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A fillip to Indo-Europe trade

NDIA'S RECENTLY CONCLUDED
trade agreement with the Euro-
peanFree Trade Association (EFTA)
has brought back to focus another
milestone — an India-European
Union (EU) FTA.The FTAwith four nations
(Iceland; Liechtenstein, Norway, and
Switzerland). took almost 16 years of
negotiations to materialise. 1t strongly
signals India’s intent to persevere in dia-
logues.and willingness to compete in

global markets. While this newly signed ;|-

agreement is largely focussed on goods
trade and investments, India stands to
gain substantially by negotiating a com--
prehensive agreement ongoods,services,
and investient with the EU. However,"
differences over tariff barriers on auto-
mobiles, alcoholic beverages, dairy prod-
ucts,mobile phones,shoes;and clothing; -
to name a few, derailed the initial trade
; talks that were launched in 2013.
India’s services trade with the EU has
“ increased rapidly over the last decade; "
“from $28.76billionin 20100 $32.89 bil-
lionin 2020, touchingan all-time high of
+$48.45billionin 2019 butlaggingbehind
goods trade,which stood at $95.2 billion
in 2021.There has been a steady increase
inservicestrade betweenIndiaand the EU
overthe pastdecadeand exportshave out-
weighed importsinmorerecentyears (see
graphic). Thus, India-EU FTA in services
presents a win-win opportupity for both
partners as services hold a major share in
their respective GDPs and each stand to
gain from greater market access, knowl-
edge exchange,and investment flows. -
Post-Brexitin 2020,both sides agreed
to revisit discussions for a “balanced,
ambitious, comprehensive and mutually
beneficial” trade agreement. To this end,
separate negotiations oni an investment
protection agreement and an agreement
on,geographical indications were also
launched.Progressinthisregardhasbeen
- slowowingtolackof conseénsus on issues
like data privacy and sectirityJegislation, -
< tulesoninteflectual propertyand compe-
tition, Carboh Border Adjustment Mecha-
hisin, frimework for investment, and
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labour mobility.
Navigating a services treaty with the

EU may prove challenging for India.,

Analysisof thetrade data from the lasttwo
decades shows that the highest sharesin

overall services exports from India were .

recorded by technical, trade-related and
other business services (22%), computer
and .information services (19%), and
transport services (14%). India has com-

- patative advantage at the bilateral level,

with 20 EU countries for technical, trade-
related and other business services; with
15 EU countries for R&D and with 14 EU

countries for transport. Data shows that.

India has maintained an absolute com-
parativeadvantage overnationslikeItaly,
Poland,Austria, Bulgaria, France, Hungary,
and Sweden across a range of services.
Theése nations could be.India’s potential

' partners inachieving breakthroughs in

thesenegotiations.

India’s top imports from the EU -

includes some of these same services:
transport (38%), technical and trade-
related services (16%), computer and

information services (12%);and travel
(129%).Computer and information ser-
vices in particular faces stiff competi-
tion from other EU members like Ire-
land. Concerns of the EU relating to
data storage and flows, security, pri-
vacy, mobility,standards etc.,whichare
pertinenttoall these sectors,can prove

to be major hurdles. India has already.

started regulatory reforms to address
the EU’s data concerns. The recently
passed newdata privacy and protection

legislations could prove tobevital step
in encouraging the EU torelax restric- -
. tionsand enable greater access to sec-

tors like compuiter and IT, professional
and management services, and finan-
cial services.

India’s prowess in adapting to dis-
ruptive - technological innovations,
excelling in transformative digital
ecosystems, and developingadvanced
applications of artificial intelligence,
machinelearning,blockchain,dataana-

* lytics,and cybersecurity are distinctive.
- India’s trained IT labour force could"
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prove valuable in the services negotia-
tions. The EU, however, has restrictions
‘on the liberalisation of several sectors
under the General Agreement on Trade
in Services (especially Modes 3 and 4)
involving free labour movement.
Enhanced digital trade could bea poten-
tial solution. The EU wishes further lib-
eralisation of the Indian market for EU
exports, especially in accountancy and
legal services. Another key sector of
interest for both the parties is profes- *
sional and management services. Our
analysis shows that India has compara-
tive disadvantage in these serviceswith
25 EU countries.Fortravel and financial
services,Indiahasacomparative advan-
tageoveronlyahandful of EU countries.
'Notwithstanding the challenges,our
analysis shows that this trade agree-
ment can significantly increase India’s
services exports to the EUwith differen-
tial effects across sub-sectors. Precisely,
using OECD’s product market regula-
tion indicator as.a proxy.for services

" trade restrictiveness, we find that 1%

reduction in -trade restrictiveness
between the partner countries can
increase India’s services exports by
nearly $6.5'billion by 2025: Successful
negotiations on services trade in the
India-EU FTA perhaps begs astandalone
approach, separate from the goods
negotiations.India’s strategy in negoti-
ating a services agreemerit with the EU
needs agradatimapproach.Thoughthe
partners might disagree on certain mat-
ters of services trade; there is plenty of
common ground that India could use to
good advantage. While India has exhib-
ited its resolve to engage the EU as a
strong trading partner, the EU has to be
cognizant of the fact that India can cus-
tomise these changes keeping different
opportunities and linkages in mind.

This articleis based on findings froma
researchproject titled “India’s FTAwith
the EU: Opportiinities and Challenges in
Services Sector, funded by the UNESCAP
South and South-West Asia office



