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I. Introduction

In 2011, the leaders of the Association of South East Asian Nations (ASEAN) took the decision to 
establish the Regional Comprehensive Economic Partnership (RCEP), for which the ASEAN members 
agreed to engage with their partner countries with which the group had already concluded a free 
trade agreement (FTA).1 Importantly, ASEAN leaders decided that the process for establishing the 
RCEP should be driven by the members of the grouping. The process, according to the ASEAN 
leaders was to be guided by the ASEAN Charter, which underlined the need to “maintain the 
centrality and proactive role of ASEAN as the primary driving force in its relations and cooperation 
with its external partners in a regional architecture that is open, transparent, and inclusive” (Article 
1, section 15). 

RCEP was conceived of within the broad framework of “open regionalism”, which, as stated in 
the “General Principles” agreed by the leaders, was to have “an open accession clause to enable 
participation of any of the ASEAN FTA partners ... as well as any other external economic partners”. 
This meant that the membership of RCEP was kept open and was not confined to only a few select 
countries. Such a model of integration has the advantage of being more robust and inclusive through 
the inclusion of a large number of countries. However, a year later, the ASEAN leaders’ decision to 
launch the negotiations for the RCEP restricted the scope of participation to the grouping’s existing 
FTA partners, all of which lay in ASEAN’s immediate neighbourhood. The “Guiding Principles and 
Objectives for Negotiating the Regional Comprehensive Economic Partnership”, stated that RCEP 
would be guided by the principle of broadening and deepening “engagement with significant 
improvements over the existing ASEAN+1 FTAs”, while recognising “ASEAN Centrality in the 
emerging regional economic architecture”. The “Guiding Principles” thus reflected the motivation 
of the ASEAN members to bring all its FTA partners under one umbrella agreement and also the 
intent of the grouping to play a determining role in the process of economic integration that RCEP 
was expected to bring about.

More importantly, the “Guiding Principles” recognised the “interests of ASEAN’s FTA Partners 
in supporting and contributing to economic integration, equitable economic development and 
strengthening economic cooperation among the participating countries”. This statement marks 
out RCEP as a significantly different regional economic architecture from the other regional 
economic arrangements that are either in place or are being negotiated. While the architects of 
RCEP introduced a development dimension in the negotiating mandate, all other regional economic 
agreements are hinged on the singular objective of opening up of markets. This challenging objective 
notwithstanding, the negotiating mandate for the RCEP stated that the aim would be to conclude 
the negotiations by the end of 2015.

As an economic formation in the East Asian region2, RCEP brings to the fore collective strength of 
some of the largest economies in the world. In 2015, countries that engaged in making the concept 
of RCEP a reality, accounted for more than 30% of the world’s GDP and more than 29% of world 
trade. Collectively, these countries make up for nearly one-half of the world’s population. These 

1.  ASEAN. 2011. Throughout this paper we will use the term FTA, which has become a generic term to describe not only conventional free trade 
agreements that covered only market access issues in goods, but also the more complex agreements concluded in the past couple of decades. 
The latter agreements include issues like intellectual property rights, investments, services, and more recently, electronic commerce.

2. The countries participating in the RCEP negotiations are the original members of the East Asian Community, which was formed in 2005. 
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figures indicate that if its collective strength is harnessed properly, the East Asian region can become 
a strong pivot for the world economy. This will require the countries of the region to develop in a 
cooperative framework, one which keeps the long-term interests of the countries participating in 
the RCEP negotiations. Given the considerable variations in the levels of development, both across 
the participating countries and also within most of the individual countries, the underpinnings of 
RCEP should be to address these development gaps.

This paper looks some of the critical issues that are included in the RCEP and their implications for 
India. The paper has two parts. It begins by discussing the key elements of the negotiating mandate 
and tries to situate it in the larger context of regional cooperation between ASEAN and its FTA 
partners. Several initiatives have been taken under this rubric of regional cooperation and these 
are clearly aimed at improving the development potential of the East Asian region. Importantly, the 
RCEP negotiating mandate also recognises this critical dimension of cooperation. 

The second part of the paper dwells on the negotiating dynamics of RCEP in some of the critical 
areas. These negotiations have given RCEP the character of other contemporary FTAs. These FTAs 
are typically focused on incremental market access possibilities in goods, services and investment, 
together with behind the border issues like intellectual property rights and newer areas like electronic 
commerce. We shall consider three issues of considerable significance for India, namely, market 
access for goods, investment liberalisation, and setting new standards for intellectual property 
protection. 

