the CGE model was just
one of the four categories used in the screening
exercise and therefore supplemented by other
information. Fourth, in Phase Two, the CGE
outcomes will be challenged by sector experts
and in-depth analysis of individual sector and
sub-sectors.

Asia Institute Europe aisbl

How was the model taking into account the

Third country effects would be addressed in

Willem Van der Geest

mitigating measures that are needed to protect

more depth in Phase Two of the analysis and

other regional market economies, such as

mitigation measures in Phase Three. The

Bangladesh? He also asked about the small

difference between the limited and deep

difference in model scenario values between

scenarios was indeed small in terms of tariff

the limited and deep scenario and mentioned

change, but rather fundamental in terms of NTB

that he was aware of literature relating to India

and barriers to services trade change.

specific model analysis.

Moreover, these choices were guided by likely
outcomes of the negotiations in order to provide
advice as close to a likely negotiation outcome
as possible. ECORYS thanked Mr. Van der
Geest for the reference to additional literature
and will be in contact to discuss accessing
these in Phase Two.
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Committee on International

How was the model treating the symmetry in

The model baseline scenario was based on a

Trade, European Parliament, the liberalisation scenarios?

notional outcome of the Doha Development

Christopher Ford

Agenda (DDA) as well as implementation of
concluded FTA agreements. Based on these
agreements, the data was projected to 2014, to
reach a long-run equilibrium of the economy.
Based on this, the scenario changes were
modelled and analysed. In case Mr. Ford would
like more elaborate answers, this could be done
after this discussion.

European Federation of

The pharmaceutical industry was not one of the

A decision on a potential additional horizontal

Pharmaceutical Industries &

sectors to be analysed in Phase Two. He also

issue would only be taken after further public

Associations, Luis-Nicolas

asked how the study was taking into account

consultation, notably with Indian civil society.

Fortin

regulatory barriers, and the IPR environment in
India.

TableII.0.5

Workshop Agenda 23 June 2008-12-12
Time

Programme

09.00 – 10.00

Registration

10.00

Opening addresses

10.00 – 10.15

Main findings of the study so far

Section 1: The Trade SIA in progress
10.15 – 11.30

Methodology, application of methodology, analysis results, expected input of civil society

Section 2: Sectoral and horizontal impact
11.30 – 12.45

FTA impact on different sectors of industry, FTA impact on conducting business between the EU
and India, FTA impact on agriculture, FTA impact on services

12.45 – 13.45

Civil society and its role in reaching FTA agreements: social impacts of the FTA

Section 3: The FTA and sustainable development

Table III.0.6

13.45 – 15.15

Civil society and its role in reaching FTA agreements: social impacts of the FTA

15.15 – 15.30

Coffee Break

15.30 – 17.00

Civil society and its role in reaching FTA agreements: environmental impacts of the FTA

17.00

Closure of the TSIA Workshop

17.00 – 17.30

Coffee & tea

Summary of comments by civil society and industry associations on TSIA EU – India - Phase 2 Workshop 23 June 2008
Name of

Main comments / issues discussed

ECORYS Response

National Council for Applied

Mr Pohit asks for clarification on the treatment

1. Services are treated in the same way as

Economic Research, Mr.

of services in the study, about capital

goods sectors, with one important difference:

Sanjib Pohit

mobilisation and thirdly about how the study will

for services sectors equivalent ‘tariff rates’ – ‘ad

treat NTBs.

valorem equivalents’ are calculated to model

Why are third country effects negative?

‘tariff liberalisation in services’. With respect to

association/federation and
contact person

capital mobilisation – capital mobility is allowed
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for in the long run, but capital growth comes
from additional gravity analysis. Thirdly, the
study will treat NTBs as an overall concept that
can be treated separately in order to look at the
effects of NTB reduction. The third scenario
explicitly

addresses

additional

NTB

harmonisation.
2. The results of the CGE model are the
difference between the FTA that is signed and
the baseline. What will happen is that, as a
consequence of the FTA, tariffs on Indian
products in the EU will go down but tariffs
between the EU and for example Bangladesh,
will stay the same. Therefore some output or
exports will shift towards India, meaning that
India gains at Bangladesh’s expense.
Centre for International

The study indicates that the results of the model The effects are indeed relatively small, based

Trade & Development and

show that the gains for the EU of this FTA are

on current and projected trade flows, but there

School of Jawarhal Nehru

very small. Why is the FTA attractive for the

are gains nonetheless. In addition the expected

University, Dr. Aparna

EU? Also, some sectors are sensitive sectors in gains are larger than the CGE model (including

Sawhey

the EU or India.

investments and FDI or mode 4 effects)
suggests. Moreover, when looking at the OECD
restrictiveness index, we note that additional
gains can be reaped if restrictiveness in some
sectors (e.g. architecture, accountancy) is
reduced.

Indian Merchants’ Chamber,

What is the impact on market access for the EU 1. This is an indirect effect of harmonisation of

J.C. Srivastave

in India?

barriers

What is the purpose of a Causal Chain

penetration and access. Related to this, is the

Analysis? Why is it used?

issue of Rules of Origin.

that

increase

mutual

market

2. CCA is a logical analysis based on
quantitative data. It can take direct and indirect
effects into account, especially those effects
that cannot be included in a CGE model.
International Trade & Law

Why are the sectors education, health and

First of all, the TSIA workshop is organised to

Institute, Mr. Mahesh C.

construction not taken into account?

listen to civil society. Civil society is the party

Verma

who can indicate the different important sectors
in this study. So it is possible that today the
conclusion will be drawn that construction is
very important and another sector is not. It can
also be that these kinds of sectors will be taken
care of in the different case studies or in a
different way. For example, education and
health are two social indicators that are taken
into account for each of the sectors and

Sugar and cereals, AC
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horizontal issues analysed.
With respect to subsidies for sugar cane, the

Melunga

Which subsidy levels are assumed in the

subsidies will go down as we assume in the

study? There are many technical regulations in

baseline the successful completion of the Doha

the EU, how are they taken into account?

round. The technical regulations in the EU
matter insofar as they are different from those
in India and thus constitute an NTB. The NTBs
are included in the model. The outcomes
should be interpreted as deviations from the
baseline.

Shefali Sharma

1.Why are dairy products and horticulture left

1.Looking at Table 4.4 of the GAR, percentage-

(Independent Consultant)

out of the study?

wise dairy products do not constitute an

2.The statistics are vague. Many farmers are in

important share of trade between the EU and

debt and more and more suicides occur in the

India (not compared to grains) for example.

countryside. One way for the FTA to have a

Given the limited number of sectors and issues

social effect is to open other sectors to farmers

to be analysed, a choice has to be made. For

who want to move out of agriculture.

horticulture, the impacts on this sector are not

Significantly the chance that this will happen is

expected to be high, but since this is an issue

not high, however. How will the poor gain from

that several of the conference guests find

this FTA?

important, we will consider including horticulture

3.The purpose of the study is also to identity the as a case study in the Phase 2 report.
negative aspects observe and absorb the data:
increasing unemployment, increasing inflation.
These are issues affecting the common Indian,
not so much the middle class.

2.Mr Vohra thinks that Ms. Sharma is very
careful. Unemployment is 80% in some rural
areas and there is also underemployment. With
a poverty scenario there will not be a FTA.
Inequality is growing and causing trouble.

FISME, Mr. Bhardwaj

Mr Bhardwaj voices his concerns about the
FTA. His concerns are not about tariffs since
they will not go down anyway. His concerns
relate to NTBs in general and restrictive Rules
of Origin, standards and testing and labelling
requirements in particular. The EU and India
should agree on mutual recognition of testing
certifications and a comprehensive trade
facilitation programme should be negotiated.
FDI opportunity liberalisation may be required
for SMEs to take advantage of this new policy.

NASSCOM, Mr. Sabharwal

Mr Sabharwal tells us what the IT-related
challenges are, that India faces with the EU:
cultural unfamiliarity, conservative approach to
business; i.e. the Indian decision-making
process is slow, and the difficulty of labour
mobility. NASSCOM seeks a ‘blue card’
(comprehensive) solution, easier immigration
norms for technical professionals and their
families, and work permits that should be valid
across the EU continent.
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CITAAI, Mr. Sardana

Agriculture is a very important sector. Every
sub-sector knows its own issues and problems.
His opinion about the implementation time of
the FTA is that it will not be signed before 2011,
for instance because of Indian elections and
Indian bureaucracy. His comment is that the
results reflect the past and not the future and
his fear is that India will be a net exporter of
food in 2011. He adds: that the objective of the
FTA, next to generating more trade, should also
be employment growth, especially in the
agricultural sector. Moreover, in order to
harmonise standards, India should receive
considerably more support in financial technical
assistance from the EU.

Indian Merchants’ Chamber,

India takes the position of reducing agricultural

Mr. Sardana responds strongly to this as he

J.C. Srivastave

subsidies.

believes agriculture in India will not exist without
subsidies.

Every

agriculture,

so

country

why

should

is

subsidising

India

reduce

subsidies and not other countries?

Development Research and

Mr Vohra comments on market access. He

Action Group, Gautam Vohra says that to ask for more market access for
agriculture is missing the point. Cultural
problems and language are not the only
problem, there are other measures that affect
market access, especially social and
environmental NTBs.
Centad, Mr. Gopakumar

Mr Gopakumar has concerns about unskilled Mr. Sabharwal responds that there is a lot of
labour issues in India. What will the impact be back-office work that needs to be done.
of access in case of software for low-skilled Intellectual property rights are also an important
workers?

concern that need to be further examined. The
same goes for the IT sector. India only has IT
power when it has good people who can work
well.

EQUATIONS, Mr. Rosemary

Mr Viswananth is surprised by the social This is exactly one of the reasons why this

Viswananth (Chief

indicators that are taken into account. How will workshop has been organised. To examine

Secretary)

sustainability be taken care of if this list is not what the social issues are. The first phase is
complete – e.g. cast issues are ignored? very mechanic, very modelled, that is the
purpose of this phase.

CUTS, S. Mitra

S. Mitra argues that we could be more positive
in our views. Inequality is not rising that much.
And very much at all when compare these kinds
of worries with other countries around us.
Poverty will not disappear in one day, so that
will be analysed in the study.
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Pragati Abhiyan, Milind

Milind Murugkar asks where the gains are for

Murugkar

an Indian farmer in the EU? Crops, for example.
Crops can contribute to local employment.
Social impacts should be identified per sector.
This is more of a suggestion to look at where
the gains are for the Indian farmer. This issue
will be taken into account in Phase 2 of the
study.

International Trade & Law

Mr Verma makes also remarks that there is only

Institute, Mr. Mahesh C.

a slight growth in unemployment in spite of

Verma

significant increases in the labour force. This is
important to keep in mind. The outlook is not
completely pessimistic.

Centre for Global

The EU is successful in the reduction of CO2.

Agreements, Legislation, and The

EU

figures

are

perhaps

not

very

Trade Resources, Nitya

comparable because of the EU enlargement

Nanda

process, but improvements have been made.

Centre for International

Her presentation is on behalf of herself and it is

Trade & Development and

not the opinion or view of any of the institutions

School of Jawarhal Nehru

she represents. Some of the issues are: that

University, Dr. Aparna

the coverage of sustainable development is

Sawhey

well-tackled in the report and that India should
incorporateCO2 emissions goals after 2012.
This will be a major challenge.

General comments

1.That there is too much focus on the economic

1. There must be better analysis of social

gains of the FTA.

aspects. The team answers that ECORYS (for

2.EU regulations are very high and advanced
and therefore restrictive for India. In 2005,
some of these standards came into effect, like

the EU) and CUTS and CENTAD (for India) will
provide the social analyses through a Causal
Chain Analysis and discussions with experts.

the waste disposal directive. These standards
put the burden of recycling on the producer of
electrical equipment. This is a problem for
Indian exporters of electronics equipment to the
EU. Prices will go up, which is not reflected in
the CGE model anymore.
3.The environmental service sector is important
– it includes all kind of sectors, water,
sanitation, landscaping etc. The two largest sub
sectors are water and solid waste that are both
linked to government procurement. The
participants are of the opinion that public
procurement is an important issue and should
be more open in order to facilitate competition
and thus increase quality and reduce corruptive
practices.
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TableII.0.7

Summary of comments by civil society and industry associations on TSIA EU – India - Public Meeting 6 November 2008
Name of

Main comments / issues discussed

ECORYS Response

European Apparel and

1.It is good to see that your report is more

2.We have flagged up internal issues like transport

Textile Association

balanced with respect to textiles and clothing

barriers, especially because they are cross-cutting.

(Euratex), Mr F. Marchi

than many other studies.

(Director Economic Affairs)

2.Have you taken into account the internal

association/federation and
contact person

barriers in India? One reason for low exports to
India, are India's internal barriers, especially
related to fiscal and infrastructural issues.
3.The report suggests liberalisation of textiles
and clothing on a zero-for-zero basis from day

4. We are aware of GoI's plans in this respect and
will see to what extent it can be incorporated into
the report.
5. We will look into this – it may be the relative
analysis of the sector experts that accounts for this
difference.

1, which would generate large potential gains
for India. Indian concerns of negative impacts
of a quick zero tariff symmetrically are therefore
unfounded.
4.Has the latest textile and clothing programme
of the Government of India (GoI) been taken
into account?
5. It is surprising that the report seems to
suggest the car industry was less polluting than
the textile industry. This does not correspond to

the reality.
European Automobile

1.It is imperative to look to the future. The EU

1.Yes, tariffs matter. But if we average the 100%

Manufacturers’ Association

car industry is investing a lot in India (FDI). We

car tariff with parts & components, we get 32%.

(ACEA), Mr E. Bergelin

are producing in India for the Indian market but

This means still, for final products (cars) the tariff

(Director Trade &

we also want to export cars to India. But we

is higher. We will mention this in the report, but for

Economics)

only export very few due to NTBs and high

the sector aggregation asked for in the ToR (which

tariffs of 100%.

is cars and components) 32% is the average. In

2.Today you (correctly) mention that Indian car

the baseline this is reduced to 14.4% assuming a

exports to the EU are small, but in the medium

successful conclusion of the DDA (based on

to long term this will change fundamentally. At

current pledges). So for the FTA the additional

present, Indian cars don’t meet our standards

reductions starting from 14.4% are less significant.

yet, but South Korea and Japan are heavily

NTBs, however, are indeed still very important and

investing in India and using the cars produced

matter much.

in India with top standards to export to the EU

2.This is an interesting and important issue which

and US. It is expected that India will export cars

ECORYS will look into further. In the future, when

to the EU within five years.

tariff lines have been reduced considerably, it will

3.It is important to look more closely at the

be increasingly difficult to negotiate on India's

issue of full investments versus Joint Ventures.

NTBs.

4.It is also important to take account of the GoI
10 year plan on automotives. It is suggested
that an extra 25 mln jobs will be created. ACEA
is very willing to share data with the ECORYS
Research team.
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Royal Society for the

It is important to draw more attention to animal

Prevention of Cruelty to

welfare. The EU is trying to include animal

Animals, Compassion in

welfare through SPS, but India refuses to

World Farming, World

include this. This issue is not sufficiently

Society for the Protection of

reflected in the study, while the FTA could

Animals, EUROGROUP, Mr

address this issue.

>> Mr. Sansolini will send the ECORYS Research
team further comments and suggestions regarding
this issue.

A. Sansolini (Trade Policy
Adviser)
European Services Forum,

1.The report's chapter on financial services

1.The research team will look into this.

Mr P. Kerneis (Managing

draws quite a balanced picture. As regards

2.ECORYS will look into this further, and if needed,

Director)

rural banking for example, European banks do

liaise with ESF on this.

indeed have an interest in entering the Indian
rural banking market, if they were allowed to
fully enter.
2.With respect to Other Business Services
(OBS) – the report is less convincing and
missing a number of important aspects. OBS
accounts for the majority of world trade in
services, but the SIA does not take into account
the full impact of the FTA on this sector. For
example, off-shoring and outsourcing is not
only a Mode 4 problem..
3.The report also needs to be careful about not
only repeating what India is requesting. As
regards Mode 4 for example, we need to know
more about whether there is indeed such a
great potential for Indian business men to enter
the EU.
4.The FDI/investment estimates are interesting
as they do not correspond to ESF figures.
EESC, Mr. J. Simon

It is interesting to read in your Textiles and

In the sectors where SMEs are important (e.g.

clothing chapter that SMEs are not expected to

textiles, grains) they are mentioned. Also the link

see increased investment flows.. Is there more

/means to develop SMEs is highlighted. For

on SMEs in your report? Can you include a

example, expansion of the banking sector into the

separate chapter dedicated to the possible

rural areas is important socially for large parts of

impact on and opportunities for SMEs?

the Indian population. Furthermore, the social
effects are mentioned as Pillar 2 (social impacts) in
the report.

