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Abstract 

India, a staunch votary of WTO-led multilateralism, has recently started engaging bilaterally and regionally with its 

trade partners. However, many analysts contend that the coverage and depth of India’s bilateral and regional 

trade engagements are rather shallow and not really WTO-plus as claimed. Researchers also find that India’s trade 

agreements are sparsely utilised by traders. 

In view of the lack of progress in the WTO Doha negotiations, it might be interesting to assess the economic/ 

commercial significance of India’s bilateral and regional trade agreements. In doing so, this paper proposes an 

analysis of the political economy of India’s external trade policy and trade agreements, in evaluating the economic 

significance of existing and proposed FTAs by India vis-à-vis its multilateral trade engagement. 

The paper underlines that most of India’s libersalisation has been unilateral, and given the country’s particular 

federal democratic system of governance, market-led liberalisation has a better chance of passing popular censure 

when compared to negotiated and statute-enforced market opening. This further helps to counter sectoral lobby 

group influences and related competitiveness concerns, also balancing business perspectives with political 

economy considerations in the interest of promoting growth, equity and domestic employment. This has 

important ramifications for the negotiation approach and strategy of EU DG-Trade vis-à-vis India.  
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1  Introduction  

India, a staunch votary of WTO-led multilateralism, has only recently started to engage bilaterally and 

regionally with its trade partners. India signed its first bilateral free trade agreement (FTA) with Sri Lanka 

on 28th December 1998, which was a goods-only agreement; a comprehensive goods and services 

agreement is under negotiation. As on date, India has in force (as notified to the WTO) 13 FTAs with 

different trade partners/blocks of varying depths of engagement across different sectors, and is in the 

process of negotiating several others, including with developed economies like the EU, US, Canada and 

Australia-New Zealand. This is likely to rise further as the country is becoming increasingly ambitious in 

negotiating trade deals. In addition, India has also signed transit trade and bilateral investment treaties 

with many other countries, which also facilitate its economic and trade relations with partner countries.  

However, many economists contend that the coverage and depth of India’s bilateral and regional trade 

engagements are rather shallow and not really WTO-plus as claimed, in particular the earlier 

agreements; India’s FTAs are said to be quite liberalising when it comes to trade in goods, but quite thin 

and vague in services as well as in new issues when compared to most agreements formed in the 

Americas or across the Pacific2. Researchers also find that India’s trade agreements are sparsely utilised 

by the traders; on an average, India’s share of trade with its FTA partners relative to the economy’s 

trade with the world (percent of total trade), rose from around 6 percent in 2000 to around 23 percent 

in 20083. For example, it is estimated that the most used FTA with Sri Lanka had an effective utilisation 

rate of only 11 percent in 2009, largely because of the complexity and administrative difficulties in 

meeting rules of origin (RoO) norms and business persons preference for GSP rather than the FTA4. But 

recent research in Sri Lanka's Institute of Policy Studies5 show that on average only 30 percent Indian 

exports coming to Sri Lanka under the FTA are under the FTA, compared to 70 percent of Sri Lanka's 

exports to India, partly due to a surge in petroleum trade, which is outside the FTA. The findings on the 

                                                           
2
 Evaluating the depth of given FTAs against best practices is however difficult as there is no internationally-

accepted methodology for assessment. Assessing compatibilities between regional and global rules in different 

FTAs is another difficult exercise. However, it must be noted that the more recent FTA negotiations of India are 

high in ambition and depth/coverage of sectors, viz. with South Korea and Japan. Ganeshan Wignaraja, 2012, 

‘Deep integration in free trade agreements in China and India’, VoxEU 4 July post; accessed online at: 

http://www.voxeu.org/article/deep-integration-free-trade-agreements-china-and-india  

3
 Masahiro Kawai and Ganeshan Wignaraja, 2010, Asian FTAs: Trends, Prospects, and Challenges’, ADB Economics 

Working Paper Series No. 226. 

4
 Sejuti Jha, 2011, ‘Utility of Regional Trade Agreements: Experience from India’s Regionalism’, UNESCAP ARTNeT 

Working Paper Series No. 99, April;  accessed online at: http://www.unescap.org/tid/artnet/pub/wp9911.pdf  

5
 Sri Lanka's exports to India have surged six fold under the FTA, with the number of items going up four fold; the 

import-export ratio, 10 to 1 when the FTA was signed, has reduced to 6 to 1 in the decade since. Saman Kelegama, 

2013, quoted in Lank Business Online (LBO), ‘Sri Lanka exports to India surge after free trade agreement’, 16 May; 

accessed online at: http://www.lankabusinessonline.com/news/sri-lanka-exports-to-india-surge-after-free-trade-

agreement/683620189  

http://www.voxeu.org/article/deep-integration-free-trade-agreements-china-and-india
http://www.unescap.org/tid/artnet/pub/wp9911.pdf
http://www.lankabusinessonline.com/news/sri-lanka-exports-to-india-surge-after-free-trade-agreement/683620189
http://www.lankabusinessonline.com/news/sri-lanka-exports-to-india-surge-after-free-trade-agreement/683620189
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impact of FTAs on the different sectors also indicate significant trade diversion and mixed outcomes for 

constituents, which are functions of the quality of institutions in the country and efficiency of the 

regulatory environment, and which could be another reason for India’s preference for the multilateral 

non-preferential trade over FTAs.  

