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INDIA IN FREE TRADE AGREEMENTS®

With the establishment of WTO in 1995, a race has started among the
international communities to enter into FTA or some other forms of trade agreement.
India is also not far behind its counterparts. Till now India has signed about 10 FTA's
with different countries of the world. The current study examines the involvement of India
in the different trade agreements. This paper tries to assess India’s gain from three major
FTA’s (Japan, Singapore, and South Korea) in the service sector which it has signed
in the recent time. The current study also explores the increasing role of service sector
in the world trade along with India.
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Yayoxyp P. Hnous ¢ coznautenusax o c60000noii mopzosie. C cozoanuem BTO
6 1995 2. meancdy mexcoyHapoOHbIMU cO0DWeCmBam Ha4aiacy 20HKa 3a ecmynienus ¢ 3CT
uny Hexomopule opyeue Gopmvl mopeoeo2o coziauieHus. MHOus makoce He CIUUKOM
omcmaem om ceoux Koanee. /o cux nop Hnous noonucana oxono 10 coerawenui
0 C80000HOI MOP2O6Ie C PAIUYHbIMU CIPaHAMU Mupa. B mekywem ucciedosanuu pac-
cmampusaemcs yuacmue HHouu 6 pasiuynbix mopeouix CO2NAUEeHUsX, 0enaemcsi NONbImKa
oyenumsv npubvlie Unouu om mpex ocvosuvix 3CT (Anonus, Cuneanyp u FOocnas Kopes)
6 cekmope yciye, KOmopbulil OHA NOONUCANA 8 NOCAeOHee 8PeMsl, MAKJce PaccmMampued-
emcst 603pACMAioOwast poilb CEKMopa YCiye 8 MUuposotl mopzosie napsoy ¢ Unoueil.

Kniouesvie cnosa: BTO, 30Ha cBOOOIHON TOPrOBIIH, TOPIOBIISl YCIYTaMu.

Background. In the recent time, especially in the last decade there has
been a noticeable growth among the world economies to engage in the Regional
Trade Agreements (RTA). This is true for both developed and developing
nations. However, economic and political strategies of the country play a pertinent
role in this regard. As per WTO RTA database, there are 380 physical RTAs
(counting goods and services together), 295 of which are currently in force [1].
Even though there is a wide variation among the different regional trade
agreements but all of them have the common objective of reducing the barriers
to trade between members. The General Agreement on Trade in Services (GATS)
of the World Trade Organisation outlines the rules for services trade. These rules
include how services should be dealt with in a Free Trade Agreement (FTA).
GATS include 12 different services under this network. It is important to be
noted that all the FTAs do not necessarily include services. India-Sri Lanka
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FTA (ISLFTA), India-ASEAN FTA is an example of the same. However,
discussion is in the process to include services in both these FTA.

Analysis of recent research and publications. Many studies have also
been conducted in this area. Ray made an extensive study of the problems and
prospects of trade in services for developing countries during 1990s. He
argued that it is important because the scope of traditional merchandise exports
is likely to shrink for a variety of reasons whereas the importance of services is
likely to increase [2]. Mukhopadhyay argued that in view of the growing
importance of services in the economy and the significance of the multilateral
framework for enhancing India’s trade prospects in the sector, liberalisation of
trade and investment in the services sector is especially important [3]. Asher
and Sen analysed the importance of international commercial service and their
transactions related to both trade and investment. They also assessed which
form is essential element of analyzing production fragmentation and economic
integration in Asia [4]. Copeland and Mattoo reviewed the basic economics of
trade in services. The study briefs the reasons for trade in services and also
discusses the sources of potential welfare as well as the effects of trade
liberalisation on the income distribution. The authors argued that comparative
advantage and gains from specialization arising from increasing returns to
scale or agglomeration effects are the two major causes of trade in services [5].
Viners, Bhagwati are some important theoretical studies done in the area [6-8].
Kemp-Wan showed the welfare effect of Custom Unions [9]. Grossman-
Helpman reviewed the socio-economic rationale of the PTA [10]. Nataraj
studied the Gains and Future Prospects of India and Japan Economic
Relations. The author studied the export competitiveness of selected products
between these two countries. The study finds out that there is a huge potential
for further development as bilateral trade and investment are below potential
considering the economic size of both countries [11]. Karmakar also made the
study of India ASEAN Co-operation in services. The paper concludes that
CECA would also provide opportunities for India to access third country
markets through partnering with an established ASEAN service firm in the
targeted host country [12]. Thangavel and Abe studied the India-Singapore
FTA and India-Singapore CECA and its impact on Japanese economy in terms
of economic growth and increasing trade [13]. Kawai and Bhattacharyay
argued that Japan’s export to India would rise by 2.5 percent while India’s
exports to Japan would expand by only 0.3 percent. The study also focuses on
the production linkages between these economies [14]. Nag argued that due to
delay in implementation of CEPA between India and Sri Lanka, Sri Lanka will
lose its opportunity in Indian market. The paper suggests that in the absence of
progress in regional frameworks such as SAFTA, and slowing down of WTO
discussion, the best option available to Sri Lanka is a bilateral mechanism
within the disciplinary framework [15].