Flemish North South

1.How were the most vulnerable people

1.A workshop was organised in New Delhi – where

Movement, Mr. J. Bosman

approached for feedback and comments?

representatives of women and small farmers were

Especially small farmers, women and

present and very vocal. These concerns are

indigenous Indians?

included.

2.How can you conclude that environmental

2.That is possible – for some societies

impacts are negative but social impacts are

environmental and social impacts go hand in hand,

positive at the same time? Many indigenous

but not for all. We use the latest techniques to

Indian communities are adversely affected

incorporate this point.

environmentally, which hurts them socially a lot. 3.The report includes a chapter on IPR which also
3.Have you looked at Intellectual Property
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Rights and the effects on biodiversity and on
the rights of indigenous people? How will these
Spanish Permanent

effects be included in the report?
You mention that ongoing trade facilitation will

Because of the nature of exported products by

Representative to the EU,

benefit India more than the EU in terms of

India. A large share is agricultural and fresh

Ms C. Calvo (Commerce)

exports to the other. Why would you argue so?

products – that get spoiled if they have to remain at
the border for several days before clearance.

Societat Catalana

1.The inclusion of aspects raised during the

1.Indeed, we have not included macro economic

D’Economia, Mr. E. Arruga i

June 2008 Civil Society meeting on Phase 1

effects since this has already happened in Phase

Valeri

(the Global Analysis Report) is very much

1. Phase 2 is designed to build on Phase 1 and

appreciated.

use the CGE results for developing a more in-

2.Why have you not addressed the overall

depth analysis of individual sectors / horizontal

effects of the FTA (macro-economic effects) as

issues.

was done in Phase 1?

economic effects will be brought back into the

3.Some sectors are not included but appear to

analysis.

be important for the negotiations. Two

2.The selection for sectors was done in June

examples are sugar and dairy that prove to be

based on the four criteria that were communicated.

259

In the final report, the overall macro-

problematic. These agricultural sub-sectors

At the moment we are entering Phase 3 to develop

may even block the negotiations. Can you

policy recommendations, before finalising this

analyse these as well?

study. Inclusion of new sectors is therefore too

Policy recommendations should not only be

late. Regrettably, we cannot accommodate this.

seen as preventative, mitigation and
enhancement measures. You can also think of
asymmetric adjustment (the calendar/time can
solve problems). It would be good to keep this
European Institute of Asian

in mind.
When we look at trade patterns, it is becoming

Yes, it is included in the CGE model. We use a

Studies, Ms. B. Gavin

clear that India is being included in regional

CES production function that allows for trade in

production networks. Trade occurs in both final

intermediate products and vertical integration.

products and parts and components

Moreover, the CES function allows for scale

(intermediate goods). In essence this is vertical

economies (Increasing Returns to Scale) to allow

specialisation or vertically integrated intra-

for economies of scale.

industry trade. Is this trade in intermediates
included in the CGE model?
ITUC, Ms. H. Nielsen

It is important to emphasise the recognition of

Core labour standards are taken into account – it

international core labour standards in the FTA

will be addressed in the social Chapter.

which is particularly relevant in textiles and
clothing. An FTA may have deteriorating effects
on working conditions, leading to lower quality
of work.

259
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Notwithstanding this, in Chapter 2 of the Interim Report Phase 2 a summary of the outcomes of the Global Analysis Report
Phase 1 is presented.
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TableII.0.8

Summary of comments by civil society and industry associations on TSIA EU – India - Bilateral Discussions
Name of

Main comments / issues discussed

ECORYS Response

association/federation
and contact person
European Apparel and
Textile Association
(Euratex), Mr F. Marchi
(Director Economic Affairs)
Interview 24-11-2008

1.Market access and internal barriers in India
are a large problem (illustration: no large
increase as expected after tariff decrease to
10%). Distribution network problems
(especially for final products) as well as e.g.
taxes & overtaxes, non-transparency of importregime, red tape. Now there is mostly indirect
export from the EU to India (e.g. via Gulf
region), as direct trade is too problematic.
2.NTBs are clearly the largest problem – taxes
& overtaxes largest barrier. Also IPR,
government procurement (e.g. technical
textiles), standards (testing & certification; see
2004 Dialogue and azo-dyes issue).
3.Liberalisation on a zero-to-zero basis is the
only way the EU can benefit from this FTA and
SMEs also get a chance to export to India,
given that also NTBs are addressed. The
benefits from an FTA for India will be much
larger than for the EU, so it is India who should
deliver. As India has a cotton-driven industry,
this will be direct competition to some EU firms
in cotton. The EU has much more to fear from
India (cotton), then the other way around. Go
zero-to-zero, and then let the market decide
who does what best.
4.Regional effects in the EU: Italy & Romania
almost 40% of total employment. Romania
subcontracting market Æ likely to suffer.
5.EU-China relations important; EU losses due
to global competition mostly from China (and
cotton from India).
6.SMEs: It is true that India has problems with
its SME sector (lack of competitiveness), but it
should not blame EU for these internal issues.
A duty-free FTA will not even dramatically affect
this sector directly, as the problems were
already there and that is not where EU-India

European Automobile

are competing.
1.Accumulation of cars and auto parts &

Manufacturers’ Association

components in the results gives a misleading

(ACEA), Mr E. Bergelin

picture.

(Director Trade &

Autos: India has 100% tariff + up to 35%

Economics)

additional taxes (e.g. countervailing duty). The
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EU has 6.5% in baseline (+GSP for India).
Interview 25-11-2008

Therefore, very few cars are exported from EU
Æ India. Reason why cars export India Æ EU is
low, is mainly the EU’s type-approval system
(UNECE standards), but this is expected to
change (next year Suzuki). In the meantime,
Japan and South-Korea are heavily investing in
India, producing small cars that then enter the
EU (against the low tariffs), which is direct
competition for e.g. Peugeot.
Parts & components: tariffs are much lower
here (India: 30-35%; EU: <5% + GSP). EU
manufacturers import many parts form India (in
contrast to cars), India is very export-oriented.
2.Investing in India: Full investment / investing
alone in India is very difficult, expensive and
administrative burdensome (red tape etc). In
joint ventures the Indian partner will always
have a strong position (even if minority
shareholder, due to local preferences).
Minimum capital requirements are high.
3.NTBs: Very important in this sector; even if
tariffs are down, NTBs can block market
access. The most important issues are:
TBTs: UNECE not acknowledged as
international standard by India.
Customs procedures: easy to make life difficult
for importers into India (e.g. discretionary
criteria to determine import value, nontransparency).
IPR; very big concern, many counterfeit parts
and components.
4.The picture of the automotive sector will
drastically change in the coming years (many
geographical movement / outsourcing to
competitive regions).

a.v.e.c. – Association of

1.India takes unilateral decisions that are not in

Poultry Processors and

line with the OIE code and that are very difficult

Poultry Trade in the EU

to lift. For example: France recovered free AI

Countries, Ms M. Nichols

status on 18 June 2006. But this was not

(Policy Adviser)

recognised by India due to cases with two wild
birds in July 2007.

Email comments, 17-11-

2.For this reason we prefer that India is bound

2008

by an agreement with Europe. For the time
being a whole country is requested to have free
LPAI status. This is not acceptable. We would
like to argue that zones should be accepted
and recognised once LPAI free.
1.
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Indian authorities are unduly long.
Royal Society for the

1.Animal welfare groups are concerned that a

Prevention of Cruelty to

large number of animals (i.e. privately owned)

Animals, Compassion in

are not taken into account in the study. A

World Farming, World

deeper analysis of the impact on farm animals

Society for the Protection of

of the EU-India Agreement would help to

Animals, EUROGROUP, Mr

identify areas where intensification might occur

A. Sansolini, Trade Policy

and ways to prevent a negative impact on

Adviser

animal welfare.
2.As in the case of the EU-Chile Agreement,

Telephone consultation, 18-

the inclusion of references to animal welfare in

11-2008

the SPS chapter of the Agreement can

Email comments, 19-11-

generate co-operation among veterinary

2008

services and the use of EU resources to fund
projects identified by the Indian authorities. The
improvement of animal welfare would have
direct positive repercussions on the life of many
families dependant on farming activities.
3.There is already much awareness of animal
welfare in India, as can be seen from the
number of agreements in force in this area: The
Prevention of Cruelty to Animals (PCA) Act
1960, the Animal Welfare Board of India,
ARTICLE 51 A (g) of the Indian Constitution.
4.The following points could be amended in the
FTA:
a.The veterinary part of the SPS chapter can
contain a reference not only to animal health,
but be extended to cover animal welfare (See
EU-Chile doc, currently opposed by Indian
negotiators)
b.establishment of a differential tariff treatment
according to the level of welfare granted to
animals
c.SIA should analyse the impact of the FTA on
animal welfare and identify ways to prevent
negative consequences, which in some cases
might even include the expansion in India of
farming systems outlawed in the EU
5.- inclusion of references to animal welfare in
the SPS chapter of the Agreement can
generate co-operation among European and
Indian veterinary services for the development
of training and capacity-building activities on
animal welfare which would benefit both
animals and rural communities

European Services Forum,

Financial services chapter :

These issues have been analysed by ECORYS

Mr P. Kerneis (Managing

1.On the financial services, EU companies do

and taken in to considerations in the respective

Director)

not have the opportunity at the moment at all to

chapters.
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enter the rural areas of India (even though they
Telephone Consultation, 1-

would be very interested) and India is limiting

12-2008

heavily the entrance of foreign banks (to 12
branches per year). This should be better
indicated in the report.
2.It is not clear in the India part of financial
services chapter, whether there is a 74% or 5%
ownership limit for one single EU bank in a
particular Indian bank.
3.The impact assessment in financial services
chapter does not incorporate enough on the
possible impacts to trade in mode 3 (which is
the most important form of trade in services)
and trade between foreign affiliates has not
been mentioned.
4.The impact analysis doesn’t take in to
consideration the huge potential in the Indian
market (especially if some of the current
nationalised banks will be privatised) in the
future for EU investors.
5.The European insurances companies in India
are not limited to the two mentioned ones; also
e.g. ING has a branch in India.
Other business services chapter:
1.In table 10.2 it should be made more clear,
what services are included in the “other
business services” and in general in the
“business services”. Further, the sub-sectors
under “other business services” should be
clarified and data provided for more subsectors if possible. E.g. the WTO classifications
could be used. Especially the existence of
manufacturing related services under the “other
business services” and impacts on these
services should be further analysed.
2.He doesn’t agree on the existence of
significant barriers in the EU despite the new
Services Directive. The level of NTBs is rather
low compared to India and this should be better
mentioned in the report.
3.The unbalance in the services sectors trade
between EU and India should be better
mentioned and especially the total blocks in
many services sectors in India (e.g. in the law
sector a block due to lack of good competition
policy, which makes it possible for 4 large
Indian players to block foreign ones totally from
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entering).
4.Disparities in the regulations between the
many Indian states should be also mentioned
(like EU internal ones are mentioned), since
these create large differences in the
possibilities to enter the markets in the different
services sectors and in the level playing field in
the different states. This should be also taken
in to consideration in the impact analysis.
5.With respect to possible mutual recognition
agreements with India, it should be noticed that
these can take place only after an agreement
(and investigation in the possibilities) has been
already made by the respective EU and Indian
sector associations (.e.g in architecture).
6.The increase in mode 3 trade to India (from
EU and US) is also largely driven by the block
in EU and US to mode 1 and mode 4 trade in
services. This is not mentioned. Also the report
should concentrate more in mode 3 trade and
impacts on that.
7.The report should define better Mode 4 of
services trade and the differences between
individuals and intra-corporate transfers.
Further, is should be notified better how the
access differs between these two groups of
natural person movements. Individual experts
(especially low skilled ones) have little access.
Only UK has made specific agreement with
India on this area. It should be also mentioned
that similarly, the barriers for mode 4 trade in
services from EU to India are extremely high
(so the barriers in mode 4 are high on both
sides).
8.P. 183: The opening up of investments in
sectors like accountancy, legal, etc. is not
likely, but maybe possible.
FDI & Investment conditions
1.The consultants should be careful with yearto-year comparison in FDI figures. Single
transactions affect the year-to-year estimates
often heavily.
2.See point 11 with respect to lack of mutual
recognition creating barriers for Indian in the
EU. They have not made any type of
agreements or investigation with the relevant
associations in the EU, which is blocking the
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possibility for mutual recognition. Indian’s
should start with this with the EU, but they have
not been willing to do this.
3.The actual practise of the Indian investment
board should be further analysed, since often
the practise differs from the regulations (e.g.
sometimes better entrance than regulations
Traidcraft, Ms S. Powell

allow).
1.Why are food and non-food equally liberal in

1. These scenarios were discussed with the EC

(Senior Policy Adviser)

phase 2?

and negotiators.

2.The impact of service liberalisation is

2. It is hard to model services and trade facilitation.

Telephone Consultation,

predicted to be 40% expansion. What are the

It is just a modelling assumption and the footnote

20-11-2008

assumptions behind that?

under scenarios on p27 is therefore not a result.

3.What assumptions are made about

3. This is based on a GTAP data set and so,

employment?

informal employment is not included. The FTA

4.Why have you assumed Doha will be

looks at trade flows and this is partially included in

completed?

both the import and the export models. It is hard to

5. Grains: The grains chapter needs to be

predict the social impact on the ground as it is only

made clearer and more emphasis put on food

based on modelling assumptions. We will include

security in relation to the fact that exports will

an extra chapter in phase 3 on poverty.

increase meaning increased dependency on

4. We make a baseline projection for 2014 which is

imports. Plus the difference between the short

based on a starting point. This would only need to

and long-term effects needs to be emphasised.

be adjusted if prominent changes would take place.

The negative impacts on employments should

5. We have included suggestions that the additional

also be highlighted. Why will there be a greater

income for grains will increase. But the question of

access to irrigation? (p60)

income distribution is a relevant one here. The

6.The potential increase in quality which is the

reference to irrigation is related to the increased

focus of the FDI towards larger farms means

FDI which makes the sector more open. This

SMEs in textile and apparel in particular will

means access to EU production methods including

become marginalised. E.g. in the auto sector

irrigation which increases the overall level of

chapter, it is not clear how income disparity will

competitiveness.

be affected by different scenarios?

7. There will be an aggregate gain in job creation.

7.FDI: Will FDI not crowd out domestic

We can try to include the effects on policy space in

investment? Regarding policy space, when an

phase 2.

investment agreement is proposed in the
WTO, certain rules restrict governmental
ability to restrict FDI.
8.Retail: Retail is not covered in detail. This
needs to be looked at more in-depth. What will
happen to small producers who will have fewer
options as dependency increases?
9. Social standards: Social standards are
mentioned in the textiles chapter with a brief
mention of child labour and health & safety on
p116. This should also be dealt with more indepth as it is not clear how the FTA could
contribute to designing different effective
strategies. For example, you cannot
automatically assume that codes of conducts
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will be followed or that the FTA chapters will
be followed by Indian firms.
Spanish Permanent

1.In financial services, there are in India quite a

1. Because of the nature of exported products by

Representative to the EU,

number of restrictions to foreign investors. If

India. A large share is agricultural and fresh

Ms C. Calvo (Commerce)

the FTA achieves to liberalize this sector, it will

products – that get spoiled if they have to remain at

much benefit FDI by European companies and

the border for several days before clearance.

Telephone Consultation,

services through mode 3. Why then the FTA

2. FDI cannot be included in a CGE model, hence a

20-11-2008

will have such a low impact, according to your

gravity analysis was carried out (see chapter 5 of

study, on financial services in Europe?