On the other hand, with the lack of progress in the WTO Doha Round of multilateral trade negotiations, 

most major trading nations have re-embraced regionalism with gusto, in an attempt to keep up the 

momentum of trade liberalisation. The new wave of mega-regionals6 has de facto taken up the 

responsibility of establishing global trade rules befitting the new century trade concerns which the 12 

year-old somnambulant Doha Round is deemed unable to address. In an era of creeping protectionism7 

in trade prompted by weak economic prospects and facilitated by a change in the nature of 

contemporary trade policies, which, it is argued, have increasingly tended towards “murky” measures, it 

is widely felt that vigorous regionalism could be a way forward in deepening trade liberalisation 

between participating member countries. These deep regional agreements are expected to generate 

new momentum for liberalisation and provide a boost to trade and economic growth in particular in the 

participating developed member countries, as well as reinforce their global influence as international 

standard- and rule-setters8.  

While India is largely in the periphery of these mega-regional negotiations, being a part of only one 

among the three, it has unilaterally stepped up its bilateral and regional trade and investment 

engagements since the latter part of the last decade. This is not a reaction to the 2008 crisis-induced rise 

in global protectionism or even frustration due to the delay in concluding the Doha Round; India, like 

other major Asian economies, is increasingly adopting a multi-track trade policy of multilateralism and 

regionalism, to boost ties with its trade partners. Thus it is interesting to assess the net commercial 

significance of India’s FTAs (existing and proposed) vis-à-vis its multilateral trade activities, based on an 

analysis of the political economy of India’s external trade policy and trade agreements.  

                                                           
6
 Viz. the negotiations on Regional Comprehensive Economic Partnership (RCEP or the ASEAN+6), the US-led Trans-

Pacific Partnership (TPP), and the Transatlantic Trade and Investment Partnership (TTIP). In the earlier phase, EU, 

ASEAN, NAFTA and Mercosur were all part of a larger politico-strategic commitment to regionalism that used trade 

policy to ensure that the overall competitive strengths of the region were maximised. 

7
 All the global trade watchdogs share the concern that the sluggish global economic recovery increases the risk 

that governments might resort to trade-restrictive policies, although a comparison of recent and longer-term 

trends in trade protectionism based on World Bank’s Temporary Trade Barriers Database suggests that the rate of 

implementation of trade-restrictive measures has not accelerated since the financial crisis, compared with the pre-

crisis period; protectionist activity has, in fact, reverted to its longer-term trend. ECB Monthly Bulletin, July 2013, 

‘Is there a risk of a creeping rise in trade protectionism?’;  accessed online at: 

http://www.ecb.europa.eu/pub/pdf/other/art2_mb201307en_pp87-97en.pdf  

8
 Some trade policy experts like Joseph Stiglitz and Patrick Messerlin however contend that these regional 

negotiations are “not about establishing a true free-trade system. Instead, the goal is a managed trade regime – 

managed, that is, to serve the special interests that have long dominated trade policy in the West” and a strategy 

to “bypass the WTO’s consensus structure and write the rules of ‘WTO version 2.0’”. 

http://www.ecb.europa.eu/pub/pdf/other/art2_mb201307en_pp87-97en.pdf
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1.1  Research Methodology and Plan of Paper  

The analysis in this paper will assess the coverage and depth of trade and investment liberalisation in 

the different FTAs signed by India, by evaluating their performance in all the three pillars of market 

access, namely agriculture, industrial products and services, and comparing the same with openness 

under the GATT-WTO regime. This will help to evaluate the contention that India’s FTAs are ‘trade-light’ 

foreign policy instruments. The paper will then contextualise this evidence in the country’s past and 

current politico-economic and strategic approach to trade liberalisation and trade negotiations, and 

draw lessons and assess the net potential gains for both trade partners from the ongoing EU-India FTA 

negotiations. 

Section 2 presents and discusses the findings on India’s FTA coverage and its commercial/economic 

significance for business stakeholders, followed by a discussion of the political economy of India’s trade 

policy motivations and recent strategy in Section 3, putting the recent trends in trade policy into 

historical perspective. In view of the very recent nature of most of India’s more comprehensive FTAs, 

this paper will base its conclusions on qualitative analysis. The final section draws lessons from the 

above for the ongoing EU-India FTA negotiations.  

2  An Analysis of India’s FTAs – Coverage and Significance for Business 

As discussed before, India has in force 13 FTAs plus it is signatory to the Global System of Trade 

Preferences among Developing Countries (GSTP). However, the spurt in India’s FTA activities has come 

only after the onset of the financial crisis. As mentioned earlier, India implemented it’s first goods-only 

FTA with Sri Lanka in 2000; all its earlier bilateral and regional engagements were in the nature of trade-

transit treaties. India’s first comprehensive FTA (covering commitments in goods, services, investment 

and new issues) was with Singapore, which came into force in August-2005. Since then, India has striven 

to negotiate comprehensive FTAs with its major trade partners; in particular, including more liberal 

movement of professional service providers (Mode 4) has been a key element of all its newer FTAs. 

However, as on date, only 4 out of the 13 have coverage going beyond goods, namely the 

comprehensive economic partnership agreements (CEPAs) with Singapore, South Korea, Malaysia and 

Japan. In addition to liberalisation in traded service sectors, these agreements also have deeper 

commitments vis-à-vis foreign investment access, competition policy, implicit commitments on better 

market access under government procurement and other related economic cooperation issues, 

including trade facilitation.   