The aim of the study. In the current study we focus only on the
Indian involvement in service sector FTAs. The prime objective of our
study is to estimate the gains of India from the three Service FTAs; that
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it signed only in the 2010. The FTAs that we considered in the current study
are India-Korea CECA, India-Singapore CECA, and India-Japan CECA.

The paper is organized as follows. The following section investigates
the available literature in the area. The next section of the study examines the
Involvement of India in different service sectors of PTAs in recent years.
The third section gives a detailed analysis of the role of the service sector in
the economy, while the fourth section deals with India’s trade in services
under different categories. In the fifth section, we have tried to assess the
gain of India from three major FTAs (mentioned earlier). The final section
summarizes the entire issues and raises some policy recommendations.

Materials and methods. The information base of the study consisted
of working materials of international seminars, symposiums, regional research
institutions and world organizations [16-22].

The results of the research. Indian engagement in Service Trade
agreements. Following the «Look East Policy» India has enhanced its trade
and investment relations with all the Asian economies. Starting from India-
Singapore CECA in almost all recent agreements India focused in goods,
services and investment. India’s desire to enter into CECA/Comprehensive
Economic Partnership Agreement (CEPA) with Singapore, South Korea, Japan,
with specific focus on technology cooperation, is proof of India’s attempts to
seize on this opportunity. India is also looking for possibility of investment in
some manufacturing and services sector to explore while negotiating economic
partnership agreements with Sri Lanka, Malaysia, etc. (Nag et.al. 2011).

Table 1 reflects India’s current engagements in major FTA/CECA/CEPA
having chapter on services trade.

Table 1
Indian engagement in FTA/CECA/CEPA with Service Chapter
Agreement Date of Sign Date of Operation

Singapore 29-Jun-2005 01-Aug-2005
Malaysia 18-Feb-2011 01-Jul-2011

Korea 7™ August 2009 1* Jan, 2010

Japan 16 February 2011 01-Aug-2011

Sri Lanka Negotiations completed but yet to be signed -

EU Negotiations under process —

APTA 4™ negotiations with service —

Source: WTO, RTA data base.

World Trade Organization (WTO) compiles data of its member’s
participation in different trade agreements. The data base was used to prepare the
above table. In addition; India also extends various forms of trade preferences to
some Asian neighbors, e.g., Afghanistan, Bangladesh, Bhutan, Mongolia, and
Nepal. The operational PTAs currently involve Asian and Latin American
partners, while negotiations are currently taking place with several partners
located in Asia and Africa. India is also currently engaged in negotiation with EU
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and APTA. Ministry of Commerce and Industry in India reports about 14 rounds
of negotiation have already been concluded with reference to India-EU FTA.

The service sector in the whole world is growing very rapidly. The
growth is experienced by developed as well as developing countries. However,
their growth level varies very widely from each other. The world economy led
by service sector has turned into the present shape only after the 1990s.
Services revolution across the globe has changed the business map and the
way of business is conducted. Phenomenal growth of services sector has
outstripped the growth of real GDP in a number of economies from Asia.
While developed countries still account for the lion’s share of services in world
GDP and trade, developing countries have recently started to carve out an
increasingly larger share of the pie for themselves (Karmakar 2005). With the
establishment of WTO and implementation of GATS service sector has been
liberalised by a number of countries in the world including India.

Indian economy, alongside the world economy is also experiencing
the growth in the trade of service sector. Both export and import are
growing at a very fast phase. Transformation of Indian economy from
agricultural to manufacturing and from manufacturing to service can be
cited as a major reason for this growth. Contribution of service sector in to
the economy is also increasing every year.

Table 2 shows the Indian export and import data to the world in the
service sector. Export value of Indian service sector was 16 billion USD in
2000, which increased to 156 billion USD in 2015. Similarly, import value
also rose from 19 billion USD in 2000 to 123 billion USD in 2015.