Interim Report). We will make this clearer in the

2.The same question for other business

report.

services, where trade by European companies

3. As above.

can be made through modes 1, 2, and 3.

4. This is because of the global nature of the CGE.

3.Also related with financial services, in India

Trade liberalisation in relation to other countries are

the FTA will make imports increase more than

also measured (so it is the total effect on the

exports. Why?

economy) so this also affects the outcome.

4.In conclusion, what type of measures should

5. Recommendations will be included in the phase

be taken into account in the FTA in order

3 final report and you will also have an opportunity

to take profit of it?

to contribute to this.

johan_kwia@yahoo.com

1.Organisations and small scale farmers
organisations, although representing the most

Website

vulnerable sectors of Indian population, have
not been properly consulted.
2.Impact of IPR in India, in particular the
implementation of TRIPS, upon biodiversity in is
not mentioned.
3.IPR: only potential benefits are mentioned
while potential negative effects (e.g. on
biodiversity, farmers’ livelihoods, indigenous
peoples’ rights) are not mentioned.

Krishan Bir Choudhary

1.The biggest concern that farmers will face is

Chairman

the competition of subsidised imports from the

Bhartiya Krishak Samaj,

EU. Indian farmers will not be able to compete

Indian farmers’ organisation

with this.
2.Another is disbanding Government

Interview, 27-11-2008

Procurement in the grain market which will
make farmers more vulnerable to unethical
procurement practices by private traders and
TNCs. Government intervention is essential for
a reduction in rural poverty and sustaining
farmers’ livelihoods.
3.The FTA with the EU will be unfair to the
farmers of India given that imports are already
increasing rapidly without an FTA and this will
lead to a loss of livelihood and thereby social
distress and other adverse consequences.

SKS Law Associates, Ms.

1.Reciprocal arrangement for the recognition

Sunita K. Sreedharan

of geographical indications of Indian origin that

Added suggestions to IPR chapter.

have been registered by the GI Registry in
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India.
2.Acknowledgement of well-known Indian
trademarks by creation of a register of
trademarks in the EU and thereby
providing automatic protection and enforcement
of the said trademarks.
Confederation of Indian

1. The EU-India FTA is a positive step. CITI

Textile Industry (CITI), Mr.

strongly favours its early conclusion.

D.K. Nair,

2. CITI does not want any textile products/tariff

(Secretary General)

lines under negative list from both sides.
3. Indian T&C industry is competitive and

Interview

therefore has no problem in opening the market
for imports of textile products from EU. CITI
wants steep cuts in tariff on textile products.
4. CITI is also seriously concerned about
frequent use of anti-dumping measures by the
EU. This should be minimised.
5. As regards NTBs, there are not to many
issues but CITI of course is concerned about
the impact of REACH provisions.

TableII.0.9

nd

Summary of comments by civil society and industry associations on TSIA EU – India - 2 Delhi Workshop, 20 January
2009

Name of

Main comments / issues discussed

ECORYS Response

Rajan R Ratna, Professor,

What effect would tariff losses have on

ECORYS will look into this.

Centre for WTO studies,

revenues for the Indian government? This is

The model does take into account the loss of tariff

Indian Institute of Foreign

important for political reasons.

incomes in the overall welfare effects, but indeed

association/federation
and contact person

Trade, New Delhi

politically the issue of alternative means of taxation
and raising resources needs to be considered.

Ankur Mohanta, CII

1. Has the financial crisis been considered?

1. The crisis would cause some turbulence in the

Sanjib Pohit (NCAER)

2. What is the difference between the short run

short-term projections, but the long-term

and the long run?

projections remained valid.
2. The short run is 1-3 years where capital is
immobile. The long run refers to a longer period,
where capital is a llowed to move and be
reallocated.

M C Verma (Formerly at

What are the direct impacts on health and

There are not so much direct links between the

NCAER and Advisor to the

education of the FTA?

FTA and these issues, but the causal chain

GOI, Now at International

analysis shows indirect effects, e.g. from higher

Trade and Law Institute)

income, from push- and pull-effects on
employment, from increased compliance with SPS
measures.

Ranja Sengupta, Research

428

The study is very extensive, very good
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Ad. 1 Impacts from this FTA on poverty reduction

Fellow, Centad

coverage in terms of attempting to measure the

are positive; indeed inequality might go up

economic, social and environmental impact on

somewhat as well with economic growth. But 1)

each sector and the general economy in the

inequality is always present; it is difficult to

two parties. Two additional points to consider:

measure and assess the downsides of that for the

1) Poverty will get reduced but the report also

(growing) economy. Beyond a certain point, it can

shows an adverse impact on equality, which in

indeed have adverse effects on development and

turn affects poverty. These dynamics are

poverty. Also 2) even in China inequality fell

important for India. In China for example,

ultimately as a result of trade.

inequality got transferred from rural to urban

Ad. 2 Skills level and reemployment: It is important

areas. But it is known that FDI is inequalising

that labour displacement in India will to a large

as capital will choose safer destinations, that is

extent come from pull-effect, not push effect, which

natural. The report shows some adverse

means that it does not create unemployment. But

impacts on inequality.

indeed there is need for skill upgradation and

2) There will be considerable reallocation of

providing training and retraining facilities so that

employment according to the report; in this

workers can be shifted easily from one side to

context, it should be considered that India does

another.

not have a social security net unlike the EU,

This is partly why the policy recommendation is that

there may be problems with shifting. There may tariff cuts could be undertaken in a phased manner
also be differences in skill requirements

in some sectors, so that the sector and

between sectors which will make reemployment employment has time to adjust and adequate skill
difficult for redundant workers of one sector.

building and other measures can be put in place.

Krishan Bir Choudhury,

The main question for farmers, whom I

This is an important issue; subsidies have already

President, Bhartiya Krihak

represent, is what will happen to the subsidies?

been taken into consideration in the model.

Samaj

Will these be cut by EU or not? And if these are
not cut, what will be the impact on India’s
farmers according to the report.

Ajay Kumar, Consultant

The Indian textile industry stands to gain

The NTB situations have been modelled under the

(Economics), Confederation

considerably if the FTA goes through, as it will

1-3 scenarios. If NTBs are reduced, then using a

of Indian Textile Industry

get better access to a large export market. This

set of different measures, there is always a huge

is very important as the domestic market is now welfare gain which is larger than the gain from any
exhausted. But the problem is that the EU

tariff reduction.

member countries have different NTMs in
place; there are limitations for exporting to EU
Member States, as implementation of some
regulations can differ per Members State
(assessment methods and MRAs) which is a
challenge for Indian exporters.
The Indian textile sector also needs to upgrade
its skill level as at the moment it represents the
bottom of the pyramid in skill use. The
confederation’s study also shows an increase
of 30% in employment in this sector.
Sunita Sreedharan, IPR

How will IPR recommendations be

IPR is a difficult issue. Lack of (enforcement of)

Lawyer

implemented? How are GIs regulated in the

IPRs can lead to substantial foregone revenues. It

EU?

is important to distinguish between (indirect)
additional costs as a result of internal lack of
enforcement within an existing regime on the one
hand, and existing regulatory divergence between

TSIA for the EU – India FTA – Final Report

429

two countries / regions with different systems (e.g.
in case of GI, it is the latter). Achieving
convergence may be difficult. In the EU, GIs are
harmonized at EU level whilst e.g. patent laws is
still being harmonised. On GIs, India and the EU
both have advanced system, so there should be
fewer problems in this area, even though the
systems differ.

rd

TableII.0.10 Summary of comments by civil society and industry associations on TSIA EU – India - 3 Public Meeting, Brussels – 29
January 2009
Name of

Main comments / issues discussed

ECORYS Response

association/federation
and contact person
Francesco
(EURATEX):

Marchi i.Thank you for rebalancing the textile chapter.

- Our second visit to India in January 2009 was an

ii.The policy recommendations must also be attempt to provide very specific advice on those

more balanced. At present only the positive sectors which are particularly unbalanced. We have

impacts for India are emphasised, and the tried to provide balanced policy recommendations

recommendations for mitigating the impacts in and provide recommendations to mitigate negative
the EU need to be more enhanced.

effects, e.g. on the negative health effects of the
Indian textile sector.

- We understand the concerns on changes in the

EU textile sector and as such have conducted an
in-depth

study

of

recommendations

these
have

effects.
not

very

The

policy

specifically

defined per sector, but more on a general EU level.

Although our recommendations have been defined

broadly, some can be translated into textile-specific
recommendations.
David

Hechfeld

Germany)

(OXFAM i.Technical point: the CUTS and CENTAD i: We apologise for this omission – these will be
logos are missing from the front cover of the added.
report.

ii. Whilst it is the very essence of trade negotiations

ii.The TSIA does not include a recommendation to maintain an element of confidentiality, we are

on the importance of including dialogue with trying to be as transparent as possible including

civil society as a fundamental part of the within the Civil Society Dialogue, ad hoc meetings

negotiations to make these more open and or responding to any queries we receive. In fact,
transparent.

input from business and wider Civil Society is very

iii.Investment climate amelioration must be import in order to shape our negotiating strategy. ..

handled carefully and well-regulated. In order to Therefore there is no objection to including a

make the FTA work for development, the recommendation in the report on consultations with
recommendations chapter needs to emphasise Civil Society.

the importance of strengthening market forces. iii. Our argumentation regarding investment climate

A recommendation on regulation, particularly in amelioration is based on an analytical trade

banking, is needed. It is not clear why opening exercise and looks at the trade cost relevant for the
up the banking sector will improve rural access finance
to banks.
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and

business

sectors.

There

are

opportunities for reducing transaction costs in the

services

sectors.

This

is

stated

in

the

recommendations and we are in favour of opening

up services sectors. It is clear that India will reap

more benefits than the EU. The financial crisis

means services are learning their lesson quickly.

The fact that there is no rural access to banking
services should be considered by negotiators.

- We must emphasise the distinction between the

analysis results and recommendations. In the

banking chapter, we consider reducing restrictions

in the market to have an overall beneficial effect. In

addition we advise mitigating measures to combat

the specific potential negative effects of this

(increasing rural access to banks should be seen
as such a policy measure).
Pascal Kerneis (ESF)

i.I

must

insist

upon

the

importance

of iv. Indeed, the CGE model does not take FDI into

highlighting the fact that the CGE model does account and this is why the gravity analysis was

not take FDI into account. This has a major conducted. We are still studying the comments we

impact for mode 3 where the EU wishes to received on the banking sector and will reflect more

have an increasing commercial presence in comprehensively in the revised draft. . It has well

India. The gravity analysis throws some light on been noted that Indian restrictions on FDI hamper

this and this is well-accepted, but I am business activity of foreign affiliates. This should be
disappointed

by

the

recommendation

to a conclusion and not a recommendation. We will

‘facilitate / promote investment’. This should be also look at insurance. There are 13 comments/
more

detailed.

The

FDI

wall

should

be issues in Other Business Services which we are

removed.

still looking at.

ii.‘Penetration of banking industry in rural areas - As regards the recommendation on rural banking,

in India’ also needs to be looked at. EU banks this is indeed aimed more at the Indian side. We
are seriously willing to invest in Indian rural will formulate this more clearly.
areas, but at present are not able due to
inhibiting legislation (e.g. cap at 12 local
branches). Opening the banking sector is called
a ‘flanking measure’ in your report, but this
should be a concession on the Indian side.
iii.You need to look more at insurance, e.g. the
26% equity cap. This is a very heavy barrier. It
is

important

to

highlight

the

benefits

of

increased investment in life insurance. It is welldocumented that this is a major tool for
financing the economy and for reinvesting in
the development infrastructure.
iv.You are going in the right direction but I am
disappointed by the conclusion on the benefits
of investment. This is a trade-related issue and
gives an idea of the potential impacts on the
economy once the services sector opens up. It
should be possible to mention some more
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specific numbers in the conclusion.
v. Other Business Services make a clear
reflection on mode 4 and it is very misleading to
mix mode 4 with migration. The EU has been
clear on its offer in the WTO where they
presented a detailed offer for India. Do not
forget we are talking about trade negotiations. It
gives a wrong signal that migration is the
purpose of the FTA and it should therefore not
be part of the recommendations.
Elisabeth

Lacoste i. You have not taken the complexity of the - The quota was taken into account in the model.

(International Confederation sugar trade into account in your study, such as The changes from the baseline were used to make
of European Beet Growers)

the fact that the Indian sugar sector is a

projection

for

2014

assuming

successful

dominated by cyclical production. In one recent completion of DDA. Because the baseline was

year, India was a large exporter and in another rather low, the effects should be taken with caution.
recent year, a huge importer.

You need to More details on the specifics can be found in the

reflect this complexity in the model by including, Global Analysis Report.

for example, the preferential agreement on -This was taken into account during the first phase

sugar between the EU and India and the duty- of the study. We screened several sectors
free import quota on sugar from India.
ii.There

are

some

misleading

according to our model outcomes against several

elements economic criteria, e.g. the economic importance of

regarding the analysis of the WTO on sugar the sugar industry on both sides, the importance of

trade. It is important to give a representative sugar in bilateral trade relations and the impact of
picture

of

the

sugar

trade,

besides

the the sugar trade given by the CGE model. Sugar

modelling results.

was not selected due to these modelling results
and it weak score on the other selection criteria.

Juan

Carlos

(Spanish

Barros We are concerned that there is not due

We have used the methodology given in the TSIA

Retailers attention paid in the methodology to cultural handbook which includes a list of indicators

Federation)

differences and different way of life between grouped under three pillars. Cultural differences

the EU and India. What is the assumption on would come under the ‘social’ pillar and is an

culture in the ToR? E.g. you cannot expect important aspect to be aware of (e.g. the Indian
India to accept the EU social model.
Sophie Powell (Traidcraft)

caste system).

i.The model limitations need to be made more i. It is true that the model has limitations, but is

prominent in the executive summary. It is an gives a very good rough picture needed for our

interesting exercise but you make certain big research. This is a draft executive summary and we

assumptions and, as you have acknowledged, will highlight that 50% of the methodology is based

your conclusions are very rough. The model on quantitative methods (modelling) and 50% on

cannot handle the vast informal sector and consultations and sector expertise. We have asked

therefore the employment effects are not clear. EU and Indian civil society to comment in order to

There is only guesswork on FDI and the long- ensure that our recommendations are not based on
term positive benefits for India will depend on model output alone.
certain levels.
ii.You

should

include

some

caveats

on

transparency in the executive summary and
make
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clear

that

qualitative

interviews

constitute part of the study. You have tried hard
to be consultative but it is not clear how these
responses are processed.
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Annex IV: Modelling Results Table

In this Annex, we present the detailed CGE modelling results, in Table formats. We
present the short-run and long-run effects as well as the three different scenarios. For the
overall effects, we show the impacts on third countries, but for the sector-specific effects
only those for India and the EU.
Table A3.0.1

Macro baseline projection to 2014

India

GDP 2004,

GDP 2007,

growth

billion Euros

billion Euros

2007-2014

469

797

9%

European Union

9.424

12.150

2,55%

Rest of World

20.161

26.103

4,16%

Source: model projections based on World Bank, OECD medium-term projections.
Table A3.0.2

Composition of Exports, India, percent shares by destination
World
2004

European Union
2014

2004

2014

Agriculture, forestry, fishing

3,9

1,3

3,3

0,8

Manufacturing and extraction

77,9

88,1

63,0

80,1

Services

18,3

10,6

33,6

19,0

total

100,0

100,0

100,0

100,0

Source: 2004 from GTAPV7.5 (pre-release, April 2008), 2014 from macro projections.
Table A3.0.3

Composition of Exports, India, millions of dollars (constant 2004 dollars)

World

Agriculture, forestry, fishing

European Union

2004

2014

2004

2014

3.886

4.050

1.018

735

Manufacturing and extraction

78.160

283.754

19.196

69.177

Services

18.336

34.117

10.234

16.435

total

100.381

321.920

30.448

86.347

Source: 2004 from GTAPV7.5 (pre-release, April 2008), 2014 from macro projections.
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Table A3.0.4

Composition of Exports, European Union, Percent shares by destination

World

India

2004

2014

2004

2014

Agriculture, forestry, fishing

1,8

3,2

0,3

7,6

Manufacturing and extraction

76,8

75,4

65,3

61,0

Services

21,4

21,3

34,4

31,4

total

100,0

100,0

100,0

100,0

Source: 2004 from GTAPV7.5 (pre-release, April 2008), 2014 from macro projections.
Table A3.0.5