A detailed analysis of India’s FTAs by the Asian Development Bank9 indicate that India’s agreements 

varies greatly from deep to shallow FTAs, with the more recent FTAs are deeper than earlier 

agreements. These have a relatively rapid approach to tariff liberalisation, comprehensively cover 

services, and cover three or four new issues. On the speed of tariff liberalisation, only five (39 percent) 

                                                           
9
 Ganeshan Wignaraja, 2012, ‘PRC and India: Pursuing the Same Approach to Free Trade Agreements?’, Asia 

Pathways, ADBI;  accessed online at: http://www.asiapathways-adbi.org/2012/10/prc-and-india-pursuing-the-

same-approach-to-free-trade-agreements/   

http://www.asiapathways-adbi.org/2012/10/prc-and-india-pursuing-the-same-approach-to-free-trade-agreements/
http://www.asiapathways-adbi.org/2012/10/prc-and-india-pursuing-the-same-approach-to-free-trade-agreements/
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of India’s FTAs have a relatively rapid approach to tariff liberalisation. On services coverage, India is 

making progress. India’s FTAs with major East Asian economies (Japan, Korea, and Singapore) provide 

for comprehensive services coverage while the agreement with Malaysia provides for partial coverage. 

Furthermore, to extend services coverage to the South Asian level, the South Asian Association for 

Regional Cooperation Agreement on Trade in Services was signed in April 2010.  

On the new issues, the newer India–Korea and Japan-India CEPAs comprehensively cover three new 

Singapore issues, viz. trade facilitation, investment and competition policy. While there is no separate 

chapter on government procurement in the India–Korea CEPA, there is a cooperation provision on 

government procurement that opens the door for liberalisation in this difficult area. Another four of 

India’s FTAs, including the South Asia Free Trade Area, only cover trade facilitation, while the India–

Singapore CECA covers trade facilitation and investment. The deep India–Korea and India–Japan CEPAs 

seems to reflect India’s desire to attract more foreign direct investment and technology transfers from 

East Asia and to plug into East Asian production networks in manufacturing. The India-Japan CEPA also 

encourages exchanges of professional and skilled manpower in view of contrasting demographic trends 

in the two partners. On new issues, India’s latest two FTAs are more comprehensive than the China’s 

FTAs.  

The above finding needs to be put into perspective of India’s trade negotiating strategy. Seen as an 

extension of India’s 1991 Look East Policy, India started its bilateral/regional trade negotiations with 

many of the high-growth economies/regional blocks in the Asia-Pacific in the 2000s, in addition to 

upgrading its goods-transit treaties with the South Asian and the South-east Asian neighbours (most 

notably the Bangkok Agreement) into goods-only FTAs to begin with. After the successful 

implementation of the India-Singapore CECA, the country moved onto negotiating comprehensive 

agreements only, although in the initial years a tendency for sequencing the negotiations was 

noticeable. While we will come back to this point later, it is important to note here that given the 

sensitivity and protectionist tendencies in several domestic constituents and relative underdevelopment 

(including in government regulatory capacity) in key economic sectors, it was deemed sensible to 

negotiate the goods-part of the trade agreements first, to be followed by services, investment and the 

rest. In this sense, India’s FTA strategy appears to be in the formative stages. It was thus perhaps 

inevitable that the early FTA focus of the newly liberalised country with a large domestic economy was 

on shallower and goods-only rather than deep integration as the country learnt to manage FTAs and 

balance competing business interests. Simultaneously however, the rapid shift in demonstrated 

competitiveness, domestic interests and perspectives in the new century towards services and outward 

investments made it imperative that services be made an integral part of the country’s FTA negotiations.   

With respect to the “WTO-plus” and “WTO-extra”10 nature of India’s FTA commitments, sensitivities still 

persist in many of the key issues. While the country is compliant with the WTO norms in the different 

                                                           
10

 “WTO-plus” commitments build on those already agreed to at the multilateral level, viz. a further reduction in 

tariffs, while “WTO extra” commitments deal with issues going beyond the current WTO mandate altogether, viz. 

on labour standards. Classification in: Horn Henrik, Petris C. Mavroidis and Andre Sapir, 2009, ‘Beyond the WTO? 

An Anatomy of EU and US Preferential Trade Agreements,’ Bruegel Blueprint Series No. 7.  
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issues, its FTA commitments tend to be conservative. Being at the development stage it is in coupled 

with the large domestic industry and labour force, India’s policymakers have tended to err on the side of 

caution when it comes to making binding commitments; India takes pride in meeting all its international 

obligations. This is not to say that the strong opposition from constituents in a vocal federal democratic 

system could be entirely ignored; the role of vested interests and sectoral lobby groups cannot be 

denied in many of India’s more protectionist moves, as is the case in any other large democracy in the 

world. However, what is interesting is that despite the sensitivities that prevent India from pre-

committing liberalising measures in its international agreements, India’s FTA commitments are generally 

WTO-plus. This is because of the existence of “water”, a WTO-jargon for the gap in multilateral 

commitments and unilateral liberalisation, in most of the sectors in its FTAs.  

In the last WTO round, the Uruguay Round (UR) which completed in 1994, India was an even less 

developed nation and by virtue of its earlier GATT membership had not been required to undertake 

dramatic liberalising commitments; thus it managed to retain significant leverage in tariff commitments 

in lieu of special and differential treatment and development policy space accorded to developing and 

least-developed countries in the UR. Domestic competitiveness and demand-management concerns in 

the meantime however required that applied tariff levels were cut further in the interim, in response to 

the dramatic liberalisation in the Asia-Pacific economies that were India’s competitors in several export 

items, which has resulted in a large gap between India’s applied-MFN and WTO-bound tariff rates11. In 

addition to deeper tariff cuts and more comprehensive sectoral coverage at 6- and 8-digit levels vis-à-vis 

WTO commitments, India has also eased its RoO norms12 in the more recent CEPAs it has negotiated.  