Table 2

India’s trade in services with the world, min USD

Year Export Import
2000 16685 19188
2001 17337 20099
2002 19478 21039
2003 23902 24878
2004 38281 35641
2005 52179 60636
2006 69440 75171
2007 86553 91036
2008 106054 87955
2009 92890 80553
2010 117068 114928
2011 138528 125289
2012 145525 129919
2013 149164 126891
2014 157196 128362
2015 156278 123567

Source: UN Statistics, online database.
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India’s export and import of services under different categories” are
done in table 3. Table 3 shows that India has exported the highest amount of
services under commercial services, followed by computer and information
services and other services. CAGR of Indian services export from 2010 to
2016 reflects intellectual property that has the highest growth rate. Intellectual
property has been followed by construction and travel in growth rate.

In case of import India has imported services under Memo item:
Commercial services. It is very interesting to note that India has witnessed
the highest level of CAGR under the category of intellectual property
during the period of 2016. CAGR values represent a mixed growth of
services. The values depict that import of travel services has increased by
more than 56 percent in our reference period. Travel services are followed
by telecom services (32). It is also visible from the data that some services
have performed negatively in our reference period. Personal, cultural
services (—54.67) and government services (—3.51) are two major negatively
performed services in our reference period.

Any trade agreement brings some gain as well as losses for an
economy. The gains and losses from PTA/RTA come in the form of trade
creation and diversion. Trade diversion refers to the Trade that occurs
between members of a preferential trading arrangement that replaces what
would have been imported from a country outside the PTA. It is associated
with welfare reduction for the importing country since it increases the cost
of the imported good.

The concept of trade creation was pioneered by Viner in 1950. As
against trade diversion he said, with the entering into a trade agreement if
trade partners switch from inefficient domestic production of goods to import
of those goods from the efficient PTA partners; trade creation occurs.

When a trade agreement (PTA) enters into force, both partners get
access to a number of products to import at a very low rate of tariff. More
over in case of FTA partners get access to free import of a number of
products. For India, Trade creation, will be the scenario when its trading
partner will reduce/remove their tariffs and Indian exporters will be
encouraged to exploit their markets. As a result of this, Indian exporters will
be benefited by increasing their international market share. In the same
time, the Indian Government will also have to reduce its tariffs level for its
counterpart (partner of the agreement). This step of Indian government will
make the exports from his partner country cheaper.

In accounting and book keeping services, South Korea has kept mode 1
and mode 2 open for Indian export. South Korea has given India full access to
its market and has also provided national treatment for Indian service export
under these two modes. But, for the other two modes i.e. for mode 3 and 4 it
has kept some limitations for Indian services. To safeguard the interest of its
domestic service providers, it has wiped out the possibilities of Indian lawyers
with South Korean equivalent qualification to provide their service.

* As per IMF categorization.
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Indian consultants having their office in South Korea will also need to
stay there for more than 180 days every year to enjoy the national treatment.

Some studies find that Korean legal firms are not progressing as per
with their foreign counterparts. Due to a very well developed industrialized
economy the demand for legal services are also very high. After the
implementation of the CEPA with Korea, Indian law firms can open their
office in Korea to provide their services. However, as per the agreement
Indian law firm will have to set up their office only in collaboration with
Korean law firms. Moreover, Indian lawyers with Korean equivalent
qualification are not allowed to offer their services in Korea. In addition to
that Indian law firms will have to compete with other foreign law firms
operating there from earlier. In light of the above discussion it can be
argued that scope of Indian law firms in Korean market is not very vast.

Japan has also given similar treatment to Indian service under legal
service category. However, it has imposed a number of predefined
conditions” for exploiting Japanese markets by Indian lawyers.

Legal services market in Singapore is very well developed. From
1980 Singapore is attracting foreign investment in its legal service sector.
Competition in this sector is also very immense. Law firms from the UK,
the USA and Australia are operating in Singapore for a long time.

In case of Singapore, it has kept all the modes of services export
except the mode 2. Under mode 2 Singapore has not kept any barriers for
Indian export. Indian service exporters can use both market access and
national treatment only under this mode. The decision of Singapore to keep
3 other non-interconnected modes may hamper Indian export sector, as
Singapore is a major market for Indian services and also a very developed
market for the most of the services including legal services in the international
front. Legal services market in Singapore is very well developed. From
1980 Singapore has attracted foreign investment in its legal service sector.
Competition in this sector is also very immense. Law firms from the UK,
the USA and Australia have been operating in Singapore for a long time.