Composition of Exports, European Union, Millions of dollars (constant 2004 dollars)
World

Agriculture, forestry, fishing

India

2004

2014

2004

2014

70.569

198.726

99

4.348

Manufacturing and extraction

3.091.215

4.662.782

19.297

34.743

Services

862.370

1.318.459

10.151

17.905

total

4.024.153

6.179.967

29.547

56.996

Source: 2004 from GTAPV7.5 (pre-release, April 2008), 2014 from macro projections.
Table A3.0.6
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Value added shares, percent shares by sector
India

EU 27

Agriculture, forestry, fisheries

21,0

2,1

Agriculture

18,8

1,6

Forestry

1,3

0,2

Fishing

0,9

0,3

Manufactured goods and extraction

26,0

23,6

Mining

2,3

0,4

Processed foods

9,0

2,9

Beverages and tobacco products

0,5

0,9

Textiles

2,1

0,5

Wearing apparel

0,4

0,5

Leather products

0,3

0,2

Wood products

0,4

0,7

Paper products, publishing

0,5

1,7

Petroleum, coal products

0,1

0,1

Chemical,rubber,plastic prods

2,7

3,5

Mineral products nec

0,5

1,1

Ferrous metals

1,1

0,6

Metals nec

0,3

0,4

Metal products

0,9

1,6
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India

EU 27

Motor vehicles and parts

0,7

2,0

Transport equipment nec

0,7

0,4

Electronic equipment

0,3

1,6

Machinery and equipment nec

1,5

3,3

Manufactures nec

1,5

1,1

Services

53,0

74,3

Utilities

2,7

1,5

Construction

5,5

6,0

Trade

12,8

13,1

Air transport

6,5

4,8

Communication and information services

1,3

2,5

Financial services nec

4,6

3,2

Insurance

0,7

1,0

Business services nec

2,0

12,0

Recreation and other services

1,9

7,9

Other services

15,1

22,4

PRIMARY

21,0

2,1

MANUFACTURING

26,0

23,6

SERVICES

53,0

74,3

Source: GTAPV7.5 (pre-release, April 2008), benchmarked to 2004.
Table A3.0.7

Import Protection 2004 and 2014 (Post-Doha) Tariffs
tariffs 2004

tariffs 2014

India imports

EU imports

India imports

EU imports

from EU

from India

from EU

from India

Cereal grains nec

6,0

53,3

3,8

0,0

Vegetables, fruit, nuts

44,7

0,9

37,7

0,0

Oil seeds

25,7

0,2

26,7

0,1

Livestock

5,3

9,7

6,7

0,0

Other agriculture

12,2

2,2

11,8

0,1

Forestry

10,5

1,0

10,5

0,0

Fishing

7,3

3,5

5,2

2,4

Coal

13,4

0,0

13,3

0,0

Oil

0,0

0,0

6,0

0,0

Gas

0,0

0,0

1,6

0,0

Minerals nec

15,0

0,0

15,0

0,0

Sugar

48,5

132,7

44,1

0,0

Processed foods

41,2

16,6

35,0

2,4

Beverages and tobacco

136,4

19,9

86,9

0,1

Textiles

15,7

7,4

14,0

3,8

Wearing apparel

14,7

8,6

9,8

4,1
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tariffs 2004
India imports

tariffs 2014
EU imports

India imports

EU imports

from EU

from India

from EU

from India

Leather products

13,8

3,4

10,8

2,4

Wood products

15,0

0,1

9,3

0,1

Paper products, publishing

14,4

0,1

13,4

0,0

Petroleum, coal products

14,7

0,0

9,2

0,0

Chemical,rubber,plastic prods

15,2

0,6

13,1

0,5

Mineral products nec

15,0

1,1

12,7

0,9

Ferrous metals

18,9

0,0

13,7

0,0

Metals nec

15,0

1,7

10,6

1,4

Metal products

15,0

0,2

8,8

0,2

Motor vehicles and parts

31,3

4,1

14,4

2,4

Transport equipment nec

7,6

0,7

6,6

0,6

Electronic equipment

4,2

1,1

3,5

0,9

Machinery and equipment nec

14,2

0,1

13,1

0,1

Manufactures nec

15,0

0,0

11,4

0,0

Source: calculations supplied by Johann Heinrich von Thünen Institut (vTI) Bundesforschungsinstitut für
Ländliche Räume, Wald und Fischerei Institut für Marktanalyse und Agrarhandelspolitik (MA), based on 2008
draft text and medium-range of formula coefficients, and including developing country exemptions and special
provisions.
Table A3.0.8

Top sectors attracting Indian FDI inflows 2000-2007
Rank, Sector:

Share of total
FDI inflow (%):

1. Services Sector (financial and non financial)

20

2. Computer Software and Hardware

26

3. Telecommunications

8

4. Construction Activities

5

Source: Indian government.
Table A3.0.9

OECD FDI Restrictiveness Index for India by sector
Sector:

Restrictiveness
Score

438

Business Services

0,9

Telecoms

0,4

Construction

0,3

Distribution

0,6

Finance

0,4

Hotels and Restaurants

0,1

Transport

0,2
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Sector:

Restrictiveness
Score

Electricity

0,2

Manufacturing

0,2

Average

0,4

Note 0= open and 1 = closed
Source: OECD (2006:2)
Table A3.0.10

Import Protection in Service, % trade costs
EU27

India

Average

19,2

43,1

Construction

17,2

24,9

Trade

22,1

45,4

Transport

14,2

28,5

Communication

8,6

45,4

Financial services nec.

27,9

57,7

Insurance

26,3

57,7

Business services nec.

21,3

38,6

Recreational and other services

17,0

47,7

Public administration, defence, education, health

18,0

41,9

Source: Francois, Hoekman, Woerz (2007, 2008).
Table A3.0.11

Model Sectors and Parameters
Elasticity of

Trade

substitution in Substitution

Sector
Structure

value added

Elasticity

Cereal grains nec

0,2

5,9

Armington

Vegetables, fruit, nuts

0,2

3,7

Armington

Oil seeds

0,2

4,9

Armington

Livestock

0,2

4,0

Armington

Other agriculture

0,2

5,5

Armington

Forestry

0,2

5,0

Armington

Fishing

0,2

2,5

Armington

Coal

0,1

6,1

Armington

Oil

0,1

10,4

Armington

Gas

0,1

34,4

Armington

Minerals nec

0,2

1,8

Armington

Sugar

0,7

5,4

Armington

Processed foods

1,0

5,6

MC

Beverages and tobacco products

1,1

2,3

MC

Textiles

1,3

7,5

MC

Wearing apparel

1,3

7,4

MC
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Elasticity of

Trade

substitution in Substitution

Leather products

value added

Elasticity

1,3

8,1

Sector
Structure

MC

Wood products

1,3

6,8

MC

Paper products, publishing

1,3

5,9

MC

Petroleum, coal products

1,3

4,2

MC

Chemical,rubber,plastic prods

1,3

6,6

MC

Mineral products nec

1,3

5,8

MC

Ferrous metals

1,3

5,9

MC

Metals nec

1,3

8,4

MC

Metal products

1,3

7,5

MC

Motor vehicles and parts

1,3

5,6

MC

Transport equipment nec

1,3

8,6

MC

Electronic equipment

1,3

8,8

MC

Machinery and equipment nec

1,3

8,1

MC

Manufactures nec

1,3

7,5

MC

Utilities

1,3

7,2

MC

Construction

1,4

7,2

MC

Trade

1,7

7,2

MC

Transport

1,7

7,2

MC

Communication

1,3

7,2

MC

Financial services nec

1,3

7,2

MC

Insurance

1,3

7,2

MC

Business services nec

1,3

7,2

MC

Recreation and other services

1,3

7,2

MC

Other services

1,3

7,2

MC

Note MC = monopolistic competition
Table A3.0.12

Trade liberalisations scenarios
Description

Food

Non-food

Services

Trade
facilitation

Experiment 1

Experiment 2

Experiment 3

Limited FTA

90 % bilateral

90% bilateral

25 % bilateral

1 % of the

Agreement

tariff

tariff

services

value of trade

reductions

reductions

reduction

Broad FTA

97 % bilateral

97% bilateral

75 % bilateral

2 % of the

Agreement

tariff reduction

tariff

services

value of trade

reductions

reduction

Broad Plus

97 % bilateral

97% bilateral

75 % bilateral

2% of the

FTA

tariff reduction

tariff

services

value of trade-

reductions

reduction

plus an

Agreement

additional 1%
reduction on
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Description

Food

Non-food

Services

Trade
facilitation
certain
sectors*.

Note: On basis of bilateral service regressions, liberalisations scenarios are based on full FTA liberalisations
yielding a 40% expansion on services trade. This means we model 10% trade expansion for the 25%
liberalisations scenario, and 30% expansion for the 75% scenarios.
Table A3.0.13

Overall macro-economic effects
Scenario / variable

India

EU-27 Bldsh

SriLa

Pak

RoSA

RLDC

ROW

Scenario 1: Limited FTA (short run)
National income (change in mln €)

1.462

2.907

-9

-26

-21

-33

-783

-2.135

GDP (% change)

0,14

0,01

-0,01

-0,04

0,00

-0,10

0,00

0,00

Skilled Real Wage (% change)

0,78

0,01

0,05

-0,04

-0,01

0,10

-0,01

0,0

Unskilled Real Wage (% change)

0,81

0,02

0,04

-0,08

-0,01

0,06

-0,02

0,0

Value of exports (% change)

4,92

0,26

-0,22

-0,78

-0,07

-1,34

-0,08

0,2

9.571

353

-81

-48

-111

-36 -4.112

-10883

GDP (% change)

0,98

-0,02

-0,13

-0,18

-0,08

-0,17

-0,07

0,00

Skilled Real Wage (% change)

1,02

-0,02

-0,23

-0,14

-0,07

0,03

-0,07

0,0

Unskilled Real Wage (% change)

1,03

-0,01

-0,27

-0,18

-0,08

0,00

-0,08

0,0

Value of exports (% change)

6,71

0,27

-0,20

-1,12

-0,22

-1,41

-0,14

0,1

4.268

4.038

-26

-36

-36

-34 -1.182

-3.270

GDP (% change)

0,29

0,01

-0,02

-0,05

-0,01

-0,10

0,00

0,00

Skilled Real Wage (% change)

1,18

0,01

-0,02

-0,09

-0,02

0,08

-0,03

0,0

Unskilled Real Wage (% change)

1,14

0,03

-0,04

-0,13

-0,03

0,04

-0,03

0,0

Value of exports (% change)

6,73

0,37

-0,32

-0,83

-0,07

-1,32

-0,09

0,2

15938

1.366

-151

-69

-188

-41 -2.631

-17147

GDP (% change)

1,49

-0,01

-0,25

-0,25

-0,13

-0,20

-0,11

0,00

Skilled Real Wage (% change)

1,52

-0,02

-0,45

-0,22

-0,13

-0,01

-0,12

0,0

Unskilled Real Wage (% change)

1,45

-0,01

-0,50

-0,26

-0,13

-0,01

-0,12

0,0

Value of exports (% change)

9,29

0,33

-0,41

-1,29

-0,35

-1,37

-0,20

0,2

4.987

4.409

-34

-39

-44

-32 -1.240

-3.615

GDP (% change)

0,32

0,02

-0,03

-0,04

-0,01

-0,09

0,00

-0,01

Skilled Real Wage (% change)

1,29

0,02

-0,03

-0,09

-0,03

0,07

-0,03

0,0

Unskilled Real Wage (% change)

1,25

0,03

-0,07

-0,14

-0,03

0,02

-0,03

0,0

Value of exports (% change)

7,57

0,39

-0,43

-0,78

-0,09

-1,27

-0,08

0,2

Scenario 1: Limited FTA (long run)
National income (change in mln €)

Scenario 2: Extended FTA (short run)
National income (change in mln €)

Scenario 2: Extended FTA (long run)
National income (change in mln €)

Scenario 3: Extended FTA Plus (short run)
National income (change in mln €)
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Scenario / variable

India

EU-27 Bldsh

SriLa

Pak

RoSA

RLDC

ROW

Scenario 3: Extended FTA Plus (long run)
National income (change in mln €)

17704

1.594

-174

-75

-217

GDP (% change)

1,62

-0,01

-0,29

-0,27

-0,16

-0,20

-0,12

0,00

Skilled Real Wage (% change)

1,66

-0,02

-0,50

-0,24

-0,15

-0,02

-0,13

0,0

Unskilled Real Wage (% change)

1,59

-0,01

-0,57

-0,29

-0,16

-0,03

-0,13

0,0

10,31

0,35

-0,54

-1,29

-0,41

-1,32

-0,21

0,2

Value of exports (% change)

Table A3.0.14

-42 -7.572

-18948

Decomposition of income effect
National Income Effects, 2014 baseline - millions of constant (2007) euro, and %
short-run

long-run

India

EU27

India

EU27

Euro (€)
1.462

2.907

9.571

353

-136

2.377

6.021

-141

536

254

1.104

666

NTBs on goods

1.061

276

2.446

-173

Scenario 2

4.268

4.038

15.938

1.366

Scenario 1
Tariffs
Services

Tariffs

-333

2.776

6.683

42

services

2.457

673

4.278

1.647

NTBs on goods

2.145

589

4.977

-323

Scenario 3

4.987

4.409

17.704

1.594

tariffs

-350

2.852

6.776

141

services

2.441

674

4.256

1.648

NTBs on goods

2.895

884

6.672

-196

100,0

100,0

100,0

100,0

tariffs

-9,3

81,7

62,9

-39,8

services

36,7

8,7

11,5

188,8

NTBs on goods

72,6

9,5

25,6

-48,9

100,0

100,0

100,0

100,0

tariffs

-7,8

68,7

41,9

3,1

services

57,6

16,7

26,8

120,5

NTBs on goods

50,2

14,6

31,2

-23,6

100,0

100,0

100,0

100,0

tariffs

-7,0

64,7

38,3

8,9

services

49,0

15,3

24,0

103,4

NTBs on goods

58,1

20,0

37,7

-12,3

Percent share
Scenario 1

Scenario 2

Scenario 3
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Table A3.0.15

Short-Run percent change in unskilled labour employment in India, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,4

-0,5

-0,6

Vegetables, fruit, nuts

-0,7

-0,9

-1,0

Oil seeds

-0,5

-0,7

-0,7

Livestock

-0,6

-0,8

-0,9

Other agriculture

-0,6

-0,8

-0,9

Forestry

-0,4

-0,6

-0,7

Fishing

-0,2

-0,2

-0,2

Coal

0,0

-0,1

-0,1

Oil

0,0

-0,1

-0,1

Gas

-0,1

-0,2

-0,2

Minerals nec

-1,1

-1,5

-1,6

Sugar

-1,1

-1,4

-1,5

Processed foods

-1,4

-1,9

-2,0

Beverages and tobacco products

-1,9

-2,1

-2,2

Textiles

1,2

1,0

1,2

Wearing apparel

21,4

25,4

29,8

Leather products

16,3

20,8

26,2

Wood products

-0,7

-1,0

-1,0

Paper products, publishing

-4,9

-6,1

-6,3

Petroleum, coal products

0,1

0,2

0,3

Chemical,rubber,plastic prods

-0,3

-0,5

-0,4

Mineral products nec

1,4

1,9

1,8

Ferrous metals

-0,3

-0,6

-1,1

Metals nec

3,1

0,6

-0,9

Metal products

1,7

2,2

1,8

Motor vehicles and parts

-0,6

-0,8

-0,8

Transport equipment nec

-4,0

-5,6

-6,7

Electronic equipment

4,7

5,8

6,4

Machinery and equipment nec

-1,1

-1,6

-1,4

Manufactures nec

0,5

0,5

0,4

Utilities

0,1

-0,1

-0,2

Construction

0,9

1,2

1,3

Trade

0,3

0,6

0,6

Transport

0,3

0,6

0,6

Communication

1,0

3,1

3,0

Financial services nec

0,1

0,3

0,2

Insurance

-0,4

-0,6

-0,8

Business services nec

0,3

0,5

0,4

Recreation and other services

-0,1

-0,3

-0,2

Other services

-0,3

-0,2

-0,2

Standard deviation

4,50

5,53

6,60
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Table A3.0.16

444

Short-Run percent change in skilled labour employment in India, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,4