II. RCEP as the Basis for Building an East Asian Community

The negotiating mandate of RCEP, which was elaborated in the “Guiding Principles and Objectives 
for Negotiating the RCEP” adopted by the Ministers of the proposed regional forum in August 2012, 
included at least two dimensions that make it quite different from the conventional FTAs. The first 
of these was that “RCEP will recognise ... interests of ASEAN’s FTA Partners in supporting and 
contributing to economic integration, equitable economic development and strengthening economic 
cooperation among the participating countries”. In other words, the economic development and 
cooperation were expected to be the building blocks of RCEP. 

The second contrasting dimension was that RCEP negotiating mandate, included economic and 
technical cooperation as one of its negotiating planks, which “will aim at narrowing development gaps 
among the parties and maximizing mutual benefits from the implementation of the ... agreement”. 
The Guidelines further clarified that “economic and technical cooperation provisions in the RCEP 
will build upon existing economic cooperation arrangements between ASEAN and ASEAN’s FTA 
partners participating in the RCEP”.

It is important to note here that ASEAN members viewed “technical and development cooperation” 
as a sine qua non for economic integration not only within their region, but between ASEAN and 
other parts of the world as well. This was highlighted in the Initiative for ASEAN Integration (IAI), 
launched in November 2000. The IAI stated that technical and development cooperation would 
“address the development divide and accelerate the economic integration of the less developed 
ASEAN Member Countries so that the benefits of ASEAN integration are shared and enjoyed by 
all ASEAN Member Countries”. When it was launched, IAI identified the following as the priority 
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areas, namely, infrastructure, human resource development, information and communications 
technologies, capacity building for regional economic integration, energy, investment climate, 
tourism, poverty reduction and improvement in the quality of life.

Over the past few years, a number of regional organizations have made sustained efforts to improve 
the connectivity within the East Asian Region, thus giving effect to these critical “regional public 
goods”. These efforts are intended to take full advantage of the “economics of neighbourhood”, which 
can provide a strong impetus for regional integration. An Asian Development Bank (ADB) study 
conducted in 2012 argued that the Asian economies could “unlock their vast economic potential, 
achieve sustained and inclusive rapid growth, and reduce poverty”.3 Another study pointed out that 
“cooperation on infrastructure and trade facilitation (e.g., transport, customs clearance, and product 
standards) and services (e.g., financial services and labor services) could lead to a reduction in 
trade costs and result in welfare gains well in excess of gains from mere tariff liberalization”.4 In 
keeping with this understanding about the importance of connectivity, ADB supported a range of 
infrastructure projects in the East Asian region that could eventually result in the narrowing the 
development gaps.

Effectively connecting the East Asian region was undeniably a critical factor for achieving objectives 
of the RCEP. Over the past several years, a number of initiatives aimed at improving the connectivity 
between countries through efficient provisioning of regional public goods have been taken. Since the 
middle of the previous decade, the East Asia Summit (EAS) process has been engaged in working out 
the details of the connectivity plan in the region. The most significant of these is the Comprehensive 
Asia Development Plan (CADP) aimed at improving connectivity within the East Asian region. CADP 
provided “a grand spatial design of economic infrastructure and industrial placement, and will claim 
to pursue both deepening economic integration and narrowing development gaps at the same 
time”.5 The infrastructure development plan spelt out in the CADP designed not only to support 
the production networks that already exist in the East Asian region, but also to bring in countries 
and sub-regions, which did not figure in the networks very prominently. Prominent among those 
that figure in the latter category are countries are the least developed countries in ASEAN, namely 
Lao PDR, Cambodia and Myanmar. Myanmar’s opening to the outside world at the beginning of 
this decade opened a plethora of possibilities of a better connectivity between India and ASEAN. 
It raised expectations of an early implementation of the Mekong India Economic Corridor, which 
proposes to connect “Ho Chi Minh City, Phnom Penh, Bangkok, and Dawei by road and further to 
Chennai (Madras) in India by sea route”.6

With these developments afoot, RCEP could have provided the overall framework through which a 
strong and viable East Asian Community could be developed. RCEP therefore needed two tracks: 
the first, a regional cooperation and development track and the second, a market integration track. 
The first track had to tie-in all the initiatives of building regional infrastructure. This could enable 

3. Bhattacharyay, Biswa Nath, Masahiro Kawai, Rajat M. Nag. 2012. 

4. Asian Development Bank Institute. 2013; x.

5. ERIA. 2010; 1.

6. ERIA. 2010; 90.
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the RCEP members to provide a coordinated approach to development of “regional public goods” 
like the infrastructure projects mentioned in the foregoing. However, fast tracking the latter could 
enable the countries that are better prepared to benefit from the process, and this could exacerbate 
the existing inequities in the region.

