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Presentation structure

 The rise of India’s engagement in 
PTAs

 Impact of tariff liberalisation
 Reasons behind the emergence of 

comprehensive agreements
 Implications of liberalisation in non-

goods areas, focussing on 
investment disciplines

 Conflicts between trade policy and 
industrial policy

2



3

India’s changing trade policy strategy

 Until the 1990s, trade liberalisation was 
mostly at the MFN level

 Exceptions:
 India-Nepal Treaty of Trade (1950);
Agreement on Trade and Commerce 

between India  and Bhutan (1972);
Bangkok Agreement (1976); and
GSTP (1989).

o Sole PTA in force in the 1990s: SAPTA (1995)

o 12 new PTAs in force since 2000.
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No. Agreement Title Partners Year 

1 India-Sri Lanka Free Trade Agreement Sri Lanka 2001

2 India-Afghanistan Preferential Trade Agreement Afghanistan 2003

3 India-MERCOSUR Preferential Trade Agreement Argentina, Brazil, Paraguay and Uruguay 2003

4
Bay of Bengal Initiative for Multi-Sectoral Technical and 
Economic Cooperation (BIMSTEC)

Bangladesh, Sri Lanka and Thailand (1994). 
Myanmar joined (1997). Bhutan and Nepal 

(2004).
2004

5
India-Thailand Framework Agreement for establishing a Free 
Trade Agreement Thailand 2004

6 CECA between the Republic of India and Republic of Singapore Singapore 2005

7 South Asian Free Trade Area (SAFTA) Bangladesh, Sri Lanka, Pakistan and 
Maldives (1997). Bhutan and Nepal (2004). 2006

8 PTA between the Republic of India and the Republic of Chile Chile 2009

9 ASEAN-India Free Trade Agreement
Indonesia, Lao PDR, Malaysia, Myanmar, 

Philippines, Thailand, Singapore and 
Vietnam.

2010

10
India-South Korea Comprehensive Economic Partnership 
Agreement South Korea 2010

11 India-Japan Comprehensive Economic Partnership Agreement Japan 2011

12
Comprehensive Economic Cooperation Agreement between 
India and Malaysia Malaysia 2011
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Comprehensive Agreements
 WTO-plus liberalisation commitments 

in existing PTAs
Agriculture; and non-goods areas such as 

services, investment, intellectual property 
rights, etc. 

 Developed countries - Singapore, South 
Korea and Japan

 Developing countries - SAARC , BIMSTEC 
and Malaysia

 Ongoing negotiations - EFTA, EU, ASEAN, 
Indonesia, Sri Lanka, etc.
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Catalysts behind India’s trade 
policy shift
 The “Look East” policy announced in 1992;
 Dynamics of multilateral trade negotiations at the 

WTO; 
 Domino effect and competitive regionalism within 

and outside the region;
 Proliferation of PTAs initiated by the ASEAN;

 Push towards pan-Asian integration for 
“efficiency-seeking dynamic industrial 
restructuring”.
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India’s actual market access in 
existing PTA partners

 No consistent positive relationship between a 
country’s membership in India’s existing PTAs 
and its shares in India’s total exports.

 Except in the case of Vietnam, the shares of 
their exports to India were greater than the 
shares of their imports sourced from India.
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Partner 1995 2002 2005 2009
United Arab Emirates 4.5 6.2 8.4 14.4
USA 17.4 20.7 16.5 10.8
China 1.0 3.1 7.2 5.9
China, Hong Kong SAR 5.7 4.7 4.4 4.0
Singapore 2.8 2.8 5.4 3.9
United Kingdom 6.3 4.8 4.9 3.7
Netherlands 2.4 1.9 2.4 3.7
Germany 6.2 4.1 3.5 3.3
Saudi Arabia 1.5 1.8 1.7 2.2
Rep. of Korea 1.4 1.2 1.5 2.1
Belgium 0.0 3.2 2.8 2.0
Malaysia 1.2 1.5 1.1 2.0
France 2.3 2.1 2.0 1.9
Japan 7.0 3.6 2.4 1.8
Indonesia 2.1 1.5 1.4 1.7
South Africa 0.0 0.9 1.4 1.1
Viet Nam 0.4 0.6 0.6 1.0
Brazil 0.3 0.7 1.0 1.0
Bangladesh 3.3 2.0 1.7 1.0
Sri Lanka 1.3 1.7 1.9 1.0
Thailand 1.5 1.5 1.1 1.0
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India’s shares in PTA partners’ trade
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India’s shares in PTA partners’
trade
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India’s shares in PTA partners’ trade
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India’s integration into production 
networks

 The significant increase in two-way trade in 
India’s global trade in several sectors;

 The rapid increase in two-way trade observed 
in India’s trade with Southeast and East Asia in 
intermediate goods before ASEAN-India FTA 
came into force; and 

 Evidence of firm-level restructuring of 
production operations in the region.
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Changing sectoral composition of 
India’s global trade
 Significant increase in two-way trade

 Petroleum & products;
 Gems and jewellery;
 Organic chemicals;
 Electrical machinery; 
 Ores, slag and ash; and Articles of iron and steel.
 Non-electrical machinery;
 Iron and steel;
 Automobiles;
 Plastics and plastic products.
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Trade with World
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Trade with ASEAN
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Trade with East Asia
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Increased  integration through 
PTAs

 AIFTA, India-South CEPA and India-Japan 
CEPA will lead to India’s deeper integration into 
production networks in many of these 
industries: 

 Machinery, transport (auto industry), iron & 
steel, and chemicals.
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Benefits from production sharing

 The extent of benefits that India can garner 
under production networks-led export growth 
strategy ultimately depends on dynamic 
industrial competitiveness.