This was true for even the service sector liberalisation and foreign investment openness. In the UR, 

India, along with other developing countries like Brazil, protested against the inclusion of services in the 

multilateral trading system. However, since the beginning of the Doha Round and based on domestic 

interests, India has been a proponent of greater services openness, and in particular has been pushing 

for better Mode 4 commitments. India’s investment offers in Doha are also much higher than the UR 

commitments, in both goods and services, largely due to the rapid unilateral foreign investment 

liberalisation in the past decade and half. All this has allowed India to negotiate WTO-plus commitments 

in its FTAs, in terms of both coverage and depth of openness commitments (see Appendix Table), while 

respecting the domestic sensitivities and lobby group interests in selected sectors.  

                                                           
11

 The simple average MFN tariff rate declined to 12 percent in 2010-11, from 15.1 percent in 2006-07. This is 

reflected in a decrease in both agricultural and industrial average tariffs, due to India's domestic shift towards 

lower tariffs. The average for WTO non-agricultural products (8.9 percent) is considerably lower than the average 

for WTO agricultural products, which is 33.3 percent. India's WTO bound tariff levels are much higher than the 

applied rates, especially for many agricultural products.   

12
 Setting a general rule of “RVC(40) or CTH” (i.e. “40 percent regional value added or change in tariff heading at 4-

digit levels”, or a convex combination of the two) and developing consolidated operational certification 

procedures; India’s earlier FTAs required both conditions be met in order to qualify for RoO certification. 
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As for the WTO-extra items, analysis of the CEPAs India have been negotiating since 2005 show that 

elements of three new Singapore issues, viz. trade facilitation, investment and competition13 policy have 

been almost universally present. As found in the ADB study, the most recent FTAs even incorporate in a 

circuitous manner key elements of a more liberal government procurement market access, without 

being openly a signatory of the WTO plurilateral agreement on the issue14. This is also in tune with the 

shift in domestic interests, with Indian businesses’ increasing interest in larger world markets15, through 

easier trade and outward investment flows, both in private sector and public projects worldwide. This 

has necessitated domestic flexibility on the issues that India was vociferously arguing against in the 

Singapore and Cancun Ministerial meetings of the WTO. While India’s Doha Round offers are still 

conservative on most of the issues, save for trade facilitation, given that the Round is yet to be 

concluded the inclusion of these new FTA elements do signify a WTO-extra approach. However, India 

feels strongly that issues like environment and labour are best negotiated in their respective 

international forums, and overburdening the WTO/ regional trade agenda with these issues is counter-

productive. Hence, the probability of India including labour or environmental standards in its FTAs in 

near future is slim.  

In sum, the more recent FTAs negotiated by India does seem to indicate a rising level of ambition for 

negotiating deep agreements, the exact contour of which is however rooted firmly in domestic business 

and other national interests, and the growth and developmental goals of the country. This is probably 

the reason we see a more flexible, bottoms-up and sui generis style of India’s FTA negotiations, which 

tend to vary according to the trade partner. Therefore, castigating Indian FTAs as shallow or trade-lite 

may not be justified when one considers the country’s particular development level and domestic 

employment concerns (the key protected sectors are major employment generators, which industries 

need time to be restructured and labour retrained and redeployed before they can be opened up 

further without politically destabilising the country), and the political economy of India’s trade 

negotiation strategy to which we turn to next.  

                                                           
13

 India has made several amendments to its competition policy legislation, Competition Act 2002, and the 

Competition Commission of India, which was fully implemented in 2009. In addition, some aspects of the law 

affecting mergers and acquisitions recently entered into force.   

14
 India became an observer to the WTO Agreement on Government Procurement in February 2010. The Central 

Government maintains reservations and price preferences as part of the procurement system to meet certain 

socio economic objectives. However, competition from foreign suppliers is ordinarily allowed.  

15
 The most recent Foreign Trade Policy (FTP) of India targets a doubling of its global exports, from its share of 1.66 

percent in 2011; exports of goods and services, as a percentage of GDP was 22 percent in 2011. India's short term 

objective, in accordance with the latest 2009 14 FTP, is to achieve annual export growth of 15 percent;  the long 

term objective is to accelerate export growth to 25 percent per annum and double India's share in global trade by 

2020. India’s trade to GDP ratio (2009-2011) was 48.1; India’s financial openness is also at more than 155 percent, 

and in the past decade outward (private) foreign direct investment (FDI) outflows from India have matched the FDI 

inflows. WTO statistics, April 2013; accessed online at: 

http://stat.wto.org/CountryProfile/WSDBCountryPFView.aspx?Language=S&Country=IN  

http://stat.wto.org/CountryProfile/WSDBCountryPFView.aspx?Language=S&Country=IN
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3  The Political Economy of India’s Trade Policy Motivations and Recent Strategy 

India’s trade policy has been a matter of intense academic discussion and debate among economists, 

cutting across different schools of thought. Economists have analysed the consequences of India’s trade 

policy as it changed gears at various points in time over the past six decades. Indeed, some of this 

research and analyses have perhaps acted as important academic inputs in shaping the changing 

coordinates of India’s trade policy architecture over time. 