III. Setting the Context of RCEP Negotiations

RCEP negotiations began in 2013, and as mentioned earlier, the participating countries had initially 
expressed their intention to conclude the agreement by the end of 2015. After missing several 
deadlines, the leaders of the RCEP participating countries (RPCs) stated in the Joint Statement at 
their meeting in November 2018 that they were “determined to conclude a modern, comprehensive, 
high quality, and mutually beneficial RCEP in 2019”.

Currently, the RPCs are negotiating 25 chapters; the major issues are listed in Table 1. Included in the 
agreement are several issues like electronic commerce, competition and disciplines on small and 
medium enterprises, which have not been included in the World Trade Organization (WTO)7, largely 
because developing countries have argued that the proposals for the inclusion of these areas are 
detrimental to their interests. Thus, when formalised, RCEP would be the most expansive regional 
trade agreement that India has ever negotiated.

Table 1: Major Chapters/Annex proposed for RCEP

1. Preamble 11. Telecommunications Services

2. Establishment, Objectives and General Definitions 12. Electronic Commerce

3. Trade in Goods 13. Investment

4. Rules of Origin 14. Economic and Technical Cooperation

5. Customs Procedures and Trade Facilitation 15. Intellectual Property

6. Sanitary and Phytosanitary 16. Competition

7. Standards, Technical Regulations and Conformity 

Assessment Procedures
17. General Provisions and Exceptions

8. Small and Medium Enterprises 18. Institutional Provisions

9. Trade in Services 19. Dispute Settlement

10. Financial Services 20. Final Provisions

Source: Ministry of International Trade and Industry. 2019. accessed from: https://fta.miti.gov.my/index.php/pages/view/rcep?mid=39.

RCEP negotiations held thus far show that all the major countries, barring the singular exception of 
India, have had very high trade liberalisation ambitions, the details of which would be spelt out in the 
next section. The ambitions of these RPCs, which have been driving the negotiating dynamics, are, 
in turn, influenced by their simultaneous engagements in several bilateral and regional integration 
initiatives, each of which include more issues than does RCEP, but more significantly they are aimed 
at making tariffs and non-tariff barriers as well as restrictions on foreign investment passé. 

7. We will refer to these issues as “WTO-plus”, as they are beyond the remit of the organization.

https://fta.miti.gov.my/index.php/pages/view/rcep?mid=39
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The major impetus for RCEP negotiations was provided by the Trans Pacific Partnership (TPP), a 
regional integration agreement between 12 countries conceived “with the objective of shaping a high-
standard, broad-based regional pact”.8 TPP included 30 chapters (Table 2), which included provisions 
for the most far-reaching trade and investment liberalisation ever negotiated. Seven RPCs were 
formally associated with the TPP negotiations, but several others had signaled their interest to join.9, 10

Table 2: TPP Chapters

1. Initial Provisions and General definitions 16. Competition

2. National Treatment and Market Access 17. State-Owned Enterprises

3. Rules of Origin and Origin Procedures 18. Intellectual Property

4. Textiles and Apparel 19. Labour

5. Customs Administration and Trade Facilitation 20. Environment

6. Trade Remedies 21. Cooperation and Capacity Building

7. Sanitary and Phytosanitary Measures 22. Competitiveness and Business Facilitation

8. Technical Barriers to Trade 23. Development

9. Investment 24. Small and Medium-Sized Enterprises

10. Cross Border Trade in Services 25. Regulatory Coherence

11. Financial Services 26. Transparency and Anti-Corruption

12. Temporary Entry for Business Persons 27. Administrative and Institutional Provisions

13. Telecommunications 28. Dispute Settlement

14. Electronic Commerce 29. Exceptions

15. Government Procurement 30. Final Provisions

Source: USTR. n.d.

A significant aspect of the TPP was that the negotiations were effectively driven by the United States 
(US) with two clear objectives. First, the TPP was projected as an integral part of President Obama’s 
agenda to help American “farmers and small businesses increase their exports”.11 According to the 
US Trade Representative, the US was “negotiating the [TPP], a 21st century trade agreement” that 
would “boost U.S. economic growth, support American jobs, and grow Made-in-America exports to 
some of the most dynamic and fastest growing countries in the world”.12

The TPP member countries concluded the negotiations for the first mega-regional trade agreement 
in October 2015 and the agreement was signed in February 2016. TPP members agreed to 
eliminate tariffs of up to 97% in manufactured goods upon entry into force of the agreement (not 
including Singapore, which did not have any tariffs on manufactured goods even before joining TPP 
negotiations) and 100% in agriculture. At the end of their respective implementation periods, all 
countries would have eliminated tariffs on at least 81% of their agricultural products and at least 
96.4% of their manufactured products. Eight countries would have eliminated 99% or more of 

8. USTR. 2009.

9. Lee. 2015.

10. Ono. 2018.

11. The White House. 2010

12. USTR. n.d.
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their tariffs in agricultural products, while every country, except Brunei Darussalam would have 
eliminated tariffs on nearly all their manufactured products (Table 3). These numbers speak of the 
high degree of openness accepted by the TPP member countries. 