-0,5

-0,6

Vegetables, fruit, nuts

-0,7

-0,9

-1,0

Oil seeds

-0,5

-0,7

-0,8

Livestock

-0,6

-0,8

-0,9

Other agriculture

-0,6

-0,8

-0,9

Forestry

-0,4

-0,6

-0,7

Fishing

-0,2

-0,2

-0,2

Coal

0,0

-0,1

-0,1

Oil

0,0

-0,1

-0,1

Gas

-0,1

-0,2

-0,2

Minerals nec

-1,1

-1,5

-1,6

Sugar

-1,0

-1,4

-1,5

Processed foods

-1,4

-1,9

-2,1

Beverages and tobacco products

-1,9

-2,2

-2,2

Textiles

1,2

1,0

1,2

Wearing apparel

21,4

25,3

29,7

Leather products

16,3

20,8

26,2

Wood products

-0,7

-1,0

-1,0

Paper products, publishing

-4,9

-6,2

-6,3

Petroleum, coal products

0,1

0,2

0,2

Chemical,rubber,plastic prods

-0,3

-0,6

-0,5

Mineral products nec

1,5

1,8

1,8

Ferrous metals

-0,3

-0,7

-1,2

Metals nec

3,1

0,5

-0,9

Metal products

1,7

2,2

1,7

Motor vehicles and parts

-0,6

-0,8

-0,8

Transport equipment nec

-3,9

-5,6

-6,7

Electronic equipment

4,8

5,8

6,3

Machinery and equipment nec

-1,1

-1,6

-1,5

Manufactures nec

0,5

0,4

0,3

Utilities

0,1

-0,1

-0,2

Construction

0,9

1,2

1,2

Trade

0,3

0,5

0,6

Transport

0,3

0,5

0,5

Communication

1,0

3,1

3,0

Financial services nec

0,1

0,2

0,2

Insurance

-0,3

-0,6

-0,8

Business services nec

0,3

0,4

0,3

Recreation and other services

-0,1

-0,3

-0,3

Other services

-0,2

-0,3

-0,3

Standard deviation

4,50

5,52

6,59
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Table A3.0.17

Short-Run percent change in unskilled labour employment in the European Union, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,1

-0,1

-0,1

Vegetables, fruit, nuts

0,2

0,3

0,3

Oil seeds

-0,1

-0,1

-0,1

Livestock

0,1

0,2

0,2

Other agriculture

0,5

0,6

0,7

Forestry

0,1

0,2

0,2

Fishing

0,1

0,1

0,1

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

0,0

0,0

0,0

Minerals nec

1,1

1,1

1,1

Sugar

1,0

1,3

1,3

Processed foods

0,2

0,2

0,2

Beverages and tobacco products

0,1

0,1

0,1

Textiles

0,2

0,3

0,2

Wearing apparel

-1,1

-1,4

-1,7

Leather products

-2,0

-2,6

-3,2

Wood products

-0,1

-0,1

0,0

Paper products, publishing

0,1

0,1

0,1

Petroleum, coal products

0,0

-0,1

-0,1

Chemical,rubber,plastic prods

0,0

0,0

0,0

Mineral products nec

0,0

0,0

0,0

Ferrous metals

0,2

0,1

0,1

Metals nec

1,2

1,5

1,5

Metal products

-0,2

-0,3

-0,3

Motor vehicles and parts

-0,1

-0,1

-0,1

Transport equipment nec

0,7

1,0

1,3

Electronic equipment

-0,5

-0,6

-0,6

Machinery and equipment nec

0,2

0,2

0,2

Manufactures nec

0,0

-0,1

-0,2

Utilities

0,0

0,0

0,0

Construction

0,0

0,0

0,0

Trade

0,0

0,0

0,0

Transport

-0,1

-0,1

-0,1

Communication

-0,1

-0,2

-0,2

Financial services nec

-0,1

-0,1

-0,1

Insurance

-0,1

-0,1

-0,1

Business services nec

-0,1

-0,1

-0,1

Recreation and other services

0,0

0,0

0,0

Other services

0,0

0,0

0,0

Standard deviation

0,50

0,64

0,73
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Table A3.0.18
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Short-Run percent change in skilled labour employment in the European Union, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,1

-0,1

-0,1

Vegetables, fruit, nuts

0,2

0,3

0,3

Oil seeds

-0,1

-0,1

-0,1

Livestock

0,1

0,2

0,2

Other agriculture

0,5

0,6

0,7

Forestry

0,1

0,2

0,2

Fishing

0,1

0,1

0,1

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

0,0

0,0

0,0

Minerals nec

1,1

1,1

1,1

Sugar

1,0

1,3

1,3

Processed foods

0,2

0,2

0,2

Beverages and tobacco products

0,1

0,1

0,1

Textiles

0,2

0,3

0,2

Wearing apparel

-1,1

-1,4

-1,6

Leather products

-1,9

-2,6

-3,2

Wood products

0,0

0,0

0,0

Paper products, publishing

0,1

0,2

0,2

Petroleum, coal products

0,0

0,0

0,0

Chemical,rubber,plastic prods

0,0

0,0

0,0

Mineral products nec

0,0

0,0

0,0

Ferrous metals

0,2

0,1

0,2

Metals nec

1,2

1,5

1,5

Metal products

-0,2

-0,3

-0,2

Motor vehicles and parts

-0,1

-0,1

-0,1

Transport equipment nec

0,8

1,0

1,3

Electronic equipment

-0,5

-0,6

-0,5

Machinery and equipment nec

0,2

0,2

0,2

Manufactures nec

0,0

-0,1

-0,2

Utilities

0,0

0,0

0,0

Construction

0,0

0,0

0,0

Trade

0,0

0,0

0,0

Transport

0,0

-0,1

-0,1

Communication

-0,1

-0,2

-0,2

Financial services nec

-0,1

-0,1

-0,1

Insurance

-0,1

-0,1

-0,1

Business services nec

0,0

0,0

0,0

Recreation and other services

0,0

0,0

0,0

Other services

0,0

0,0

0,0

Standard deviation

0,50

0,63

0,73
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Table A3. 0.19

Long-Run percent change in unskilled labour employment in India, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,2

-0,2

-0,2

Vegetables, fruit, nuts

-0,6

-0,8

-0,8

Oil seeds

-0,2

-0,2

-0,3

Livestock

-0,5

-0,6

-0,6

Other agriculture

-0,6

-0,9

-1,0

Forestry

-0,3

-0,4

-0,4

Fishing

0,3

0,5

0,6

Coal

0,0

-0,1

-0,1

Oil

-0,1

-0,1

-0,1

Gas

-0,1

-0,2

-0,3

Minerals nec

-1,0

-1,3

-1,5

Sugar

-0,9

-1,2

-1,3

Processed foods

-1,6

-2,2

-2,4

Beverages and tobacco products

-2,2

-2,7

-2,8

Textiles

1,1

0,8

0,9

Wearing apparel

19,8

23,0

26,8

Leather products

16,4

21,0

26,2

Wood products

-0,7

-0,9

-0,9

Paper products, publishing

-4,6

-5,6

-5,7

Petroleum, coal products

-0,2

-0,2

-0,2

Chemical,rubber,plastic prods

0,0

-0,1

0,1

Mineral products nec

0,6

0,7

0,7

Ferrous metals

0,7

0,9

0,5

Metals nec

7,5

7,1

6,1

Metal products

2,3

3,2

2,8

Motor vehicles and parts

-0,4

-0,5

-0,4

Transport equipment nec

-3,6

-5,1

-6,1

Electronic equipment

5,9

7,5

8,3

Machinery and equipment nec

0,0

0,2

0,5

Manufactures nec

0,4

0,1

-0,1

Utilities

0,2

0,1

0,0

Construction

0,7

1,0

1,0

Trade

-0,4

-0,4

-0,4

Transport

0,1

0,3

0,3

Communication

1,0

3,0

2,8

Financial services nec

-0,1

0,1

0,1

Insurance

-0,1

-0,2

-0,4

Business services nec

0,4

0,8

0,8

Recreation and other services

0,1

0,0

0,1

Other services

-0,2

-0,1

-0,1

Standard deviation

4,45

5,36

6,31
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Table A3.0.20

448

Long-Run percent change in skilled labour employment in India, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,2

-0,2

-0,2

Vegetables, fruit, nuts

-0,6

-0,8

-0,8

Oil seeds

-0,2

-0,3

-0,3

Livestock

-0,5

-0,6

-0,6

Other agriculture

-0,6

-0,9

-1,0

Forestry

-0,3

-0,4

-0,5

Fishing

0,3

0,5

0,6

Coal

0,0

-0,1

-0,1

Oil

-0,1

-0,1

-0,1

Gas

-0,1

-0,2

-0,3

Minerals nec

-0,9

-1,3

-1,5

Sugar

-0,9

-1,3

-1,4

Processed foods

-1,6

-2,2

-2,4

Beverages and tobacco products

-2,2

-2,7

-2,9

Textiles

1,1

0,7

0,8

Wearing apparel

19,8

22,9

26,7

Leather products

16,5

20,9

26,1

Wood products

-0,7

-1,0

-1,0

Paper products, publishing

-4,5

-5,6

-5,7

Petroleum, coal products

-0,2

-0,2

-0,3

Chemical,rubber,plastic prods

0,0

-0,1

0,0

Mineral products nec

0,7

0,7

0,6

Ferrous metals

0,7

0,8

0,4

Metals nec

7,5

7,0

6,0

Metal products

2,4

3,1

2,7

Motor vehicles and parts

-0,4

-0,6

-0,5

Transport equipment nec

-3,6

-5,2

-6,2

Electronic equipment

6,0

7,5

8,2

Machinery and equipment nec

0,0

0,1

0,4

Manufactures nec

0,4

0,0

-0,2

Utilities

0,2

0,0

-0,1

Construction

0,7

0,9

0,9

Trade

-0,3

-0,5

-0,5

Transport

0,1

0,2

0,2

Communication

1,0

2,9

2,8

Financial services nec

0,0

0,0

0,0

Insurance

-0,1

-0,3

-0,5

Business services nec

0,4

0,8

0,7

Recreation and other services

0,1

-0,1

0,0

Other services

-0,2

-0,2

-0,2

Standard deviation

4,45

5,35

6,30
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Table A3.0.21

Long-Run percent change in unskilled labour employment in the European Union, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,1

-0,1

-0,1

Vegetables, fruit, nuts

0,2

0,3

0,3

Oil seeds

-0,1

-0,1

-0,1

Livestock

0,1

0,2

0,2

Other agriculture

0,5

0,7

0,7

Forestry

0,2

0,2

0,2

Fishing

0,1

0,2

0,2

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

-0,1

-0,1

-0,1

Minerals nec

1,1

1,2

1,2

Sugar

0,9

1,1

1,1

Processed foods

0,1

0,2

0,2

Beverages and tobacco products

0,1

0,1

0,1

Textiles

0,3

0,4

0,4

Wearing apparel

-1,0

-1,2

-1,4

Leather products

-2,0

-2,6

-3,3

Wood products

0,0

0,0

0,0

Paper products, publishing

0,1

0,1

0,1

Petroleum, coal products

-0,1

-0,1

-0,1

Chemical,rubber,plastic prods

0,0

-0,1

-0,1

Mineral products nec

0,0

0,0

0,0

Ferrous metals

0,1

-0,1

0,0

Metals nec

1,1

1,4

1,4

Metal products

-0,2

-0,4

-0,4

Motor vehicles and parts

-0,1

-0,1

-0,1

Transport equipment nec

0,8

1,1

1,3

Electronic equipment

-0,4

-0,5

-0,4

Machinery and equipment nec

0,1

0,1

0,0

Manufactures nec

0,0

-0,1

-0,2

Utilities

0,0

0,0

0,0

Construction

0,0

0,0

0,0

Trade

0,0

0,0

0,0

Transport

-0,1

-0,1

-0,1

Communication

-0,1

-0,2

-0,2

Financial services nec

-0,1

-0,1

-0,1

Insurance

-0,1

-0,1

-0,1

Business services nec

0,0

0,0

0,0

Recreation and other services

0,0

0,0

0,0

Other services

0,0

0,0

0,0

Standard deviation

0,49

0,62

0,72
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Table A3.0.22

450

Long-Run percentage in skilled labour employment in European Union, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,1

-0,1

-0,1

Vegetables, fruit, nuts

0,2

0,3

0,3

Oil seeds

-0,1

-0,1

-0,1

Livestock

0,1

0,2

0,2

Other agriculture

0,5

0,7

0,7

Forestry

0,2

0,2

0,2

Fishing

0,1

0,2

0,2

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

-0,1

-0,1

-0,1

Minerals nec

1,1

1,2

1,2

Sugar

0,9

1,1

1,1

Processed foods

0,2

0,2

0,2

Beverages and tobacco products

0,1

0,1

0,1

Textiles

0,3

0,4

0,4

Wearing apparel

-1,0

-1,2

-1,4

Leather products

-2,0

-2,6

-3,2

Wood products

0,0

0,0

0,0

Paper products, publishing

0,1

0,2

0,2

Petroleum, coal products

-0,1

-0,1

-0,1

Chemical,rubber,plastic prods

0,0

-0,1

-0,1

Mineral products nec

0,0

0,0

0,0

Ferrous metals

0,1

0,0

0,0

Metals nec

1,1

1,4

1,4

Metal products

-0,2

-0,4

-0,3

Motor vehicles and parts

-0,1

-0,1

-0,1

Transport equipment nec

0,8

1,1

1,3

Electronic equipment

-0,4

-0,4

-0,4

Machinery and equipment nec

0,1

0,1

0,1

Manufactures nec

0,0

-0,1

-0,2

Utilities

0,0

0,0

0,0

Construction

0,0

0,0

0,0

Trade

0,0

0,0

0,0

Transport

-0,1

-0,1

-0,1

Communication

-0,1

-0,2

-0,2

Financial services nec

0,0

-0,1

-0,1

Insurance

-0,1

-0,1

-0,1

Business services nec

0,0

0,0

0,0

Recreation and other services

0,0

0,0

0,0

Other services

0,0

0,0

0,0

Standard deviation

0,49

0,62

0,72
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Table A3.0.23

Short-Run percent change in Indian Export, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

5,4

6,4

6,2

Vegetables, fruit, nuts

2,3

2,6

2,5

Oil seeds

3,9

4,3

4,2

Livestock

0,0

0,1

0,0

Other agriculture

4,7

5,3

5,9

Forestry

1,9

2,0

1,7

Fishing

1,1

0,2

0,1

Coal

-0,7

-0,3

-0,1

Oil

-0,2

-0,3

-0,2

Gas

6,6

16,3

16,4

Minerals nec

0,5

0,7

0,7

Sugar

5,4

8,2

7,9

Processed foods

2,4

1,9

2,2

Beverages and tobacco products

-1,2

-1,6

-1,6

Textiles

14,5

17,1

19,8

Wearing apparel

30,8

37,0

43,4

Leather products

29,3

37,8

47,3

Wood products

2,4

3,7

3,0

Paper products, publishing

-2,7

-3,5

-4,0

Petroleum, coal products

0,4

0,9

0,9

Chemical,rubber,plastic prods

3,5

4,2

5,3

Mineral products nec

8,5

10,7

10,4

Ferrous metals

1,8

2,1

1,1

Metals nec

6,6

4,3

2,5

Metal products

5,2

6,8

5,6

Motor vehicles and parts

6,8

8,0

9,6

Transport equipment nec

-0,4

-1,9

-1,8

Electronic equipment

13,0

17,2

21,0

Machinery and equipment nec

2,9

3,4

4,9

Manufactures nec

1,8

2,2

2,6

Utilities

2,1

6,3

6,1

Construction

6,3

16,8

16,5

Trade

2,9

10,4

9,8

Transport

2,5

7,6

7,5

Communication

5,3

16,7

16,4

Financial services nec

3,9

13,1

12,7

Insurance

0,1

2,6

1,8

Business services nec

5,0

15,2

14,8

Recreation and other services

2,2

7,1

6,5

Other services

-0,8

0,2

-0,7

Standard deviation

6,86

9,09

10,74
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Table A3.0.24

452

Short-Run percent change in EU27 Exports, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,3