Following an introspective phase of nearly four decades after independence, India started exploring the 

virtues of opening up in the 1980s. Unsurprisingly, the poor performance of the country’s economy 

under its closed-door policy as opposed to the turbo-charged growth in the liberalised East Asian newly 

industrialising economies (NIEs) during that period played a role in changing the mind-set of Indian 

policymakers and politicians. The final straw came in the form of a balance of payments crisis which 

forced the country to accept and implement a domestic reform package in 1991 at the behest of the 

International Monetary Fund (IMF). After several decades of controls and restrictions on imports and 

exports, comprehensive reforms to open up the Indian economy were initiated in the early 1990s. Trade 

reforms were accompanied by reforms in the industrial sector, lifting of exchange controls, liberalisation 

of foreign investment policy, removal of restrictions on the current account, opening up of financial 

markets and other measures. Liberalisation of trade in services and rules for foreign direct and 

institutional investments have also taken place. These have hence been termed the first generation 

structural reforms16.  

The reforms that led to the opening up of the Indian economy from 1991 were also both a political as 

well as an economic necessity. It needs to be recorded however that though the initial pressure to 

liberalise and reform in 1991 may have come from the foreign exchange crisis and the consequent IMF 

conditionalities, the internal momentum to reforms came rather rapidly; by late 1993, the World Bank 

and other donors had very limited clout in the policy reform space, which dilutes the disproportionate 

weight given to the role of foreign philosophies (like the Washington Consensus) and foreign funds in 

India’s economic reforms. The political economy of reforms and need for its continuance ended up 

being as indigenous as that of socialist development planning models of growth followed in the earlier 

decades, with the original foreign idea being internalised and implementation indigenised due to 

domestic political compulsions. Also notable is the fact that the reforms of 1991, did in effect reinforce 

the albeit piecemeal and somewhat ad-hoc pro-business policy reforms of the 1980s with a more 

market oriented approach. However, there were foreign policy concerns as well, with the collapse of the 

Soviet Union requiring that relations with the United States be boosted. 

                                                           
16

 The second phase of structural reforms not only required deepening of reforms in the external and industrial 

sectors, but also more progressive and radical (but somewhat difficult) reforms being initiated in areas like fiscal 

consolidation, streamlining the legal framework, revamping of public sector enterprises, strengthening physical 

and social infrastructure, vitalising India’s capital markets and financial institutions, and boosting India’s dynamic 

comparative advantage in information technology and other knowledge-based industries. These began in 1997 but 

still remain a work in progress.  
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In terms of trade reforms post-1991, it is clear that need for liberalising trade was as much due to 

compulsions and strains of the internal economy, as the ongoing multilateral negotiations. There is 

sufficient evidence to conclude that the approach to the multilateral negotiations did not follow a 

comprehensive strategy, that the negotiators were often left with incremental choices, without backing 

of a trade strategy, and that New Delhi was more concerned with trade reforms as an addendum to its 

overall reform agenda, rather than as a separate strategic agenda to be pursued. Within the country, 

there was little debate on trade liberalisation issues until the WTO agreements were signed, more 

through executive decision making than with public approval or parliamentary debate. In subsequent 

years, this lack of consensus and participation has resulted in the future rounds of trade liberalisation 

being viewed with some apprehension and concern by the public and the polity, constraining the 

negotiators, both executive and politic, from moving further ahead. 

In more recent times however, and in particular in the 2000s decade, with the growth of the economy, 

there has been need to ensure raw materials in the form of commodities, metals, ore and most 

importantly, oil and coal, for the growing needs of the economy. There has thus been a greater focus on 

integrating trade and foreign policy objectives, encouraged by domestic industry in its search for 

business opportunities overseas, and some results are already visible. There is also a marked shift in the 

direction of trade in favour of Asian countries, in part a manifestation of the Look East Policy of 1991 

aimed at diversification of India’s markets for exports and imports. While assessing the contribution of 

liberalisation to growth, it is observed that liberalisation was accompanied by growth in total factor 

productivity (TFP), and the latter has contributed more than half of the post-reform average annual 

output growth in India17. The existing reforms have undergone considerable deepening and widening in 

the external sector with a WTO compliant trade regime now in place. In investment, continuous reforms 

have put in place a liberal, transparent and investor friendly foreign direct investment (FDI) policy, 

wherein FDI up to 100 percent is allowed under automatic route for most of the sectors, with special 

thrust on 100 percent export-oriented units, export processing zones, software and hardware 

technology parks and industrial parks. 

Any discussion of India trade policy architecture remains incomplete without a look at India’s stance at 

the WTO. India is an active Member of the WTO. India’s attitude towards the WTO may be best 

understood against a perspective of the changing mental frame of the Indian policymakers from the 

mid-1980s onwards, both reinforcing each other. India’s position in the UR (that began much before the 

policy reforms) placed emphasis on securing the objectives outlined in the mandated negotiations and 

the implementation issues raised by a number of developing countries. India in particular had remained 

a “cautious” and somewhat “passive” player during the initial years of the UR, given its long legacy of 

inward-looking development strategy and protectionist trade policy regime18. Of late, as the Doha 

                                                           
17

 S Narayan, 2009, ‘Trade Reforms in India’, Ch 7 in The Political Economy Of Trade Reform In Emerging Markets-

Crisis or Opportunity?, (eds) Peter Draper, Philip Alves and Razeen Sally (published by Edward Elgar).  

18
 Amit Shovon Ray, 2011, ‘Shaping the Coordinates of India’s Trade Policy Architecture: Domestic versus 

International Drivers’, ISAS Working Paper No. 126.  
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Round has progressed, India’s negotiating motivation seems to be inclined more towards protecting 

self-interest; India can now perhaps perceive an alignment of its policy interests with the core 

philosophy of the WTO.  