Table 3: Tariff Elimination under the TPP (%)

Countries

Actual Figures (2015) TPP Commitments

Agricultural 

products

Manufactured 

products

Total Agricultural 

products

Manufactured products

Final 

bound

MFN 

applied

Final 

bound

MFN 

applied

Eventual 

elimination

Immediate 

elimination

Eventual 

elimination

Immediate 

elimination

Eventual 

elimination

Australia 31.3 77.0 18.8 45.9 100.0 99.5 100.0 91.8 99.8

Brunei 0.0 98.5 0.0 78.5 100.0 98.6 100.0 70.2 96.4

Canada 46.0 59.6 25.8 78.5 99.0 86.2 94.1 96.9 100.0

Chile 0.0 0.0 0.0 0.3 100.0 96.3 99.5 94.7 100.0

Japan 34.1 36.5 55.9 55.7 95.0 51.3 81.0 95.3 100.0

Malaysia 12.9 75.0 5.0 64.1 100.0 96.7 99.6 78.8 100.0

Mexico 0.4 19.6 0.3 55.2 99.0 74.1 96.4 77.0 99.6

New 

Zealand
54.8 72.4 46.4 62.5 100.0 97.7 100.0 93.9 100.0

Peru 0.0 52.6 2.2 70.0 99.0 82.1 96.0 80.2 100.0

Singapore 4.1 99.8 17.0 100.0 100.0 100.0 100.0 100.0 100.0

United 

States
30.2 30.8 47.4 48.4 100.0 55.5 98.8 90.9 100.0

Vietnam 8.7 15.5 15.0 38.8 100.0 42.6 99.4 70.2 100.0

Source: Urata. 2017; 19.

Despite guiding the TPP members to agree to a comprehensive free trade agreement, the US 
Administration under President Donald Trump’s leadership, decided to withdraw from the 
Agreement in January 2017, signaling its virtual end.13 However, the 11 remaining countries decided 
to carry the spirit of the TPP to its logical fruition by endorsing the Comprehensive and Progressive 
Agreement for Trans-Pacific Partnership (CPTPP). Article 1 of CPTPP clarified thus: “under the terms 
of this Agreement, the provisions of the Trans-Pacific Partnership Agreement … are incorporated, by 
reference, into and made part of this Agreement mutatis mutandis …14 In other words, the CPTPP 
members decided to implement all the ambitious commitments to open markets that they had 
taken as members of the TPP.

The CPTPP was signed in March 2018, with the agreement becoming effective for Australia, 
Canada, Japan, Mexico, New Zealand and Singapore at the end of December 2018 and for 
Vietnam in January 2019. The Agreement would become effective for Brunei Darussalam, 
Chile, Malaysia and Peru, 60 days after they complete their ratification processes.15 
This means that the schedule for ushering-in a near-tariff-free region that the TPP members had 
committed to, was followed by the CPTPP members.

13. USTR. 2017.

14. Department of Foreign Affairs and Trade. 2018; Article 1.

15. Department of Foreign Affairs and Trade. 2019a.
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Alongside involving in themselves in the TPP/CPTPP processes, several RPCs have been negotiating 
free trade agreements (FTAs) or comprehensive economic partnership agreements (CEPAs), 
among themselves or with partners outside the East Asian region that include commitments to 
comprehensively open markets. Box 1 gives a list of such agreements that have either been finalised 
or are being negotiated. Some of these agreements are between RPCs, and these are setting new 
standards for RCEP.

Take for example the CEPA that was recently concluded by two RPCs, namely Indonesia and 
Australia (IA-CEPA). This agreement provides for almost complete tariff elimination: (i) over 
99% of Australian exports of merchandise goods will enter duty free into Indonesia duty free 
or under significantly improved or preferential arrangements; and (ii) Australia will eliminate 
all existing tariffs on imports of Indonesian goods on the day the agreement takes effect.16 
Market access opportunities provided by IA-CEPA are thus much better than those provided in 
existing FTA between Australia and the ASEAN members.

