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India and EU would soon resume negotiations on the stalled India-EU free trade agreement.
In a joint statement issued by Prime Minister Narendra Modi and German Chancellor Angela
Merkel in New Delhi on Monday, both leaders expressed their “strong commitment to the
EU-India Broad Based Trade and Investment Agreement and committed to bring about a
resumption of the negotiations as soon as possible.” With political leadership now backing
the proposed agreement, the trade negotiators will sit down at the table again to thrash out
the remaining issues.

The joint statement was released just hours before the US, Japan and 10 other Pacific Rim
nations reached final agreement on the Trans-Pacific Partnership (TPP), the largest regional
trade pact in history as these economies together account for 40 percent of global GDP and
one third of world trade.

Like the TPP, India-EU FTA has undergone more than dozen rounds of negotiations between
2007 and 2013. Thereafter, a change of government in Delhi as well as EU’s negotiations
with the US on Transatlantic Trade and Investment Partnership agreement delayed the
negotiating process. The negotiations were expected to resume this year but got stalled in
August 2015 when the EU imposed a ban on the sale of 700 drugs clinically tested by GVK
Biosciences, an Indian drug company.

A Highly Ambitious Agreement

In the case of India, the proposed FTA with EU is the most ambitious bilateral pact as it
covers higher levels of commitments in trade in industrial goods and agricultural products,
services and investment liberalisation, intellectual property rights and government
procurement. In comparison, India’s existing FTAs are far narrower in scope.

The India-EU FTA would cover 1.7 billion people, almost 20 percent of the world population,
and therefore the potential impacts (both positive and negative) would be far reaching than
other agreements signed by India. That’s why, it has evoked much public scrutiny. In India,
civil society groups as well as business associations (such as Society of Indian Automobile
Manufactures – representing car and vehicle industry) have expressed concerns over this
agreement being negotiated in deep secret and lack of public consultations.

The EU’s Broad-based Agenda

The proposed agreement has been facing hurdles on several contentious issues. To begin
with, India is resisting demands from the EU to drastically cut tariffs on automobiles, wines
and spirits, and dairy products. The EU is seeking greater market access in the services
sector such as banking, retail trade, telecommunications, legal and accounting services. In
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the banking sector, for instance, EU is seeking removal of barriers to market access
(commercial presence, cross-border supply and consumption) and grant of national
treatment commitments.

The European firms and service providers are interested in the opening up of government
procurement markets but India has only committed transparency in the conduct of
government procurement processes.

A stringent intellectual property rights regime is another contentious issue as New Delhi has
apparently not accepted TRIPS-plus provisions sought by Brussels. Besides, India is reluctant
to include labour and environment standards under the proposed agreement.

Narrow Economic Gains for India

Under this FTA, India is largely expecting gains in the services, especially IT and ITeS. India
is seeking a significant relaxation for the movement of its skilled professionals (for short-
term assignments) within the 28-nation bloc. This would enable Indian IT and ITeS industry
to move professionals freely from one country to another within the EU. Currently the EU
does not offer a work permit with validity for the entire EU. India is also seeking 50000 extra
working visas a year for its citizens but the EU is unlikely to accept this demand due to
higher youth unemployment rate, which reached 23 percent in 2013.

In addition, New Delhi wants the EU to recognize India as a “data secure” nation which
would immensely help the country’s IT industry to gain greater access to the European
markets. But the EU is unlikely to accept this demand.

The Investment Conundrum

Apart from these long-pending issues, some new ones have cropped up recently which
would further delay the negotiating process. Take the case of investment protection
measures which represent almost the other half of this agreement. India has substantially
revised its Model investment protection treaty text early this year after several foreign
investors served arbitration notices to India for the alleged breach of its bilateral investment
treaties. Now onwards, India would negotiate its future bilateral investment treaties and
FTAs based on this new Model text.

The draft new Model text adopts a narrower definition of investments (limiting it to only
FDI), removes MFN clause, and restricts the scope of national treatment and fair and
equitable treatment clauses. It only allows investors to initiate international arbitration once
they have pursued domestic legal remedies to resolve the investment dispute. In all
likelihood, the EU would be reluctant to re-negotiate the entire investment chapter of the
FTA as per India’s new Model text.

A Win-Win Deal?

Domestically, the Indian government will find it difficult to sell this agreement as a win-win
deal and in the best interest of farmers, workers and producers. One cannot deny the fact
that the larger gains from lowering tariffs on agricultural and industrial goods will be made
by Europe due to higher import duties imposed by India. While Indian products are unlikely
to gain much by further reduction of import duties by EU. In the case of cars, for instance,
India’s import duty range from 60 to 100 percent while the EU charges a flat rate of 10
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percent on imported cars.

In addition, this FTA would have profound implications on local employment and
manufacturing in India. The cheaper import of agricultural and manufactured goods due to
lowering of import tariffs will negatively affect several labour intensive sectors. Unlike
Europe, 93 percent of India’s workforce is employed by unorganised sector with abysmally
low wages and no social security.

The cheaper import of finished goods will also undermine local value addition which drives
employment growth and promotes enterprise development. Needless to say, India badly
needs both. In many important ways, the proposed FTA would run counter to ‘Make in India’
initiative launched with much fanfare by the present government. Hence, the Indian
authorities need to undertake a holistic overview of the potential gains and losses from the
proposed FTA with the EU and initiate consultations with all stakeholders.

Whither Geo-political Gains?

Is India pursuing FTAs with the EU and other nations purely for trade and investment? Are
there other policy objectives? Since 2004, the successive Indian governments have
maintained that their FTA strategy helps in the pursuit of geo-political objectives, without
elaborating any further. During the past years, no efforts have been made by the authorities
to explain how India stands to gain geo-politically by engaging in bilateral trade and
investment pacts.

Some commentators argue that there is nothing per se wrong in pursuing geo-political
objectives through bilateral trade and investment agreements but where is the evidence to
substantiate that India’s enhanced geo-political rise in the world over the past decade has
been made possible largely due to such agreements?

Kavaljit Singh is Director of Madhyam, a policy research institute based in New Delhi.
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