This doesn’t mean however that India is euphoric about the prospects of WTO and its consequences for 

its domestic economy. India thus continues to stress the need for special and differential treatment for 

meeting its development concerns, in particular in agriculture. In respect of non-agriculture market 

access (NAMA), India believes that the developed countries should concede less than full reciprocity in 

reduction commitments on the part of developing countries. On services India seeks increased market 

access especially through liberalisation of professional services trade in Modes 1 and 2 (cross border 

supplies) and Mode 4 (movement of natural persons), while securing a balance in the outcome of 

commitments across all modes. Also notable is that India is moving away from its dependence on Mode 

4 and competitively offering services under Modes 1 and 2. Technological advances have made the 

movement of personnel less important while enhancing the relevance of cross-border investments in 

services (Mode 3). With the slow but steady emergence as a major player in the world economy, India 

has begun to look at the WTO as a global institutional framework that could fetch enormous economic 

gains by bringing down the prevailing distortions in trade, not only in manufacturing but also in services. 

In terms of implementation modalities, and as noted in India’s Trade Policy Review of 201119, India uses 

trade policy actively, sometimes as an instrument to attain its long-term goals, such as promoting overall 

economic growth, or fostering industrialisation, development, or self-sufficiency. India aims at providing 

a stable trade policy environment to attain these goals. In certain circumstances, however, India also 

makes use of trade policy instruments to attain short-term objectives, such as containing inflation, 

which may detract somewhat from the stability sought, as this requires constant fine tuning of policies, 

rendering the trade regime more complex and creating additional costs. India's trade policy objectives 

are stipulated in its Foreign Trade Policy (FTP), which is issued every five years, but revised periodically, 

through the issuance of notifications, to take into account internal and external factors. In order to meet 

these objectives, India implements a mix of policies including tax incentives, export promotion, and 

credit facilitation schemes, to "neutralise" the cost of imported inputs used in exports; however, such 

schemes sometimes contribute to the complexity of India's trade regime. 

As discussed above, it is clear however that India’s trade policy architecture has remained by and large 

home grown, dictated largely by domestic imperatives, both economic and political, rather than by the 

forces of the international economic order. Even at the WTO, India’s stance has been shifting 

dramatically of late, but much of it may be linked to India’s “self-interest” as opposed to international 

compulsions. But critically, there remains the problem of building up political consensus for further 

reforms, which is necessary to (1) reverse the current dramatic fall in growth rates20, and (2) negotiate 

                                                           
19 Trade Policy Review: India, 14 and 16 September 2011, WTO Secretariat report; accessed online at: 

http://www.wto.org/english/tratop_e/tpr_e/tp349_e.htm  

20
 From the near-double digit average growth rates in the past decade, in the current fiscal year India’s economic 

growth rate has plunged to sub-5 percent levels. Coupled with populist expenditures that bloated its current 

http://www.wto.org/english/tratop_e/tpr_e/tp349_e.htm
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forward-looking trade and investment agreements. Though there was broad consensus on the basic 

direction of reforms as mentioned earlier, the implementation of reforms during the 1990s was not 

altogether smooth. There have been several instances of political parties supporting reforms when in 

power and trying to block them when in opposition; this continues till date. The interaction of party 

politics with economic reforms is a fact of life in India as in other democratic countries. An important 

aspect of the unfinished agenda should therefore be wide dissemination of information and debate 

about the necessity of reforms which should include a frank discussion on some of its temporary 

negative consequences, if any, and ways of minimising their impact. 

4  Lessons for the EU-India FTA negotiations   

The above analysis provides certain key takeaways for the EU-India Bilateral Trade and Investment 

Agreement, which is currently under negotiation. India is an important trade partner for the EU and it’s 

emerging global economic power status coupled with a sizable and growing market of more than 1.2 

billion people21 has made the EU member states keen to negotiate both a deep and forward looking 

bilateral agreement but reluctant to grant it developing country flexibilities. In a series of personal 

interviews conducted by the author last year22, some southern European country parliamentarians 

openly confessed their reservation in letting the world’s third largest economy (by GDP-PPP) get-away 

with what they see as free-riding by making less-than reciprocal offers in industrial tariff and service 

sector negotiations.  

Research commissioned by the Commission23 into the potential economic effects of an EU-India FTA 

showed that both parties’ exports would be boosted: Indian exports as a result of a depreciation of its 

currency following from an increase in trade, which would reinforce the competitiveness of Indian 

producers; EU exports from better access to the Indian market. Furthermore, simulations showed that 

because of the comparatively higher level of protectionism, India’s gain from market opening is 

expected to be significantly greater than the EU’s, which has limited room for concessions as it has 

already opened its markets considerably. For the EU, initial bilateral trade with India represents only 0.4 

percent of EU GDP, leading to small, but always positive, income gains in percentage points. Other 

quantitative research, starting from the premise that an FTA is only economically sensible if it allows for 

                                                                                                                                                                                           
account deficit to worrying levels and a global reversal of FII flows, this has resulted in the Indian rupee taking a 

sharp downward turn vis-à-vis the USD, falling from around 45 in August 2011 to 65 August 2013. 

21
 The offensive interests of EU export to the growing middle and upper classes in India are clear: among its 1.2 

billion plus inhabitants, there are 69 billionaires (USD), 153,000 millionaires (USD) and a middle class of more than 

200 million people. Sangeeta Khorana and Nicholas Perdikis, 2010, ‘EU-India Free Trade Agreement: Deal or No 

Deal?’, South Asia Economic Journal, 11(2), pp 181-206. 

