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‘India’s FTAs will work better than before

~ MADAN SABNAVIS

Chief.Economiét, Bank of Baroda

VFTAs betweén countries ahd blbcs will be the new
normal, galvanised by the US action on tariffs; besides,
post-Covid deals have been'more effective for India

* FY26 HAD STARTED on a gloomy note

with the US announcing its tariff policy,
whichwas exacerbated by theimposition
of additional tariffs in August.At 509, the
tariff picture looked challenging. Esti-
mates varied on its effect on exporters
and the final impact on GDPgrowth,
Beinga domestic-oriented economy,
the impact on India’s GDP growth was
not expected to gobeyond 0.:2-0.4%.1n
fact, by December-end, overall exports
totheUS sawa 9.7% growth compared
with 5.7% for the same period in 2024-
25—and much higherthan the 2.4%
witnessed at the aggregate level. How
did thishappen? =~ "°
First, ‘important . products like
pharma - and . mobile phone: were

‘exempted.Second, therewas frontload-

ing of exports in the earlier months.

~ Third, some exports were re-routed

through other countries. Fourth, nego-

tiations withimport partnersonpricing -

helped maintain some of the contracts.
The free trade agreement (FTA) with

the European Union (EU)and theUSdeal

will now place export prospects on a
higher trajectory, as they are our largest
export destinations.Two points mustbe
kept in mind. The first is that exporters

_inindustries suchas textiles,chemicals,

leather products, marine products,and

- gems and jewellery would be at an
advantage as these markets offer more

opportunities. India will have an edge

overrivalslike Bangladeshand Vietnam
that have a slightly higher tariff. Sec- -

% ondly,imports toowillincreaseand pose '
..~ comipetition to the domestic industry.

The details thus become important

because FTAs in general offer reciprocal

benefits forboth sides. |
The US deal generates additional

" interest, consideringPresident Trump

has spoken about India buying oil not
from Russia. but.from:the US and

. Venezuela. Indian refiners need clarity -
because apart from Russian oil costing’ .
Tlower, freight costs would

Y The question, then, is Whe'fher FTAS
reallyworkornot?Historyprovidesinter-
estingclues.Inthe past,anykind ofagree-

ments—FTA, Comprehensive Economic
* Partnership Agreement, or Comprehen-

‘sive Economic Co-operation Agreement—
hasnot moved the needle significantly.
For example, Singapore’s share in Indian

. exportscamedownfrom 5.3%in 2006 to
306in2024+25;in caseof Japan,theshare :
dropped from2.1%in 2012 to1.4%; and

that of SouthKorea fell from
+:2:2%in 200910 1.3%. -

be higher for other al-
ternatives. Further, since
imports " cannot ' be
reduced to nilin amonth
but only gradually, the

have been lowered forover

"Although the lower
rates are restricted’
“to countries-
_phasing of - reduction .« signing deals, théy" i

share went up from 1.3%
“in 2012 to 1.7%, and
Mauritius (from 0.2% in

would be pertinent. Phs 1-:2023 to 0.5%).The post-
The EUdeal also dem> havg fostered a .. Covid share of UAEwas up
ands close scrutinyas non- culture of openness ' from7%to8.4%andthat.
-tariff barriers canremaina inimportsand of Australia from1.5% to
concern although tariffs therefore trade ' © 29%. Post-Covid deals have

- been more effective, so

95% of exported goods.For
instance,theWestisknown

“to enforce rules such as phytosanitary

conditionsto blockfarmproduct imports
from emerging markets, Similarly, envi-

. ronmentalissues comeinwith certificat-
- ion requirements. Subjectssuchas carbon
- emissions therefore become important. .°

The list gets longer when labour condi~
tionsare scrutinised. !

Thus, signing trade deals is a neces-.

sity and help in the long run, but the

- details matter toall exporters.

~USaugurwell:
' The ' geopolitical scenario. has

changed and the tariff issue has made

countriestalkto oneanothermore often

than before. The World Trade Organiza-
. tionisnowanacknowledged failure.But *

thetariff shock hasled countries tosign
FTAs among themselyes to act as a

» bufferagainst the US backlash,whichis
a good development. In a way, the US .
president has brought countries closer -

to one another, which will foster higher

Thereweresticcesssto-
ries with Malaysia,as the

. prospectswith the UKand

levels of trade. More importantly;coun-
tries have begun lowering their tariff
rates. Although the lower rates are

‘testricted to thosé signing deals, they

have fostered a culture of openness in
importsand therefore trade.
.~ On the positive side, the marketsin

- India have reacted very well. The cur-
«..rency also has been a beneficiary as one

of the main reasons for the rupee com-

ing under relentless pressure was the

absence ofadealwiththe US.Nowthata
formal agreement is on the anvil, the

- rupee hassteadiedand willbea comfort

for the Reserve Bank which has other-
wise had to deal with steadying it often.

While there have been fluctuations
in the stock market, the general thrust
hasbeen positive since theIndia-US deal
wasannounced. This augurs well for for-
eign portfolio investors. One of the rea-
sons for their muted activity in the
Indian market was the uncertainty sur+

-rounding the deal. Now, hopefully itwill

bebusiness asusual.

FTAs between countries and blocs
will be the new normal in the coming
years,galvanised bythe US actionontar-

- iffs. This is welcome from the point of
_ viewoffosteringanew global economic

order where freer trade 'with fewer
réstrictionswould hold.While the fate of

goods appears to be more straightfor-,
ward, services is oneareathat hastobe
. focused upon in future.
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