 Historically proven to be linked to strategic 
industrial policies. 

 Strict rules of origin in a bilateral or regional 
PTA could force localisation of certain parts 
of the production within the original PTA 
members to some extent.
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Benefits from production 
sharing?...

 Broader PTAs with cumulative rules of origin 
enhances the possibility of sourcing inputs from 
the larger region at preferential rates or duty-
free.

 A combination of broader and overlapping 
FTAs can lead to the scenario that an MNC can 
locate the entire production process for a 
particular product in a single country that it 
considers the most suitable and import tariff-
free into all other markets in the region. 
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Benefits from production 
sharing?

 Thus, the logic of production sharing can mean
any of the following: 
 output and/or job creation in India as the country 

is chosen for the production of a particular 
product line;

 output and/or job losses, because foreign 
facilities are closed in India in conjunction with 
new investment in other preferred host 
countries; 

 output and/or job losses, because of closures by 
domestic companies that cannot survive the 
increased foreign competition. 
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Rationale behind Comprehensive 
PTAs

 Emergence of export interests and increased 
number of Indian outward investors in both 
manufacturing and services sectors. 

 Eg. Chemicals, iron and steel, and automobiles; or 
services like hospitality, healthcare, education and 
information technology-driven services.

 Increased interest to include investment, 
services and other non-goods areas under 
recent PTAs. 
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India’s production network-driven 
export growth strategy ?

 Domestic industrial and technological 
capabilities are the determinants of both the 
positioning of India in the division of labour in 
production networks as well as the export 
success of domestic firms

 Flexibility to implement many of the industrial 
policy tools for building dynamic domestic 
capabilities are increasingly being 
undermined in the recent PTAs.



PTAs, FDI policy sovereignty and 
Industrial policy

 Effective industrial policy requires policy 
sovereignty and coordination over FDI regulatory 
regime

 Depending on changing industrial structure and 
impacts of domestic or external factors on 
domestic industries and economy, it is necessary 
for host governments to place limitations on 
admission and establishment in the context of 
employment effects, technology transfer, or other 
development concerns.
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Changing investment 
regime
 India’s FDI regulatory regime has been 

gradually liberalised since 1991.
 From 1994 till now, the country also signed 66 

BITs.
 BITs have: MFN, national treatment, fair and 

equitable treatment, compensation for 
expropriation, free transfer/repatriation of 
profits and other investment-related funds; 
provision on investor-state dispute settlement 
system , etc.
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India’s recent PTAs go beyond BITs

 Provisions in India’s present CECAs and CEPAs 
are far more intricate and extensive: 

 BITs-plus in terms of liberalisation and policy 
commitments; 

 BITs-minus in terms of flexibilities.
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Scope of Investment Provisions

 Most FTAs emulate BITs and include 
“broad” definitions of investment wherein, 
besides FDI, various other forms of capital 
flows are included in investment. 

 A broad or open-ended definition of 
“investment” is asset based and typically 
states that “investment means every kind of 
assets”. Such a definition often covers 
equities, securities, loans, derivatives, as 
well as a broad range of intangible assets. 



 Calls for qualifications in the nature of 
investment and treaty coverage based on the 
sector; the scale of investment ; etc.

 For instance, firms with assets below a certain 
value should be exempt from FDI for enabling 
the domestic SME sector to develop. 

 But, these have not been built in.
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and National Treatment 



28

Regulatory flexibility under MFN 
and National Treatment 
 Scope of the investment provisions apply to 

all measures adopted or maintained by a 
Party

 BITs: Does not mention measures at the sub-
national level jurisdictions

 PTAs: Includes measures at the central, 
regional or local governments or authorities 
as well as non-governmental bodies in the 
exercise of governmental powers.
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Performance requirements
 BITs: No restriction
 PTAs: TRIMS-plus prohibition on performance 

requirements in India-South Korea and India-
Japan CEPAs: 

 To restrict domestic sales of foreign investors;
 to export or to restrict the exportation or sale 

for exports;
 to require the appointment of individuals of 

any particular nationality, as senior officials;
 to transfer technology, a production process 

or other proprietary knowledge.
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Performance requirements

 Exemptions:
 Existing non-conforming measures at the national 

and sub-national levels listed in Annexes I and II of 
IKCEPA and Annexes 8 and 9 of IJCEPA, as per 
current regulatory frameworks. 

 In manufacturing, only sectors under MSME Act 
are exempted from the prohibition on perf. reqts. *

 In all the other sectors, no new performance 
related measures can be imposed either at the 
national, state or local levels.



Growing dichotomy between trade 
policy and development strategy

 Deeper forms of economic integration via 
comprehensive PTAs as a development strategy 
to exploit the potential of “efficiency-seeking”
industrial restructuring and strengthen overall 
competitiveness. 

 Depends on dynamic industrial competitiveness.
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Growing dichotomy between trade policy 
and development strategy

 The latter calls for strategic industrial and 
technological development policies by the State.

 The recent PTAs, by locking in a wide range of 
policies and instruments, at  the current  level,  
preclude policy options or policy space available 
for adopting dynamic industrial  policies. 
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By way of conclusion

 This stands to exacerbate the growing 
disconnect(s) between India’s trade policy and 
its industrial policy.

 The interrelated and expansive provisions bring 
the significant complexity into evaluating the 
systemic and developmental impact of India’s 
PTAs.

 Implications for its growth plans in the medium-
and long-terms.
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