22
 Funded by the EUVP programme which the author was invited for. 

23
 Yvan Decreux and Cristina Mitaritonna, 2007, ‘Economic Impact of a Potential Free Trade Agreement (FTA) 

between the European Union and India’, CEPII-CIREM Report. 
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a better allocation of resources across trading partners, linked the beneficial results more directly to the 

scope of the FTA. 

Following the EU-India Summit in February 2012 negotiations entered an intense phase. After 11 full 

rounds since its inception in 2007, negotiations are now in a phase where negotiators meet in smaller 

more targeted clusters rather than full rounds, i.e. expert level inter-sessionals, chief negotiator 

meetings and meetings at the Director General level24. Important issues include effective market access 

for goods, the overall ambition of the services package and achieving a meaningful chapter on 

government procurement. The EU negotiators are now pressing for hiking FDI cap to 49 percent in the 

insurance sector, which though recently liberalised awaits an approval from the Indian Parliament 

without which the country cannot make a credible commitment. Among other outstanding issues are: 

significant duty cuts in automobiles25, tax reduction in wines and spirits and dairy products, and a strong 

intellectual property regime, in particular TRIPS-plus commitments vis-à-vis data exclusivity and data 

protection for generic medicines and data security for IT sector; EU doesn’t accept India as a data secure 

country.  

On the other hand, India wants liberalised visa norms for its professionals, data secure status, and 

market access in services and pharmaceuticals sector. EU seems non-flexible in most of these Indian 

requests, and not only because of the current weak economic conditions and high unemployment 

prevailing in the Eurozone26. The Indian demand is validated by the fact that unlike goods, the EU 

market is not fully integrated in terms of labour mobility and there are restrictions on intra-EU mobility 

of natural persons; in certain aspects, India has reportedly offered more liberal commitments than the 

EU in its bilateral agreement on the subject. The other sticky issue on government procurement appears 

to have been resolved along the lines of the India-Korea CEPA, although details are not available. A final 

sticking point is the civil society protests regarding lack of transparency and corporate-led agenda 

driving the negotiations, essentially representing the demands of big business in the West and results 

from their strategic hegemony over government bureaucracies and politicians27. 

                                                           
24

 Information from EC DG-Trade, updated 1 August 2013. 

25
 Various reports seem to suggest that the EU is keen on getting a zero-duty offer from India in this sector. 

Certainly, that does not seem achievable, as the stand taken by the Indian auto sector also provides no flexibility to 

negotiators. 

26
 EU’s reluctance to grant freer access to Indian professionals may hinge from India not conceding to give into its 

demand to include labour standards in the FTA. India’s refusal to include labour standards in the FTA may not be 

motivated by substantive, unbridgeable concerns, but rather by the “sensitivity and prestige in not wanting to be 

subjected to any pressure on these issues where trade relations are involved”. Since there is a risk of deteriorating 

labour conditions through the conclusion of the FTA and considering its obligations flowing from EU law, the EU 

might not give in on this matter. ECORYS, CUTS International and CENTAD, 2009, ‘Trade Sustainability Impact 

Assessment for the FTA between the EU and the Republic of India’, Final Report TRADE07/C1/C01 – Lot 1. 

27
 The impending EU-India Free Trade Agreement (FTA) is regarded in some quarters as constituting a massive 

corporate heist. According to the Corporate Europe Observatory (CEO), a research and campaign group targeting 
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So what does our analysis in the earlier sections inform the EU negotiators? There are several insights 

that may help. It is important however to first note that unlike FTAs in the other Asia-Pacific countries, 

India’s FTA proliferation is not driven by the rapid emergence of regional value chains; India is in fact not 

plugged into the Asian production value chain in any significant manner. Thus it’s trade facilitation 

(customs measures) are driven by domestic interests in enhancing market foreign access and e-

commerce prosepcts, but limited by its lack of funding to upgrade necessary infrastructure across its 

vast territory and access to the latest technology. A meaningful and deep agreement on trade 

facilitation in the EU-India FTA can thus be easily attained by promises of financial and technological 

support, which need not necessarily be in the form of grants but even through investment in the 

country in critical trade facilitation infrastructure by the EU logistics companies.  

Of the key outstanding elements that EU is bothered about, automotive sector tariffs appear a 

major black hole in negotiations. However, a couple of things need to be kept in mind. (1) In spite of 

being the world’s third largest economy, even on a PPP-basis, India’s reportedly large middle class 

has rather low purchasing power and are in turn price-conscious. So it is important to assess the 

target population and the price band in which the bulk of Europe’s auto exports are likely to fall. 

Presumably the latter will only meet the affordability of the rich and the upper-crust middle class in 

India. Then, it may make sense for EU negotiators to look at a segmented and sequenced tariff 

reduction in the automotive sector starting from the higher end vehicles, rather than demanding a 

non-negotiable uniform zero-tariff for the entire sector. The same strategy may also generate 

positive outcomes for the wines and spirits sectoral negotiations, as Indian negotiators are less 

inclined to protect the rich and the super-rich consumers while there are politically motivated to 

protect the middle-to-low end producers and consumers. (2) Just insisting that India behave like a 

developed country in scheduling its FTA commitments is also unlikely to benefit commercially post-

implementation, as the average Indian consumer’s lifestyle and purchasing preferences are very 

different from the EU counterparts. Recent growth and reform experiences in fact indicate that 

actualising India’s economic superstardom may well be postponed by longer than earlier projected. 