The context of the RCEP negotiations was therefore shaped by these attempts at deep integration 
amongst most of the RPCs. As we shall see in the following section, the proposals gaining currency in the 
RCEP negotiations have been in sync with the degree of openness that most RPCs have already accepted. 
But such policies are at variance with India’s expectations from RCEP, the details are discussed below.

16. Department of Foreign Affairs and Trade. 2019b.

Box 1: Free Trade Agreements/Comprehensive Economic Partnership Agreements Involving RPCs 
Having Ambitious Market Access Commitments

Australia - EU Free Trade Agreement 

Australia-New Zealand-Pacific Alliance (Mexico, Chile, Peru and Colombia) Free Trade Agreement

China - Norway Free Trade Agreement 

China – Japan - Republic of Korea Free Trade Agreement

China - Republic of Korea Free Trade Agreement

Comprehensive and Progressive Agreement for Trans-Pacific Partnership

Indonesia - Australia Comprehensive Economic Partnership Agreement

Indonesia - EFTA Comprehensive Economic Partnership Agreement 

Indonesia - EU Free Trade Agreement 

Indonesia - Republic of Korea Free Trade Agreement 

Japan - Canada Economic Partnership Agreement 

Japan - Republic of Korea Free Trade Agreement 

Malaysia - EU Free Trade Agreement 

Malaysia - European Free Trade Association Free Trade Agreement

Malaysia - United States Free Trade Agreement 

New Zealand - EU Free Trade Agreement

Philippines - EU Free Trade Agreement

Republic of Korea - MERCOSUR Free Trade Agreement 

Republic of Korea - Mexico Strategic Economic Complementation Agreement  

Singapore - Canada Free Trade Agreement  

Singapore - MERCOSUR Free Trade Agreement  

Singapore - Mexico Free Trade Agreement 

 
Source: Compiled by the author.
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IV. Key Issues for India

The East Asian region is critical to India’s trade and economic interests. The region accounted for 
almost 29% of the country’s trade in 2018-19, and nearly 46.5% of the total foreign direct investment 
that it received during the same period. Since the RCEP negotiations began in 2013, countries driving 
the negotiating process have tended to treat RCEP like yet another conventional FTA, with market 
access-related issues being fast-tracked. We had mentioned earlier that not only would RCEP eliminate 
tariffs and other barriers to trade in a comprehensive manner between the participating countries, 
but also seeks harmonisation of rules involving areas like investment and electronic commerce. The 
negotiations have also seen proposals for ratcheting-up the standards of intellectual property protection, 
beyond those provided in the WTO Agreement on Trade Related Aspects of Intellectual Property Rights 
(TRIPS). If the covered agreements under RCEP are similar to those of the TPP/CPTPP, India, which 
has been a strong votary for the adoption of differentiated rules/standards in keeping with the needs 
and capabilities of individual countries, would not be able to accept such agreements. For instance, in 
the area of market access for goods, India has favoured a gradual process of tariff reduction and has 
advocated standstill in case of sensitive products, while in case of intellectual property rights, India’s 
position has been that nothing beyond the standards provided by the Agreement on TRIPS should be 
adopted. India’s intellectual property laws meet the TRIPS’ provisions, the globally accepted standards 
for intellectual property protection.17

In order to understand the implications of the RCEP negotiations for India, we shall deal with three 
issues in some length. These issues are also important for not only does India have a clearly stated 
position on each of these, India’s approaches have been quite divergent from those of other RCEP 
participating countries (RPCs). The three issues are, tariff liberalisation, protection of intellectual 
property rights and protection of foreign investment.

Tariff Liberalisation

This issue has been fairly challenging for India, as most RPCs are willing to move rapidly towards 
comprehensively eliminating tariffs on both agriculture and manufacturing, and these countries 
expect that India would carry out reciprocal tariff elimination. These expectations have their genesis 
in the three bilateral trade agreements that India has signed with ASEAN, the Republic of Korea 
(RoK) and Japan. In these agreements, India’s tariff elimination offers have broadly matched those 
of its FTA partners (Tables 4 and 5).

Table 4: Reciprocal Tariff Elimination by India and ASEAN Countries in Existing FTAs

Partners Tariff Elimination (% of tariff lines)

India to ASEAN minus the Philippines 74.2

Malaysia to India 77.5

Indonesia to India 46.6

Philippines to India 75.6

Source: Author’s calculations.

17.  The Government of India has recently unveiled the National Intellectual Property Rights Policy, which states that India has “established a TRIPS 
compliant, robust, equitable and dynamic IPR regime”. For details see, Government of India. 2016a. 
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Table 5: Reciprocal Tariff Elimination by India, Japan and the RoK in Existing FTAs

Partners Tariff Elimination (% of tariff lines)

India to Japan 86.4

Japan to India 79.4

India to the RoK 69.6

The RoK to India 88.7

Source: Author’s calculations.