-0,3

-0,4

Vegetables, fruit, nuts

1,0

1,2

1,2

Oil seeds

0,0

0,0

0,0

Livestock

0,1

0,1

0,1

Other agriculture

2,1

2,6

2,8

Forestry

0,9

1,1

1,2

Fishing

0,7

1,0

1,1

Coal

0,3

0,4

0,3

Oil

0,1

0,2

0,2

Gas

-0,1

-0,1

-0,1

Minerals nec

3,4

3,5

3,5

Sugar

3,2

4,1

4,1

Processed foods

0,8

1,1

1,2

Beverages and tobacco products

0,5

0,6

0,6

Textiles

1,1

1,3

1,4

Wearing apparel

-1,0

-1,2

-1,4

Leather products

-1,6

-2,2

-2,8

Wood products

0,1

0,1

0,1

Paper products, publishing

0,6

0,8

0,8

Petroleum, coal products

0,1

0,2

0,2

Chemical,rubber,plastic prods

0,2

0,2

0,2

Mineral products nec

0,2

0,2

0,2

Ferrous metals

0,6

0,6

0,7

Metals nec

2,4

3,0

3,0

Metal products

-0,1

-0,2

-0,2

Motor vehicles and parts

0,0

0,0

0,0

Transport equipment nec

1,1

1,4

1,7

Electronic equipment

-0,4

-0,5

-0,5

Machinery and equipment nec

0,4

0,5

0,5

Manufactures nec

0,6

0,7

0,8

Utilities

-0,2

0,0

0,1

Construction

0,3

1,3

1,3

Trade

-0,2

-0,3

-0,3

Transport

0,1

0,2

0,2

Communication

-0,2

-0,1

-0,2

Financial services nec

-0,1

0,0

-0,1

Insurance

-0,3

-0,2

-0,2

Business services nec

0,0

0,3

0,3

Recreation and other services

-0,2

-0,1

-0,1

Other services

-0,3

-0,3

-0,3

Standard deviation

0,97

1,17

1,24
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Table A3.0.25

Long-Run percent change in Indian Exports, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

1,5

0,9

0,3

Vegetables, fruit, nuts

0,7

0,2

-0,1

Oil seeds

0,8

-0,2

-0,7

Livestock

-0,5

-0,8

-1,0

Other agriculture

1,6

0,9

1,0

Forestry

-0,5

-1,5

-2,1

Fishing

-2,9

-5,4

-6,0

Coal

-1,8

-1,9

-1,9

Oil

-1,2

-1,8

-1,9

Gas

-3,5

0,4

-0,6

Minerals nec

0,2

0,2

0,2

Sugar

3,4

5,3

4,7

Processed foods

1,1

0,0

0,2

Beverages and tobacco products

-0,9

-1,2

-1,2

Textiles

13,5

15,6

18,1

Wearing apparel

29,1

34,4

40,2

Leather products

30,5

39,6

49,0

Wood products

1,6

2,6

1,8

Paper products, publishing

-1,6

-1,9

-2,3

Petroleum, coal products

1,3

2,1

2,2

Chemical,rubber,plastic prods

5,6

7,1

8,5

Mineral products nec

8,9

11,3

11,1

Ferrous metals

4,9

6,6

5,9

Metals nec

12,4

12,7

11,3

Metal products

8,6

11,9

11,0

Motor vehicles and parts

8,7

10,8

12,7

Transport equipment nec

0,5

-0,5

-0,4

Electronic equipment

16,8

22,7

27,1

Machinery and equipment nec

6,8

9,1

11,2

Manufactures nec

2,3

2,6

3,0

Utilities

2,2

6,3

6,1

Construction

6,2

16,7

16,4

Trade

3,9

11,6

11,2

Transport

2,7

7,9

7,8

Communication

6,1

17,8

17,6

Financial services nec

4,9

14,4

14,1

Insurance

2,0

5,3

4,6

Business services nec

5,1

15,3

14,9

Recreation and other services

2,4

7,3

6,6

Other services

-0,4

0,8

-0,1

Standard deviation

7,35

9,67

11,28
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Table A3.0.26

454

Long-Run percent change in EU27 Exports, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,3

-0,4

-0,4

Vegetables, fruit, nuts

1,0

1,2

1,2

Oil seeds

0,0

0,1

0,1

Livestock

0,0

0,1

0,1

Other agriculture

2,2

2,8

3,1

Forestry

1,0

1,2

1,3

Fishing

1,1

1,5

1,7

Coal

0,6

0,7

0,7

Oil

0,3

0,4

0,4

Gas

-0,4

-0,5

-0,5

Minerals nec

3,7

4,0

4,0

Sugar

2,8

3,6

3,6

Processed foods

0,7

1,0

1,0

Beverages and tobacco products

0,4

0,5

0,6

Textiles

1,1

1,4

1,5

Wearing apparel

-0,9

-1,0

-1,2

Leather products

-1,7

-2,2

-2,8

Wood products

0,1

0,2

0,2

Paper products, publishing

0,6

0,7

0,7

Petroleum, coal products

0,1

0,2

0,2

Chemical,rubber,plastic prods

0,1

0,2

0,1

Mineral products nec

0,2

0,2

0,2

Ferrous metals

0,4

0,4

0,5

Metals nec

2,2

2,8

2,8

Metal products

-0,2

-0,3

-0,3

Motor vehicles and parts

0,0

0,0

0,0

Transport equipment nec

1,1

1,5

1,8

Electronic equipment

-0,4

-0,4

-0,4

Machinery and equipment nec

0,3

0,3

0,3

Manufactures nec

0,6

0,7

0,7

Utilities

-0,2

-0,1

-0,1

Construction

0,3

1,3

1,3

Trade

-0,3

-0,3

-0,3

Transport

0,1

0,2

0,2

Communication

-0,1

-0,1

-0,1

Financial services nec

-0,1

0,0

0,0

Insurance

-0,3

-0,2

-0,2

Business services nec

0,0

0,4

0,4

Recreation and other services

-0,2

-0,1

-0,1

Other services

-0,3

-0,2

-0,2

Standard deviation

0,97

1,17

1,25
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Table A3.0.27

Short-Run percent change in Indian Output, quantity by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,1

-0,1

-0,1

Vegetables, fruit, nuts

-0,4

-0,5

-0,5

Oil seeds

-0,2

-0,3

-0,3

Livestock

-0,3

-0,4

-0,4

Other agriculture

-0,3

-0,4

-0,4

Forestry

-0,3

-0,4

-0,4

Fishing

0,0

0,0

0,0

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

0,0

0,0

0,0

Minerals nec

-0,7

-1,0

-1,1

Sugar

-0,5

-0,7

-0,7

Processed foods

-1,4

-1,9

-2,0

Beverages and tobacco products

-1,9

-2,2

-2,3

Textiles

1,2

1,0

1,2

Wearing apparel

21,3

25,3

29,7

Leather products

16,2

20,7

26,1

Wood products

-0,7

-1,0

-1,0

Paper products, publishing

-5,0

-6,2

-6,3

Petroleum, coal products

0,0

0,1

0,1

Chemical,rubber,plastic prods

-0,3

-0,7

-0,6

Mineral products nec

1,4

1,7

1,7

Ferrous metals

-0,4

-0,8

-1,2

Metals nec

3,0

0,5

-1,0

Metal products

1,7

2,1

1,6

Motor vehicles and parts

-0,6

-0,9

-0,9

Transport equipment nec

-4,0

-5,7

-6,7

Electronic equipment

4,7

5,7

6,3

Machinery and equipment nec

-1,2

-1,7

-1,5

Manufactures nec

0,4

0,4

0,3

Utilities

0,0

-0,2

-0,3

Construction

0,9

1,2

1,2

Trade

0,2

0,4

0,5

Transport

0,2

0,5

0,5

Communication

1,0

3,0

2,9

Financial services nec

0,0

0,2

0,1

Insurance

-0,4

-0,7

-0,9

Business services nec

0,3

0,4

0,3

Recreation and other services

-0,1

-0,3

-0,3

Other services

-0,3

-0,3

-0,3

Standard deviation

4,47

5,49

6,56
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Table A3.0.28

456

Short-Run percent change in EU27 Output, quantity by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,2

-0,2

-0,2

Vegetables, fruit, nuts

0,2

0,2

0,2

Oil seeds

-0,2

-0,2

-0,2

Livestock

0,1

0,1

0,1

Other agriculture

0,4

0,5

0,6

Forestry

0,1

0,1

0,1

Fishing

0,0

0,0

0,1

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

0,0

0,0

0,0

Minerals nec

0,7

0,7

0,7

Sugar

0,9

1,2

1,2

Processed foods

0,2

0,2

0,2

Beverages and tobacco products

0,1

0,1

0,1

Textiles

0,2

0,3

0,2

Wearing apparel

-1,1

-1,4

-1,6

Leather products

-1,9

-2,6

-3,2

Wood products

0,0

0,0

0,0

Paper products, publishing

0,1

0,1

0,2

Petroleum, coal products

0,0

0,0

0,0

Chemical,rubber,plastic prods

0,0

0,0

0,0

Mineral products nec

0,0

0,0

0,0

Ferrous metals

0,2

0,1

0,2

Metals nec

1,2

1,5

1,5

Metal products

-0,2

-0,3

-0,3

Motor vehicles and parts

-0,1

-0,1

-0,1

Transport equipment nec

0,8

1,0

1,3

Electronic equipment

-0,5

-0,6

-0,5

Machinery and equipment nec

0,2

0,2

0,2

Manufactures nec

0,0

-0,1

-0,2

Utilities

0,0

0,0

0,0

Construction

0,0

0,0

0,0

Trade

0,0

0,0

0,0

Transport

0,0

-0,1

-0,1

Communication

-0,1

-0,2

-0,2

Financial services nec

-0,1

-0,1

-0,1

Insurance

-0,1

-0,1

-0,1

Business services nec

0,0

0,0

0,0

Recreation and other services

0,0

0,0

0,0

Other services

0,0

0,0

0,0

Standard deviation

0,48

0,62

0,72
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Table A3.0.29

Long-Run percent in Indian Output, quantity by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

0,1

0,1

0,2

Vegetables, fruit, nuts

-0,3

-0,4

-0,4

Oil seeds

0,0

0,1

0,1

Livestock

-0,2

-0,2

-0,2

Other agriculture

-0,3

-0,5

-0,6

Forestry

-0,1

-0,2

-0,2

Fishing

0,0

0,1

0,1

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

0,0

0,0

0,0

Minerals nec

-0,6

-0,8

-0,9

Sugar

-0,3

-0,5

-0,5

Processed foods

-1,1

-1,5

-1,6

Beverages and tobacco products

-1,5

-1,6

-1,6

Textiles

1,4

1,3

1,5

Wearing apparel

20,3

23,7

27,6

Leather products

17,4

22,4

27,8

Wood products

-0,2

-0,2

-0,2

Paper products, publishing

-3,8

-4,5

-4,5

Petroleum, coal products

0,8

1,3

1,4

Chemical,rubber,plastic prods

1,1

1,5

1,8

Mineral products nec

1,7

2,2

2,3

Ferrous metals

1,8

2,4

2,2

Metals nec

8,5

8,5

7,6

Metal products

3,4

4,7

4,4

Motor vehicles and parts

0,3

0,6

0,7

Transport equipment nec

-3,2

-4,4

-5,4

Electronic equipment

6,9

8,9

9,8

Machinery and equipment nec

1,1

1,7

2,2

Manufactures nec

1,1

1,1

1,1

Utilities

1,1

1,4

1,5

Construction

1,1

1,6

1,7

Trade

1,0

1,5

1,6

Transport

1,0

1,6

1,7

Communication

2,0

4,5

4,5

Financial services nec

1,0

1,5

1,6

Insurance

0,9

1,2

1,2

Business services nec

1,0

1,6

1,6

Recreation and other services

0,6

0,8

0,9

Other services

0,5

0,8

0,9

Standard deviation

4,51

5,48

6,43
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Table A3.0.30

458

Long-Run percent change in EU27 Output, quantity by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,1

-0,2

-0,2

Vegetables, fruit, nuts

0,2

0,2

0,2

Oil seeds

-0,1

-0,2

-0,2

Livestock

0,1

0,1

0,1

Other agriculture

0,4

0,6

0,6

Forestry

0,1

0,1

0,1

Fishing

0,0

0,1

0,1

Coal

0,0

0,0

0,0

Oil

0,0

0,0

0,0

Gas

0,0

0,0

0,0

Minerals nec

0,7

0,8

0,8

Sugar

0,8

1,1

1,1

Processed foods

0,1

0,2

0,2

Beverages and tobacco products

0,1

0,1

0,1

Textiles

0,3

0,4

0,4

Wearing apparel

-1,0

-1,2

-1,4

Leather products

-2,0

-2,6

-3,3

Wood products

0,0

0,0

0,0

Paper products, publishing

0,1

0,1

0,1

Petroleum, coal products

-0,1

-0,1

-0,1

Chemical,rubber,plastic prods

0,0

-0,1

-0,1

Mineral products nec

0,0

0,0

0,0

Ferrous metals

0,0

-0,1

0,0

Metals nec

1,1

1,4

1,4

Metal products

-0,2

-0,4

-0,4

Motor vehicles and parts

-0,1

-0,1

-0,1

Transport equipment nec

0,8

1,1

1,3

Electronic equipment

-0,4

-0,5

-0,4

Machinery and equipment nec

0,1

0,1

0,0

Manufactures nec

0,0

-0,1

-0,2

Utilities

0,0

0,0

0,0

Construction

0,0

0,0

0,0

Trade

0,0

0,0

0,0

Transport

-0,1

-0,1

-0,1

Communication

-0,1

-0,2

-0,2

Financial services nec

-0,1

-0,1

-0,1

Insurance

-0,1

-0,1

-0,1

Business services nec

-0,1

0,0

0,0

Recreation and other services

0,0

0,0

0,0

Other services

0,0

0,0

0,0

Standard deviation

0,47

0,60

0,70
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Table A3.0.31

Short-Run percent change in India Producer Prices, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0,8