Rather than going by macro-gravity model projections, more nuanced sector-specific micro-

assessments on available net market will be a better guide for the EU negotiators in deciding where 

they should peg their non-negotiability limits.  

It has been argued that the EU wants to ensure regulatory certainty through its FTAs. This is 

particularly true for services, market access in which are entirely governed by regulations and their 

implementation. However, as a federal entity itself, it needs to understand the Indian negotiators 

limitations in being able to fore-commit market access through an international agreement in areas 

that require parliamentary approval. Thus, insisting on 49 percent FDI commitment in India’s 

insurance sector will only lead to stalling of an agreement that otherwise has important market 

                                                                                                                                                                                           
privileged access of corporations to European policy-making, the Commission even discriminates civil society 

stakeholders by favouring corporate lobby groups. 
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access gains for key economic sectors in EU countries, which would benefit even more at a time of 

weak medium-term economic prospects in the developed world. While India’s future appears bleak 

at the moment, the present crisis has made policymakers take notice out of fear of return to 1991 

and probable IMF conditionalities. Thus it is hoped that after the general elections next year, 

regulatory reforms will be enacted which will redress many of EU’s outstanding concerns, in 

particular in the financial sector. Experience of the past few years provide testimony that many of 

the issues on which india was unable to commit has been eased by crisis- and necessity-induced 

reforms and unilateral domestic liberalisation, which has enabled the negotiators to make the 

necessary ambitious offers. Getting in now will also offer EU’s business houses an early mover 

advantage in the large Indian market vis-à-vis competitors from other developed countries which 

India is currently negotiating FTAs. And if conceding on certain Indian demands is necessary, it may 

well turn out to be a worthwhile investment. It may be remembered that Japan lost out to South 

Korea in key consumer goods market shares because of the former’s discomfort with Indian 

systems and regulations which the latter worked around and adapted their systems to. When it 

comes to large developing country trade partners, a one-size-fits-all negotiating/operating strategy 

may be counterproductive in the medium-to-long run. The experiences of the global retail 

distribution sector companies in China and India is another testimony to this fact.  

Finally, the discussion above clearly underlines the following:  

(1) India’s trade policy architecture has remained by and large home grown, dictated largely by domestic 

imperatives, both economic and political, rather than by the forces of the international economic order. 

Most of India’s market libersalisation has thus been unilateral, driven by domestic economic and 

competitive compulsions, and given the country’s particular federal democratic system of governance 

and evolution of its trade policy motivation and strategies, market-led liberalisation has a better chance 

of passing popular censure when compared to negotiated and statute-enforced market opening. This 

further helps to counter sectoral lobby group influences and related competitiveness concerns, also 

balancing business perspectives with political economy considerations in the interest of promoting 

growth, equity and domestic employment.  

(2) The more recent FTAs negotiated by India does seem to indicate a rising level of ambition for 

negotiating deep agreements, the exact contour of which is however rooted firmly in domestic business 

and other national interests, and the growth and developmental goals of the country. The experiences 

of past negotiations are also critical. For example, despite India’s clear interest and gains in service 

sector liberalisation with the ASEAN trade partners, as a goodwill measure Indian negotiators agreed to 

negotiate and implement the goods part of the CECA first. The studies clearly indicated that while India 

will lose out in the good trade, the services and investment agreement will balance the FTAs in India’s 

favour. Thereafter, it has found that ASEAN members have little or no interest in concluding the services 

and investment agreements. Experts who have been part of the negotiation with ASEAN, attributed the 

delay more to the ASEAN reluctance to finalise the details of issues of interest to India, although the 

broad agreement was finalised in December last year. In such a situation, even when negotiating with 

EU, India is unlikely to accept a final agreement that doesn’t balance and meets all its major concerns. In 
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all trade negotiations, some sectors gain and some lose, and within the sectors, some people gain and 

some lose. It is also unlikely to try to mobilise politically the affected stakeholders unless it feels that the 

final outcome is balanced.  

4.1  In Conclusion…   

While the relative importance of services rather than manufacturing in Indian growth in the past two 

and half decades has been widely noted, also significant is the fact that within manufacturing India has 

emphasised skill-intensive rather than labour intensive manufacturing, and industries with higher-than-

average scale. This has both influenced and been influenced by India’s particular structural reform 

limitations and dynamic competitiveness conditions. The 2000’s also saw India, despite being poor, 

exporting skills and technology in the form of FDI to countries much richer than itself.  

The 1990s reforms were much wider and deeper than earlier piecemeal attempts, and which ushered in 

a complete paradigmatic shift in policymaking that now emphasised not only liberalisation of 

government controls, a larger role for the private sector as the engine of growth, freer operation of 

market and competitive forces in order to boost efficiency, but greater integration with the world 

economy through free and unrestricted trade flows. However, the reform process remains both 

incomplete and uneven. But although uneven, the general commitment to retracting the role of the 

state in the economy, was continuous over the period driven by political and business buy-in of the 

benefits of earlier reforms, which by indigenising the reforms process helped the country to continue to 

post high growth rates in the 2000s. The same process needs to be started all over again. 

The present economic crisis in India in that sense provides an opportunity. As is said, a crisis is too good 

an opportunity to waste. But more importantly, Indian politicians and policymakers cannot afford to 

waste this present opportunity, as was the case in early 1990s. There is thus a glimmer of hope for the 

country, it’s aspiring citizens and the rest of the world that stand to gain from India’s sustained growth 

and market openness.  

 

 

[Appendix Table: Summary of India’s FTAs: Sectoral Coverage and Depth of Commitments] 