The tables above show that except for RoK, India’s tariff elimination efforts through its bilateral 
FTAs have either been comparable or better than its partner countries. In case of Indonesia and 
Japan, India had offered to eliminate its tariffs on a significantly larger number of tariff lines as 
compared to its partners. In overall terms, India had offered much higher levels of tariff preferences 
to its partners, a fact that stands out if India’s overall tariff profiles are considered. 

We had mentioned in an earlier discussion that the most RPCs were engaged in FTAs through which 
they had agreed to substantially eliminate tariffs. The degrees of openness that these countries 
have adopted are evident from tables below that compare India’s tariff profiles for non-agricultural 
and agricultural commodities18 with those of the major RPCs.

Table 6: Tariff Profiles of Select RCEP Countries (Non-agricultural Products)

RCEP Countries Year Applicable Average MFN 

Applied Rate (%)

Duty Free Lines 

(%)

Maximum Duty (%)

India 2018 13.6 1.8 125

Australia 2018 2.7 46.9 5

China 2018 8.8 7.2 50

Indonesia 2018 8.0 13.8 16.4

Japan 2018 2.5 55.8 357

Republic of Korea 2018 6.7 16.6 504

Malaysia 2017 5.3 64.9 60.0

New Zealand 2018 2.1 63.7 45

Philippines 2018 5.6 12.6 30.0

Singapore 2018 0.0 100.0 100.0

Thailand 2017 7.3 40.5 116.0

Vietnam 2018 8.4 38.6 28.9

Source: Tariff profiles of members provided by the WTO database on tariffs.

18. We are following the WTO definition of agricultural and non-agricultural products. The former includes agricultural, animal and dairy products, 
including processed products, while the latter includes manufacturing products, fuels and mining products, fish and fish products, forestry prod-
ucts and rubber and jute.
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Table 7: Tariff Profiles of Select RCEP Countries (Agricultural Products)

RCEP Countries Year Applicable
Average MFN 

Applied Rate (%)
Duty Free Lines (%) Maximum Duty (%)

India 2018 38.8 3.1 150.0

Australia 2018 1.2   76.8 23.0

China 2018 15.2 7.2 65.0

Indonesia 2018 8.6 8.5 150.0

Japan 2018 15.7 35.7 723.0

Republic of Korea 2018 57.0 5.5 887.0

Malaysia 2017 7.9 74.7 More than 1000

New Zealand 2018 1.4 72.4 5.0

Philippines 2018 9.8 12.6 65

Singapore 2018 0.1 99.8 99.0

Thailand 2017 24.0 12.4 181

Viet Nam 2018 16.5 15.0 135.0

Source: Tariff profiles of members provided by the WTO database on tariffs.

India’s tariff profile for 2018 for non-agricultural products is quite different from most other RPCs 
on two key counts. India’s average MFN (most-favoured nation19) applied tariff rate was 13.6%, the 
highest among RPCs. China had the next highest tariff rate of almost 9%. Again, India had the least 
number of duty-free tariff lines, i.e. 1.8%, while China had 7.2%. However, India’s maximum tariff 
applied to a non-agricultural product was significantly lower than some of the other RPCs.

Agriculture tariffs in India has historically been considerably higher than the average, and in 
2018, the average MFN applied rate was 38.8%. Although this was much lower than the highest 
average MFN applied tariffs for RPCs that the RoK had imposed (57%), India’s average tariff was 
substantially above those imposed by the larger RPCs. As in the case of non-agricultural products, 
India’s maximum tariff imposed on agricultural products was 150%, as compared to over 1000% 
imposed by Malaysia.

The high average tariffs imposed by India are primarily driven by the fact that 85% of the farm 
holdings are small and marginal (less than 2 hectares), of which 67% of the holdings are one 
hectare or less20. Not surprisingly, therefore, the sector employing the largest segment of the 
country’s workforce (close to 50%) is plagued by low productivity and the government is left with 
little options but to use high levels of tariffs to protect livelihoods. Although India is the world’s 
largest exporter of rice, the most it has ever exported is 6% of its total production (in 2016), and its 
exports of wheat never exceeded 1.1% of domestic production (in 2005). These numbers also imply 
that India’s farmers are critical for keeping the country food secure, besides providing livelihoods to 
a large share of the workforce.