-0,7

-0,7

Vegetables, fruit, nuts

-1,0

-0,9

-0,9

Oil seeds

-0,9

-0,8

-0,8

Livestock

-0,8

-0,7

-0,7

Other agriculture

-0,9

-0,9

-0,9

Forestry

-0,4

-0,2

-0,1

Fishing

-0,5

0,3

0,4

Coal

-0,1

-0,2

-0,3

Oil

0,1

0,2

0,2

Gas

-0,2

-0,2

-0,2

Minerals nec

-1,3

-1,5

-1,5

Sugar

-0,4

-0,3

-0,2

Processed foods

0,1

0,5

0,7

Beverages and tobacco products

1,2

1,7

1,8

Textiles

-0,3

-0,1

0,0

Wearing apparel

-1,7

-1,7

-1,9

Leather products

-1,7

-1,9

-2,3

Wood products

0,2

0,5

0,7

Paper products, publishing

0,8

1,2

1,4

Petroleum, coal products

0,1

0,1

0,2

Chemical,rubber,plastic prods

-0,3

-0,2

-0,1

Mineral products nec

-1,5

-1,6

-1,6

Ferrous metals

-0,2

0,0

0,3

Metals nec

-0,9

-0,5

-0,3

Metal products

-0,4

-0,3

-0,1

Motor vehicles and parts

0,2

0,6

0,7

Transport equipment nec

0,4

0,8

1,0

Electronic equipment

-0,9

-0,9

-0,9

Machinery and equipment nec

-0,1

0,1

0,2

Manufactures nec

-0,1

0,1

0,2

Utilities

0,0

0,1

0,2

Construction

-0,4

-0,2

0,0

Trade

0,2

0,2

0,4

Transport

0,2

0,1

0,3

Communication

0,3

0,6

0,8

Financial services nec

0,5

1,1

1,3

Insurance

0,5

1,0

1,2

Business services nec

0,1

0,4

0,5

Recreation and other services

0,2

0,4

0,6

Other services

0,5

1,0

1,2

Standard deviation

0,66

0,82

0,90
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Table A3.0.32

Short-Run percent change in EU27 Producer Prices, by sector
experiment 1

460

experiment 2

experiment 3

Cereal grains nec

0,2

0,3

0,3

Vegetables, fruit, nuts

0,3

0,4

0,4

Oil seeds

0,2

0,2

0,3

Livestock

0,2

0,3

0,3

Other agriculture

0,3

0,4

0,4

Forestry

0,3

0,3

0,4

Fishing

0,3

0,4

0,5

Coal

0,0

0,0

0,0

Oil

0,1

0,2

0,2

Gas

-0,1

-0,1

-0,1

Minerals nec

1,2

1,3

1,3

Sugar

0,1

0,2

0,2

Processed foods

0,1

0,1

0,1

Beverages and tobacco products

0,0

0,0

0,0

Textiles

0,0

0,0

0,0

Wearing apparel

0,1

0,2

0,2

Leather products

0,2

0,3

0,3

Wood products

0,1

0,1

0,1

Paper products, publishing

0,0

0,1

0,1

Petroleum, coal products

0,1

0,2

0,2

Chemical,rubber,plastic prods

0,1

0,1

0,1

Mineral products nec

0,1

0,1

0,1

Ferrous metals

0,0

0,1

0,0

Metals nec

-0,1

-0,1

-0,1

Metal products

0,1

0,1

0,1

Motor vehicles and parts

0,1

0,1

0,1

Transport equipment nec

0,0

0,0

-0,1

Electronic equipment

0,1

0,1

0,1

Machinery and equipment nec

0,0

0,0

0,0

Manufactures nec

0,1

0,1

0,1

Utilities

0,0

0,0

0,0

Construction

0,1

0,1

0,1

Trade

0,1

0,1

0,1

Transport

0,1

0,1

0,1

Communication

0,1

0,1

0,1

Financial services nec

0,1

0,1

0,1

Insurance

0,1

0,1

0,1

Business services nec

0,1

0,1

0,1

Recreation and other services

0,1

0,1

0,1

Other services

0,1

0,1

0,1

Standard deviation

0,05

0,06

0,05
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Table A3.0.33

Long-Run percent change in India Producer Prices, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

0,0

0,4

0,6

Vegetables, fruit, nuts

-0,2

0,2

0,3

Oil seeds

0,0

0,4

0,6

Livestock

-0,1

0,2

0,3

Other agriculture

-0,2

0,1

0,2

Forestry

0,3

0,8

0,9

Fishing

2,3

4,2

4,7

Coal

0,7

0,8

0,8

Oil

0,3

0,5

0,6

Gas

-0,1

-0,2

-0,1

Minerals nec

-0,9

-1,0

-0,9

Sugar

0,0

0,4

0,6

Processed foods

0,5

1,0

1,2

Beverages and tobacco products

1,0

1,3

1,5

Textiles

-0,2

0,1

0,2

Wearing apparel

-1,6

-1,5

-1,6

Leather products

-1,9

-2,2

-2,6

Wood products

0,3

0,7

0,9

Paper products, publishing

0,5

0,8

0,9

Petroleum, coal products

-0,1

-0,1

-0,1

Chemical,rubber,plastic prods

-0,7

-0,7

-0,7

Mineral products nec

-1,6

-1,8

-1,7

Ferrous metals

-0,9

-1,0

-0,8

Metals nec

-1,7

-1,7

-1,5

Metal products

-1,0

-1,1

-1,0

Motor vehicles and parts

-0,3

-0,1

0,0

Transport equipment nec

0,2

0,6

0,8

Electronic equipment

-1,3

-1,6

-1,6

Machinery and equipment nec

-0,7

-0,8

-0,7

Manufactures nec

-0,2

0,0

0,1

Utilities

0,0

0,1

0,2

Construction

-0,4

-0,1

0,1

Trade

-0,1

-0,2

0,0

Transport

0,0

-0,1

0,1

Communication

-0,1

-0,1

0,1

Financial services nec

0,1

0,4

0,6

Insurance

0,1

0,4

0,5

Business services nec

0,1

0,3

0,5

Recreation and other services

0,1

0,4

0,5

Other services

0,4

0,9

1,0

Standard deviation

0,77

1,07

1,17
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Table A3.0.34

462

Long-Run percent change in EU27 Producer Prices, by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

0,2

0,3

0,3

Vegetables, fruit, nuts

0,3

0,3

0,4

Oil seeds

0,2

0,2

0,3

Livestock

0,2

0,3

0,3

Other agriculture

0,3

0,4

0,4

Forestry

0,3

0,4

0,4

Fishing

0,4

0,6

0,6

Coal

0,2

0,3

0,3

Oil

0,2

0,4

0,4

Gas

-0,4

-0,5

-0,5

Minerals nec

1,3

1,4

1,4

Sugar

0,1

0,2

0,2

Processed foods

0,1

0,1

0,1

Beverages and tobacco products

0,0

0,0

0,0

Textiles

0,0

0,0

0,0

Wearing apparel

0,1

0,1

0,2

Leather products

0,2

0,3

0,3

Wood products

0,1

0,1

0,1

Paper products, publishing

0,0

0,0

0,0

Petroleum, coal products

0,2

0,3

0,4

Chemical,rubber,plastic prods

0,1

0,1

0,1

Mineral products nec

0,1

0,1

0,1

Ferrous metals

0,1

0,1

0,1

Metals nec

0,0

-0,1

-0,1

Metal products

0,1

0,1

0,1

Motor vehicles and parts

0,1

0,1

0,1

Transport equipment nec

0,0

0,0

-0,1

Electronic equipment

0,1

0,1

0,1

Machinery and equipment nec

0,0

0,0

0,0

Manufactures nec

0,1

0,1

0,1

Utilities

0,1

0,1

0,1

Construction

0,1

0,1

0,1

Trade

0,1

0,1

0,1

Transport

0,1

0,1

0,1

Communication

0,1

0,1

0,1

Financial services nec

0,1

0,1

0,1

Insurance

0,1

0,1

0,1

Business services nec

0,1

0,1

0,1

Recreation and other services

0,1

0,1

0,1

Other services

0,1

0,1

0,1

Standard deviation

0,23

0,26

0,27
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Table A3.0.35

Short-Run percent change in Indian Imports, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

-3,9

-3,2

-3,0

Vegetables, fruit, nuts

3,8

5,2

5,4

Oil seeds

-3,3

-3,0

-2,8

Livestock

1,2

2,1

2,2

Other agriculture

5,9

8,0

9,2

Forestry

0,7

1,7

2,1

Fishing

3,9

6,7

7,7

Coal

0,1

-0,2

-0,5

Oil

0,1

0,3

0,4

Gas

-0,7

-1,4

-1,3

Minerals nec

2,7

2,4

2,3

Sugar

7,2

10,7

11,2

Processed foods

27,8

37,2

40,2

Beverages and tobacco products

37,7

46,8

47,9

Textiles

8,1

11,9

13,7

Wearing apparel

2,6

5,5

5,9

Leather products

17,1

23,0

24,9

Wood products

9,7

12,6

13,2

Paper products, publishing

29,9

37,7

38,6

Petroleum, coal products

1,2

1,5

1,6

Chemical,rubber,plastic prods

13,4

17,3

19,3

Mineral products nec

4,9

5,9

6,1

Ferrous metals

21,2

27,1

28,4

Metals nec

-0,7

0,8

1,5

Metal products

12,3

16,9

18,5

Motor vehicles and parts

33,7

42,9

47,0

Transport equipment nec

14,9

20,8

24,1

Electronic equipment

-1,6

-0,7

0,0

Machinery and equipment nec

33,9

43,1

47,7

Manufactures nec

6,0

8,4

10,0

Utilities

6,1

18,2

18,3

Construction

4,4

15,7

16,3

Trade

4,9

12,0

12,8

Transport

2,6

6,7

7,1

Communication

3,3

8,9

9,2

Financial services nec

7,5

21,4

21,8

Insurance

7,0

19,4

19,9

Business services nec

-0,4

-6,1

-5,9

Recreation and other services

5,8

16,9

17,3

Other services

3,5

9,0

9,8

Standard deviation

10,75

13,66

14,47
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Table A3.0.36

464

Short-Run percent change in EU27 Imports, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

0,6

0,8

0,9

Vegetables, fruit, nuts

0,4

0,5

0,6

Oil seeds

0,4

0,5

0,6

Livestock

0,4

0,5

0,5

Other agriculture

0,7

0,9

1,0

Forestry

0,5

0,7

0,7

Fishing

0,4

0,6

0,6

Coal

0,1

0,1

0,1

Oil

0,1

0,1

0,2

Gas

-0,1

0,0

0,0

Minerals nec

1,1

1,2

1,2

Sugar

0,3

0,5

0,5

Processed foods

0,3

0,3

0,4

Beverages and tobacco products

0,0

0,1

0,1

Textiles

0,2

0,3

0,3

Wearing apparel

0,9

1,1

1,2

Leather products

0,8

1,1

1,3

Wood products

0,2

0,2

0,2

Paper products, publishing

0,1

0,2

0,2

Petroleum, coal products

0,1

0,2

0,2

Chemical,rubber,plastic prods

0,2

0,2

0,2

Mineral products nec

0,3

0,4

0,4

Ferrous metals

0,2

0,3

0,3

Metals nec

0,1

0,1

0,1

Metal products

0,5

0,8

0,7

Motor vehicles and parts

0,1

0,1

0,2

Transport equipment nec

0,1

0,1

0,1

Electronic equipment

0,1

0,2

0,2

Machinery and equipment nec

0,1

0,2

0,2

Manufactures nec

0,5

0,8

1,0

Utilities

0,2

0,2

0,2

Construction

0,4

0,5

0,5

Trade

0,3

0,5

0,5

Transport

0,4

0,6

0,6

Communication

0,7

1,7

1,7

Financial services nec

0,4

0,8

0,8

Insurance

0,4

0,9

0,9

Business services nec

0,4

0,7

0,7

Recreation and other services

0,3

0,3

0,4

Other services

0,4

0,6

0,6

Standard deviation

0,25

0,37

0,39
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Table A3.0.37

Long-Run percent change in Indian Imports, value by sector
experiment 1

experiment 2

experiment 3

Cereal grains nec

0,9

3,8

4,7

Vegetables, fruit, nuts

6,2

8,7

9,3

Oil seeds

0,9

3,1

3,9

Livestock

3,5

5,5

6,0

Other agriculture

9,5

13,1

14,8

Forestry

3,5

5,8

6,5

Fishing

10,6

16,6

18,6

Coal

3,0

3,9

4,0

Oil

1,3

1,9

2,1

Gas

3,6

4,8

5,4

Minerals nec

3,8

4,0

4,0

Sugar

8,8

12,9

13,8

Processed foods

27,5

36,8

39,8

Beverages and tobacco products

34,2

41,8

42,9

Textiles

9,0

13,3

15,2

Wearing apparel

3,9

7,5

8,2

Leather products

15,6

20,7

22,4

Wood products

11,4

15,0

15,8

Paper products, publishing

28,6

35,7

36,6

Petroleum, coal products

1,2

1,5

1,6

Chemical,rubber,plastic prods

11,9

15,2

16,9

Mineral products nec

5,6

7,0

7,3

Ferrous metals

17,9

22,3

23,2

Metals nec

-1,5

-0,4

0,4

Metal products

9,2

12,4

13,6

Motor vehicles and parts

30,3

37,8

41,4

Transport equipment nec

14,3

19,9

23,1

Electronic equipment

-3,6

-3,5

-3,0

Machinery and equipment nec

30,4

38,0

42,0

Manufactures nec

6,0

8,7

10,4

Utilities

6,6

19,0

19,1

Construction

4,6

16,0

16,7

Trade

4,1

11,2

11,9

Transport

2,8

7,1

7,5

Communication

3,3

9,0

9,2

Financial services nec

6,9

20,4

20,8

Insurance

6,3

18,5

18,9

Business services nec

0,5

-3,1

-2,8

Recreation and other services

6,0

17,3

17,7

Other services

4,0

9,6

10,5

Standard deviation

9,35

11,51

12,15
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Table A3.0.38

Long-Run percent change in EU27 Imports, value by sector
experiment 1

466

experiment 2

experiment 3

Cereal grains nec

0,6

0,7

0,8

Vegetables, fruit, nuts

0,4

0,5

0,5

Oil seeds

0,4

0,5

0,5

Livestock

0,4

0,5

0,5

Other agriculture

0,7

0,9

1,0

Forestry

0,5

0,7

0,7

Fishing

0,5

0,7

0,7

Coal

0,2

0,3

0,3

Oil

0,2

0,2

0,2

Gas

-0,3

-0,4

-0,4

Minerals nec

1,2

1,2

1,2

Sugar

0,3

0,4

0,4

Processed foods

0,2

0,3

0,3

Beverages and tobacco products

0,0

0,0

0,0

Textiles

0,2

0,3

0,3

Wearing apparel

0,8

0,9

1,0

Leather products

0,8

1,1

1,3

Wood products

0,1

0,1

0,1

Paper products, publishing

0,1

0,1

0,1

Petroleum, coal products

0,3

0,4

0,4

Chemical,rubber,plastic prods

0,1

0,2

0,2

Mineral products nec

0,3

0,4

0,4

Ferrous metals

0,2

0,3

0,3

Metals nec

0,0

0,0

0,0

Metal products

0,6

0,9

0,8

Motor vehicles and parts

0,1

0,1

0,1

Transport equipment nec

0,1

0,1

0,1

Electronic equipment

0,1

0,1

0,1

Machinery and equipment nec

0,1

0,2

0,2

Manufactures nec

0,5

0,7

0,9

Utilities

0,2

0,2

0,2

Construction

0,3

0,4

0,4

Trade

0,3

0,4

0,4

Transport

0,4

0,6

0,7

Communication

0,6

1,5

1,5

Financial services nec

0,3

0,7

0,7

Insurance

0,4

0,8

0,9

Business services nec

0,3

0,6

0,6

Recreation and other services

0,2

0,3

0,3

Other services

0,3

0,4

0,4

Standard deviation

0,26

0,37

0,39
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Table A3.0.39

Environmentally sensitive sectors (% change in activity/resource usage)
India – Short - run
experiment 1

experiment 2

experiment 3

Cereal grains nec

-0.1

-0.1

-0.1

Vegetables, fruit, nuts

-0.4

-0.5

-0.5

Oil seeds

-0.2

-0.3

-0.3

Livestock

-0.3

-0.4

-0.4

Other agriculture

-0.3

-0.4

-0.4

Forestry

-0.3

-0.4

-0.4

Fishing

0.0

0.0

0.0

experiment 1

experiment 2

experiment 3

0.1

0.1

0.2

India – Long-run

Cereal grains nec
Vegetables, fruit, nuts

-0.3

-0.4

-0.4

Oil seeds

0.0

0.1

0.1

Livestock

-0.2

-0.2

-0.2

Other agriculture

-0.3

-0.5

-0.6

Forestry

-0.1

-0.2

-0.2

Fishing

0.0

0.1

0.1

experiment 1

experiment 2

experiment 3

-0.2

-0.2

-0.2

0.2

0.2

0.2

Oil seeds

-0.2

-0.2

-0.2

Livestock

0.1

0.1

0.1

Other agriculture

0.4

0.5

0.6

EU – Short-run

Cereal grains nec
Vegetables, fruit, nuts

Forestry

0.1

0.1

0.1

Fishing

0.0

0.0

0.1

experiment 1

experiment 2

experiment 3

-0.1

-0.2

-0.2

EU Long-run

Cereal grains nec
Vegetables, fruit, nuts

0.2

0.2

0.2

Oil seeds

-0.1

-0.2

-0.2

Livestock

0.1

0.1

0.1

Other agriculture

0.4

0.6

0.6

Forestry

0.1

0.1

0.1

Fishing

0.0

0.1

0.1
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Annex V: The Computational Model

1. Introduction
This annex provides an overview of the basic structure of the global CGE model
employed for our assessment of an EU-India FTA.. The model is based on Francois, van
Meijl, and van Tongeren (2005) and is implemented in GEMPACK -- a software package
designed for solving large applied general equilibrium models. The reader can download
and replicate our results, but will need access to GEMPACK to make modifications to the
code or data. The model is solved as an explicit non-linear system of equations, through
techniques described by Harrison and Pearson (1994). More information can be obtained
at the following URL -- http://www.monash.edu.au/policy/gempack.htm. The reader is
referred to Hertel (1996) for a detailed discussion of the basic algebraic model structure
represented by the GEMPACK code. While this appendix provides a broad overview of
the model, detailed discussion of mathematical structure is limited to added features,
beyond the standard GTAP structure covered in that document.
The model is a standard multi-region computable general equilibrium (CGE) model, with
important features related to the structure of competition (as described by Francois and
Roland-Holst 1997). Imperfect competition features are described in detail in Francois
(1998:). Social accounting data are based on the most recent Version 6.2 of the GTAP
dataset (www.gtap.org). It also includes investment mechanisms as described by
Francois, McDonald and Nordstrom (1996).