In accounting and book keeping services Korea has kept some
limitations under market access while it has given national treatment for all
modes except mode 3. Big Indian accounting firms can not open their
offices in South Korea. Only small sole proprietorship firms have these
privileges in this regard.

In case of Singapore, it has given full market access and national
treatment to Indian export of services under the first three modes. Only the
mode 4 is kept unbound for both cases of market access and national
treatment. This commitment made by Singapore is definitely going to affect
Indian service export positively as Singapore is a major market for
accounting services. The tariff concessions given under this mode will
encourage Indian exporters to export their services in Singapore market.

* Conditions are defined in appendix.
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Under Indo-Japan FTA, Japan has committed to open its market
for Indian accounting services. Japan has given full market access for all
the modes. However, some limitations are also kept in this regard. But all the
export from India under accounting services will get national treatment in
Japanese market.

Indian architects are required to be locally present in South Korea to
provide their services through mode 1. For mode 2 and mode 3 there are no
barriers kept by South Korean authority. However, they have kept the mode
3 unbound. The first three modes of services trade will also be given to the
national treatment in South Korean market. However, the issue of national
treatment is kept unbound for Indian export under mode 4. The rules and
regulations regarding the supply of services by Indian architects in South
Korean territory are not clear at this moment.

Both Singapore and Japan have given absolute market access and
national treatment for all the first three modes of Service export. However,
market access in Japan is subject to some limitations for Indian service
exporters. It should be noted that Singapore has kept the mode 4 unbound but
the same is not true in case of Japan. Although Japan has kept this mode free,
it has made some exceptions under it. All the service export from India under
mode 4 will get national status in Japanese market. Due to very advance
architect services in both Japan and Singapore and presence of other foreign
architects, Indian architects will face sound competition from them.

It is one of the major Services traded in the world. However, India
isnot a major exporter of engineering goods or services. In case of
merchandise products, India generally exports low technology products and
imports high technology products. For Indian engineering services, South
Korea has kept all the first three modes open for both market access and
national treatment. But for the fourth mode of service South Korea has not
opened its market for Indian export. It can be viewed as a major strategic
decision on the part of South Korea economy. South Korean engineering
service sector is more developed than the Indian service sector. As South
Korea has not opened its market for the fourth mode of service, it can
negatively impact India export because Indian engineers will not be able to
visit South Korea for offering their services in Korean market. As the services
under engineering sector (civil engineers, software engineers) are provided
by experts by visiting the sites, it would be very difficult for Indian
engineers to visit Korea to offer their services.

Like South Korea, both Singapore and Japan have also opened their
market for Indian export for all the first three modes of services. However,
Japan has also kept the mode 4 open for Indian services. However, Singapore
has kept this mode unbound for the time being.

India is one the leading services provider of computer and related
services like IT and ITES. Both computer goods and services of India have
a vast global presence. The IT Services segment aggregated export revenues
of USD 27.3 billion, accounting for 55 per cent of total exports [20]. Indian
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software engineers offer their services all over the world. In computer
service export all the countries of our study have offered India to open their
market for the first three modes of services, in case of both market access
and providing national treatment. All of three countries except Japan has
kept the mode 4 of service unbound for Indian service export. This decision
reflects that Indian service provided through mode 4 will not be able to
open their offices or service station in these three countries. However, going
ahead of them Japan has kept this mode 4 also open for Indian export under
computer and related service category.

It is one of the important services growing all over the world in the
recent time. India is also a major player in this segment of services. As per
ajoint study conducted by Confederation of Indian Industries (CII) and
Ernst & Young in 2010, there are 23 life insurance providers and 24 non-life
insurance providers that operate in India. Insurance service plays an important
role in the total service export of India [19]. As per the agreement signed by
India with its partners of FTA, South Korea and Singapore has kept their
market unbound for mode 1 in case of both market access and national
treatment. South Korea has even kept mode 2 unbound for Indian export in
the both forms of market entry. Though Japan has freed its market for first
three modes of services under national treatment, but it has kept a long list
of clauses for offering market access to Indian export.

Banking and other financial services were also opened partially by
these countries for Indian export. However, they have also imposed a numbers
of conditions for opening their markets for India service providers.