Agricultural trade liberalisation therefore taken a back seat for Indian policy makers given the 
exceptional situation that the country finds itself in. This reality has played itself up prominently in 

19. Applicable to all WTO members.

20.  Government of India. 2019; Table 15.2 (a).
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the FTA negotiations that the country has negotiated thus far, and in the on-going RCEP negotiations 
as well.

While most RPCs were expecting that India would make reciprocal offers of deep tariff cuts, India’s 
initial offers of tariff elimination were completely to the contrary. Within a year of its taking office in 
2014, the National Democratic Alliance (NDA) publicly announced the tariff offers. This was a major 
departure from the practices of the past governments, which never disclosed the terms of their 
engagements in FTAs.21 However, subsequently, the government adopted the more conventional 
practice of keeping the negotiations shrouded in secrecy.

In the following section, we would analyse India’s initial offer of 2015. This document is significant for 
it conveys the extent to which India was willing to accept market access commitments under RCEP.

India’s Initial Offers in RCEP Negotiations

Tariff negotiations in RCEP have been anchored on the “Basic Concept for Initial Offers”, according 
to which, participating countries have to propose a three-tiered approach regarding elimination of 
tariffs that would be based on the twin criteria, namely, the number of tariff lines and the value of 
imports from RCEP countries.22 The three tiers of this approach would be the following: the first 
tier would be for the ASEAN member countries, the second tier would be for ASEAN FTA Partners 
(AFPs) who have already concluded an FTA, and the third tier would be for the AFPs who do not 
have an existing FTA with any of its RCEP partners.

The tariff negotiations are being conducted by following an offer-request approach. Countries would 
first submit their initial offers based on the agreed framework. Subsequently, and based on requests 
made by other countries, there would be a process of modification of the initial offers.

At the Third Ministerial Meeting of RCEP countries in August 2015, the Ministers approved the 
thresholds for tariff elimination in each of the three-tiers mentioned above. Countries were required 
to follow the agreed thresholds when they submitted their initial offers. The base tariff rates from 
which the tariffs would have to be eventually eliminated would be the basic import tariff as on 1 
January 2014. The thresholds of tariff elimination indicated in the offers cover both percentage 
of tariff lines and percentage of total imports from RCEP partners for the calendar years 2012 and 
2013.

The following was the tariff elimination schedule that the government made as a part of its offer in 
the market access negotiations: 

1. The first tier, one which includes the ASEAN members, all RCEP participants would eliminate tariffs 80% of 
the tariff lines. 65% of the 80% of tariff lines would be eliminated at entry into force (EIF) of the RCEP and 
for the remaining 15%, tariffs would be eliminated over a 10-year period.

2. For the second tier, dealing with existing agreements between ASEAN FTA partners (AFPs); all countries 
would eliminate tariffs 80% of the tariff lines. In its initial offer, India had agreed to eliminate tariffs on 65% 
of the tariff lines over a 10-year period. India made this offer to its two FTA partners, namely Japan and the 
RoK.

21.  Government of India. 2015a. 

22.  Government of India. 2015a. 

http://commerce.nic.in/WhatsNew/Inputs_trade_goods_under_Regional_Comprehensive_Economic_Partnership.pdf. 
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3. For the third tier dealing with AFPs with no existing FTAs; India had agreed to eliminate tariffs on 42.5% of 
its tariff lines for China, 62.5% for New Zealand and 80% for Australia. In all the three cases, India would 
eliminate the tariffs spread over a 10-year period.

India’s initial offers are summarised in Table 8 below.

Table 8: Tariff Elimination Schedule in India’s Initial Market Access Offer

Tariff Elimination 

Schedule

For ASEAN Members
For existing non-ASEAN 

FTA Partners*
For China

Number of 

Tariff Lines

Share of total 

tariff lines

Number of 

Tariff Lines

Share of total 

tariff lines

Number of 

Tariff Lines

Share of 

total tariff 

lines

Upon entry into force 7489 65.0 ... ,,, ,,, ,,,

Within 10 years 1727 15.0 7575 65.7 4898 42.5

Excluded 2305 20.0 3946 34.3 6623 57.5

Total 11521 100 11521 100 11521 100

*Japan and the RoK

Source: Author’s calculations.  

India’s offers of tariff elimination needs to be seen from a sectoral point of view in order get a 
better perspective. As stated above, India has major sensitivities in the agricultural sector, and this 
reality has been reflected in the RCEP negotiations as well. Table 9 provides an overview of tariff 
elimination that India has offered.