2. General structure
The general conceptual structure of a regional economy in the model is as follows.
Within each region, firms produce output, employing land, labour, capital, and natural
resources and combining these with intermediate inputs. Firm output is purchased by
consumers, government, the investment sector, and by other firms. Firm output can also
be sold for export. Land is only employed in the agricultural sectors, while capital and
labour (both skilled and unskilled) are mobile between all production sectors. Capital is
fully mobile within regions.
All demand sources combine imports with domestic goods to produce a composite good.
In constant returns sectors, these are Armington composites. In increasing returns
sectors, these are composites of firm-differentiated goods. Relevant substitution and trade
elasticities are presented in Appendix Table 1.
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3. Taxes and policy variables
Taxes are included in the theory of the model at several levels. Production taxes are
placed on intermediate or primary inputs, or on output. Some trade taxes are modelled at
the border. Additional internal taxes can be placed on domestic or imported intermediate
inputs, and may be applied at differential rates that discriminate against imports. Where
relevant, taxes are also placed on exports, and on primary factor income. Finally, where
relevant (as indicated by social accounting data) taxes are placed on final consumption,
and can be applied differentially to consumption of domestic and imported goods.
Trade policy instruments are represented as import or export taxes/subsidies. This
includes applied most-favoured nation (mfn) tariffs, antidumping duties, countervailing
duties, price undertakings, export quotas, and other trade restrictions. The major
exception is service-sector trading costs, which are discussed in the next section. The full
set of tariff vectors are based on WTO tariff schedules, combined with possible Doha and
regional initiatives as specified by the Commission during this project, augmented with
data on trade preferences. The set of services trade barrier estimates is described below.

4. Trade and transportation costs and services barriers
International trade is modelled as a process that explicitly involves trading costs, which
include both trade and transportation services. These trading costs reflect the transaction
costs involved in international trade, as well as the physical activity of transportation
itself. Those trading costs related to international movement of goods and related logistic
services are met by composite services purchased from a global trade services sector,
where the composite "international trade services" activity is produced as a CobbDouglas composite of regional exports of trade and transport service exports. Trade-cost
margins are based on reconciled f.o.b. and c.i.f. trade data, as reported in version 6.2 of
the GTAP dataset.
A second form of trade costs is known in the literature as frictional trading costs. These
are implemented in the service sector. They represent real resource costs associated with
producing a service for sale in an export market instead of the domestic market.
Conceptually, we have implemented a linear transformation technology between
domestic and export services. This technology is represented in Annex Figure 1. The
straight line AB indicates, given the resources necessary to produce a unit of services for
the domestic market, the feasible amount that can instead be produced for export using
those same resources. If there are not frictional barriers to trade in services, this line has
slope -1. This free-trade case is represented by the line AC. As we reduce trading costs,
the linear transformation line converges on the free trade line, as indicated in the figure.
The basic methodology for estimation of services barriers involves the estimation of a
bilateral gravity equation as discussed in Francois, Hoekman, and Woerz (2007, 2008).
Working from these estimates, and as reported in Annex Table A-2, we have estimates of
the trade impact of the EU single market on intra-EU trade. We take this as an upper
bound on estimated trade effects. From the EU coefficient in the table, we estimate a
trade expansion effect, if India-EU trade receives the same market access conditions as
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intra-EU services trade, of approximately 40%. This is discussed further in the main text
of the report. In our view this is a substantial improvement on the approach in Francois,
van Meijl and van Tongeren (2005)

5. The composite household and final demand structure
Final demand is determined by an upper-tier Cobb-Douglas preference function, which
allocates income in fixed shares to current consumption, investment, and government
services. This yields a fixed savings rate. Government services are produced by a
Leontief technology, with household/government transfers being endogenous. The lowertier nest for current consumption is also specified as a Cobb-Douglas. The regional
capital markets adjust so that changes in savings match changes in regional investment
expenditures. (Note that the Cobb-Douglas demand function is a special case of the CDE
demand function employed in the standard GTAP model code. It is implemented through
GEMPACK parameter files.)

6. Market Structure
6.1 Demand for imports: Armington sectors
The basic structure of demand in constant returns sectors is Armington preferences. In
Armington sectors, goods are differentiated by country of origin, and the similarity of
goods from different regions is measured by the elasticity of substitution. Formally,
within a particular region, we assume that demand goods from different regions are
aggregated into a composite import according to the following CES function:

(1)

q

M
j ,r

⎡R
ρ ⎤
= ⎢∑α j ,i ,r M j ,ij,r ⎥
⎣ i =1
⎦

1/ ρ j

In equation (1), Mj,i,r is the quantity of Mj from region i consumed in region r. The
elasticity of substitution between varieties from different regions is then equal to σMj ,
where σMj=1/(1-ρj). Composite imports are combined with the domestic good qD in a
second CES nest, yielding the Armington composite q.
(2)

( )

q j,r = ⎡ Ω j.M .r q Mj,r
⎣

βj

( )

+ Ω j, D,r q Dj,r

βj

1/ β j

⎤
⎦

The elasticity of substitution between the domestic good and composite imports is then
equal to σDj, where σDj=1/(1-βj). At the same time, from the first order conditions, the
demand for import Mj,i,r can then be shown to equal
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(3)

M j,i,r

⎡ α j,i,r ⎤
=⎢
⎥
⎢⎣ Pj,i,r ⎥⎦

σ im

⎡ α j,i,r ⎤
=⎢
⎥
⎢⎣ Pj,i,r ⎥⎦

σM
j

−1

⎡ R σ Mj 1− σ Mj ⎤
M
⎢ ∑ α j,i,r Pj,i,r ⎥ E j,r
⎣ i =1
⎦

(P )

M
M σ j −1
j,r

M
E j,r

where EM j,r represents expenditures on imports in region r on the sector j Armington
composite. In practice, the two nests can be collapsed, so that imports compete directly
with each other and with the corresponding domestic product. This implies that the
substitution elasticities in equations (2) and (3) are equal. (These elasticities are reported
in Annex Table 1).
6.2 Imperfect competition
As indicated in Annex Table 1, we model manufacturing sectors and service sectors as
being imperfectly competitive. The approach we follow has been used in the Michigan
and the WTO assessment of the Uruguay Round. Recent model testing work indicates
that this approach works “best” vis-à-vis Armington models, when tracked against actual
trade patterns. (See Fox 1999, who uses the U.S.-Canada FTA as a natural experiment
for model testing).
Formally, within a region r, we assume that demand for differentiated intermediate
products belonging to sector j can be derived from the following CES function, which is
now indexed over firms or varieties instead of over regions. We have

(4)

q j ,r

⎡n
Γ ⎤
= ⎢∑ γ j ,i ,r X j ,ji ,r ⎥
⎣ i =1
⎦

1/ Γj

where γj,i,r is the demand share preference parameter, Xj,i,r is demand for variety i of
product j in region r, and σj = 1/(1-Γj) is the elasticity of substitution between any two
varieties of the good. Note that we can interpret q as the output of a constant returns
assembly process, where the resulting composite product enters consumption and/or
production. Equation (4) could therefore be interpreted as representing an assembly
function embedded in the production technology of firms that use intermediates in
production of final goods, and alternatively as representing a CES aggregator implicit in
consumer utility functions. In the literature, and in our model, both cases are specified
with the same functional form. While we have technically dropped the Armington
assumption by allowing firms to differentiate products, the vector of γ parameters still
provides a partial geographic anchor for production. (Francois and Roland-Holst 1997,
Francois 1998).
Globally, firms in different regions compete directly. These firms are assumed to exhibit
monopolistically competitive behaviour. This means that individual firms produce
unique varieties of good or service j, and hence are monopolists within their chosen
market niche. Given the demand for variety, reflected in equation (6), the demand for
each variety is less than perfectly elastic. However, while firms are thus able to price as
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monopolists, free entry (at least in the long-run) drives their economic profits to zero, so
that pricing is at average cost. The joint assumptions of average cost pricing and
monopoly pricing, under Bertrand behaviour, imply the following conditions for each
firm fi in region i:

(5)

ζ

R

j, f i

=∑
r=1

(6)

σ
X j, f i , r ⎛⎜ n ⎛ α j, k, r ⎞
⎟
∑⎜
X j, f i ⎜⎝ k =1 ⎜⎝ α j, f i , r ⎟⎠

j

⎛ P j, k, r ⎞
⎟
⎜
⎜P ⎟
⎝ j, f, r ⎠

1−σ

j

⎞
⎟
⎟
⎠

−1

P f, i = AC f, i

The elasticity of demand for each firm fi will be defined by the following conditions.

= σ j + (1 − σ j ) ζ

(7)

ε

(8)

1
P f, i MC f, i
=
ε f, i
P f, i

j, f, i

j, f, i

In a fully symmetric equilibrium, we would have ζ=n-1. However, the calibrated model
includes CES weights γ , in each regional CES aggregation function, that will vary for
firms from different regions. Under these conditions, ζ is a quantity weighted measure
of market share. To close the system for regional production, we index total resource
costs for sector j in region i by the resource index Z. Full employment of resources hired
by firms in the sector j in region i then implies the following condition.
ni

(9)

Z j, i = ∑ TC j, i, f
f =1

Cost functions for individual firms are defined as follows:
(10)

C( x j, i ) = ( a j, i + b j, i x j, i ) P Z j,i

This specification of monopolistic competition is implemented under the “large group”
assumption, which means that firms treat the variable n as "large", so that the perceived
elasticity of demand equals the elasticity of substitution. The relevant set of equations
then collapses to the following:
1
R

q j, r = [

∑γ

j ,i , r

x

Γj
j ,i , r

]

Γj

i=1

(11)

γ j ,i , r = α j, i, r n j, i 0

1− Γ j

(1− Γ j )/ Γ j

⎛ n j, i ⎞
⎟
x j ,i , r = ⎜⎜
⎟
⎝ n j, i 0 ⎠

X j, i, r
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(1− ρ j )/ ρ

(12)

⎛ Z j, i 1 ⎞
⎟
x j ,i = ⎜⎜
⎟
Z
j,
i
0
⎝
⎠

j

X j, i

In equation (12), n0 denotes the number of firms in the benchmark. Through calibration,
the initial CES weights in equation (12) include the valuation of variety. As a result, the
reduced form exhibits external scale effects, determined by changes in variety based on
firm entry and exit, and determined by the substitution and scale elasticities.
6.3 Mark-ups
Scale elasticities, based on our average markup estimates, are reported in the Annex
Table 1. The starting point for these is recent estimated price-cost markups from the
OECD (Martins, Scarpetta, and Pilat 1996). These provide estimates of markups, based
on methods pioneered by Hall (1988) and Roeger (1995). The Martins et al paper
provides an overview of the recent empirical literature. We have supplemented these
with price-cost markups estimated, given our theoretical structure, from the set of GTAP
Armington elasticities, and also from estimates reported in Antweiler and Trefler (2002).

7. Aggregation scheme
The basic aggregation scheme for the model is presented in Annex Tables 1 and 3.

8. Dynamics
The long-run closure is based on Francois et al (1996, 1997) and links capital stocks to
long-run (stead-state) changes in investment in response to changes in incomes and
returns to investment. The long-run closure provides an assessment of the impact that
policy changes under the fta will have on capital stocks and hence induced expansion (or
contraction) of the economy over a longer time horizon following FTA implementation.

9. Annex: Table 1
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Model Paramaters and Market Structure
Elasticity of
substitution in
value added
Cereal grains nec
0.2
Vegetables, fruit, nuts
0.2
Oil seeds
0.2
Livestock
0.2
Other agriculture
0.2
Forestry
0.2
Fishing
0.2
Coal
0.1
Oil
0.1
Gas
0.1
Minerals nec
0.2
Sugar
0.7
Processed foods
1.0
Beverages and tobacco products
1.1
Textiles
1.3
Wearing apparel
1.3
Leather products
1.3
Wood products
1.3
Paper products, publishing
1.3
Petroleum, coal products
1.3
Chemical,rubber,plastic prods
1.3
Mineral products nec
1.3
Ferrous metals
1.3
Metals nec
1.3
Metal products
1.3
Motor vehicles and parts
1.3
Transport equipment nec
1.3
Electronic equipment
1.3
Machinery and equipment nec
1.3
Manufactures nec
1.3
Utilities
1.3
Construction
1.4
Trade
1.7
Transport
1.7
Communication
1.3
Financial services nec
1.3
Insurance
1.3
Business services nec
1.3
Recreation and other services
1.3
Other services
1.3
MC: monopolistic competition
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Trade
Substitution
Elasticity
5.9
3.7
4.9
4.0
5.5
5.0
2.5
6.1
10.4
34.4
1.8
5.4
5.6
2.3
7.5
7.4
8.1
6.8
5.9
4.2
6.6
5.8
5.9
8.4
7.5
5.6
8.6
8.8
8.1
7.5
7.2
7.2
7.2
7.2
7.2
7.2
7.2
7.2
7.2
7.2

Sector
Structure
Armington
Armington
Armington
Armington
Armington
Armington
Armington
Armington
Armington
Armington
Armington
Armington
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
MC
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10. Annex: Table 2
Panel Estimates, Trade in Services (bilateral total trade 1994-2005)
GEE
population
Fixed Effect
averaged
regression
estimator
coefficient
-1.127
-(58.03)

-1.120
-(67.61)

3.327
(6.91)

0.148
(2.41)

log(GDP)

-2.648
-(5.28)

0.758
(13.86)

log(total FDI stock)

-.0369
-(2.97)

-0.025
-(2.12)

current account (% GDP)

-0.554
-(1.35)

-0.050
-(0.14)

common language

0.712
(15.71)

0.725
(17.11)

common border

0.634
(11.38)

0.637
(14.79)

intra-EU trade dummy

0.326
(7.12)

0.304
(7.47)

number of observations

13,538

13,538

log(distance)
log(per-capita income)

model robustness
R-squared

F = 541.40 Wald chi2(89)
(152,13385) = 46890.21
0.8511

note: data are from Francois et al (2008), "Data on International Trade and
FDI in Services," IIDE and wiiw. Estimates are taken from (unpublished)
updates to Francois, Hoekman, and Woerz (2008), "Does Gravity Apply to
Nontangibles? Estimates of Trade and FDI Openness in Services." These
regressions are for a sample of "total" (BOP category 200) trade in services at
the bilateral level. Bilateral terms (distance, FTA dummies, language,
common border) are robust to treatment of group effects in regressions.
Meaning and interpretation of group (country) specific variables like GDP
depend on the estimator employed.
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11. Annex: Figure 1
Trading Costs in the Service Sector

S domestic

A

B
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C

S export
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Annex VI: Poverty analysis specifications

Weights
Rural
Cultivator
Agricultural labour
Artisan
Rural Other

32.98
31.18
18.43
17.41

Urban
Urban farmer
Non-Agricultural self employed
Urban Salary
Urban Casual labour
Urban Other

100
4.27
23.7
54.93
11.57
5.53

Weight is based on household consumption pattern at the poverty line.
Source:Pradhan, B.K. and P.K. Roy (2003), The well-being of Indian households, MIMAP-India Survey Report, New Delhi: Tata
McGraw-Hill Publishing Company Limited.

Poverty line: based on per capita poverty consumption in 30 days (year 2004-05)
Rural: 356.30 (Rupees) 6.86 (Euro)
Urban: 538.60 (Rupees) 10.37 (Euro)
All India: 461.54 (Rupess) 8.88 (Euro)
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