Conclusion. The paper tried to assess gains from various FTA’s that
India has signed in the recent period. The paper considered for analysis only
those FTA’s that has included service sector in their purview. It was analysed
three major FTA’s signed by India with Japan, Singapore, and South Korea.
The study finds that India has performed the export of services tremendously
well in the recent decade. Among such services like computer, telecom-
munication ones Indians were the best performers in the service category.
The study argued that among the various services, India can gain profit from
engineering services, financial services and legal services.
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Yayoxypu P. Inoia ¢ yeooax npo einvHy mopzienio.
Ilocmanoexka npoonemu. 3 ymeopennusm COT y 1995 p. poznouanucs nepezonu

Midie MidICHApoOHuMu chitohomamu 3a écmyn 00 3BT uu inwux gpopm mopeoeoi yeoou.
Inois makooic ne giocmae 6i0 c8oix cynepuuxis. /o yux nip Inois nionucaia 61u3vK0
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10 3BT 3 pisnumu kpainamu ceimy. Bionosiono oo 6asu oanux Pecionanvnux Topeoeux
Y200 (PTY) 6 pamxax COT icuye 380 ¢hizuunux PTY (paxyrouu mosapu ma nociyeu
pasom), 3 akux 295 6 danuii wac € uwunnumu. He3zsadxcaiouu Ha me, wjo Mixc pizHUMU
PeiOHANbHUMU MOP2OBENbHUMU Y200aMU ICHYE GeNUKA PI3HUYS, dle 8Ci 8OHU MAIOMb
CRINbHY Memy CKopomumu oap'epu 015 mopeieni Mide yuacHuKamu.

Mema. Y docniodicenni poszensinymo yuacme IHOIi 6 pi3HUX MOPeosUX Yeodax ma
30cepeoddceno uue Ha 3anydenni Inoii y 3BT 6 cgepi nocnye. I'onosna mema Hauto2o
OdocaidicenHs noaseae 8 oyinyi npubymxy Inoii 6i0 mpvox 3BT 6 chepi nocuye, sikuti oHa
nionucana mineku 6 2010 poyi.

Mamepianu ma memoou. Y 00CniodcenHi 3aCMOCOBAHO ONUCOBULL NIOXIO 0/
oyinku npubymky Inoii 6i0 mpwox ocnoenux 3BT (Anonis, Cineanyp ma Ilisoenna Kopes)
y cexkmopi nocaye. Ogiyitini doxymenmu npo 3BT, wo micmamecsa una eeb-catimax
8I0NOBIOHUX MIHICMEPCME YUX KpaiH, pemenrbHO 8UsUAoms 3d Kamezopiamu nociye nio
PIBHUMU  KepieHUYymeamu ma 6iONnoeioHO 00 NpPono3uyill, 5AKi 60HU HAOAWMb CE0IM
napmuepam. Ilpoananizoeano 3pocmarouy poib CeKmopa Nociye y CeImoeiil mope2ieii
paszom 3 Inoiero.

Pezynvmamu oocnioxcennsn. Ilposeoeno ananis, sk ceped pizuux nocaye Indis
Modice ompumamuy nPUOYMoK 6i0 THICUHIPUH2O08UX, (DIHAHCOBUX MA IOPUOUYHUX HOCTYe.
Pisni kpainu nponouyroms pisui nociyeu 6esmumuoi mopeieni, i 60HU MOXCymb Oymiu
cmpameziuno GUKOpUCAHI 01 30invuuenHs npubymky. Inois mooice ompumamu npu-
O6ymok 6i0 imnopmy iHdxceneprux nociye 3 Anowii, nocaye 3 apximexmypu — 3 Cineanypy.
AHanoziuno 6oHa Mmodice ompumamu npudbYmoK, eKCHOpmyyu OyxeaimepcobKi, MeOudHi
ma Qinancosi nocayeu 0 Yyux Kpaiu.

Bucnoexu. Ilicia ananizy nociye 3BT, oe Inois € napmuepom, docniodicents naoae
MOJCIUGICMG OMPUMAMU BUCHOBOK, WO NPU MOP2IGAi NOCIy2amu obuosa napmuepu
cmpameziuHo moxcyms mamu npudymox. esiki nocnyeu, oe Inois € crabkoro, nanpukiao,
BUCOKOMEXHOJIO2IYHY THIICEHEPIIO, CYYACHY apXimeKmypy ma iHue, MOJXCHA IMIOpmy6eamu,
moai sAx nocayeu, y akux IHois mae nosumueHi nepesazu, ModxiCyms OYmu eKChopmosaHi
00 ceoix napmuepis no 3BT 01 ompumanms npudymky 6io ybo2o.

Knwuosi cnoea: COT, 3BT, Toprisis mociyramm.

Cmamms naoitiuina 0o pedaxyii 05.07.2017.
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