Table 9: India’s Initial Tariff Offers Covering Agricultural Products

 Categories

For ASEAN Members
For existing non-ASEAN 

FTA Partners
For China

Total tariff 

lines

Share of total 

tariff lines 

(%)

Total tariff 

lines

Share of total 

tariff lines 

(%)

Total tariff 

lines

Share of 

total tariff 

lines (%)

Elimination upon entry into 

force
566 35.1 0 0 0 0

Elimination within 10 years 88 5.5 0 0 15 0.9

Excluded from elimination 957 59.4 1611 100 1596 99.1

Total agricultural tariff lines 1611 100 1611 100 1611 100

Source: Author’s calculations.  

India has offered to eliminate tariffs on just above 40% of its agricultural tariff lines when importing 
from ASEAN member states. Tariffs would be eliminated for 35% of these tariff lines, while for the 
remaining, this would be done within 10 years. Thus, majority of agricultural tariffs lines would still 
be subjected to high tariffs. 

However, for the Tier 2 and 3 countries, India has offered very little by way of tariff elimination in 
the agricultural sector. Tariffs are to be eliminated for only 15 tariff lines for China, and this would be 
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phased over a 10-year period, while for Japan and the RoK, the Tier 2 countries, there would be no 
tariff elimination.

Table 10: India’s Initial Tariff Offers Covering Non-Agricultural Products

Categories

For ASEAN Members
For existing non-ASEAN 

FTA Partners
For China

Total tariff 

lines

Share of total 

tariff lines 

(%)

Total tariff 

lines

Share of total 

tariff lines 

(%)

Total tariff 

lines

Share of total 

tariff lines 

(%)

Elimination upon entry 

into force
6923 69.9 0 0 0 0

Elimination within 10 

years
1639 16.5 7575 76.4 4883 49.3

Excluded from elimination 1348 13.6 2335 23.6 5027 50.7

Total non-agricultural 

tariff lines
9910 100 9910 100 9910 100

Source: Author’s calculations.  

India’s proposal for tariff elimination in case of non-agricultural products is significantly more liberal 
than that for agriculture. For the ASEAN member countries, more than 86% of non-agricultural 
tariff lines would be tariff free within 10 years. Tariffs on nearly 70% of total non-agricultural tariff 
lines would be eliminated upon implementation of the RCEP. Less than 14% of the non-agricultural 
tariff lines have been kept outside the ambit of tariff liberalisation.

For Japan and the RoK, India has proposed to eliminate more than three-fourths of its tariffs on non-
agricultural products within ten years of entry into force of RCEP, although, as mentioned earlier, 
most of this reduction could be back-loaded. Similarly, for China, close to one-half of these tariff 
lines would be eliminated within the first decade, but no immediate tariff elimination has been 
proposed. 

Table 11: Scope of Tariff Elimination in India’s Initial Offers

Extent of tariff elimination (share of 

total tariff lines in a HS Chapter)

 

Number of HS Chapters

For ASEAN Members For existing 

non-ASEAN FTA 

Partners

For ChinaUpon entry into 

force

Within ten 

years

100% 20 32 24 6

More than 90%, but less than 100% 13 25 17 6

More than 50% and up to 90% 31 21 25 42

More than 0% and up to 50% of 

tariff lines
30 16 5 23

0% 2 2 25 25

Source: Author’s calculations.  
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It may be useful to look at the distribution of tariff elimination across the broad product groups, 
represented by the “Chapters”, following the Harmonised System (HS) of Trade Classification. 
Table 11 provides a summary of the tariff elimination commitments that India has made through its 
initial offers.

Table 11 shows an interesting pattern, which is that there is a significant extent of clustering of 
India’s tariff elimination proposals. For the ASEAN member states, tariffs would be eliminated in 
all tariff lines for 20 HS Chapters upon entry into force of RCEP and a further list of 12 HS Chapters 
would be part of this grouping before the end of 10 years. India has proposed that once it joins RCEP, 
its ASEAN partners would get enhanced market access possibilities since products covered by 64 
of the 96 HS Chapters would have at least 50% tariff free duty lines. This group includes most of the 
major industrial sectors, including iron and steel (100% duty-free tariff lines), inorganic chemicals 
(97%), non-electrical machinery (77%), organic chemicals (74%), and electrical machinery (67%).

For its existing FTA partners, India has proposed to make 24 HS Chapters tariff free in 10 years, 
while in another 42 HS Chapters, at least 50% of the tariff lines would be duty free. Among the 
major sectors covered in these HS Chapters are pharmaceuticals, fertilizers and railway equipment 
(100% duty free lines), inorganic chemicals (95%) and iron and steel (86%).

For China, only 6 HS Chapters are proposed to be made duty free in 10 years, and in an additional 
48 HS Chapters, duties in 50% of the tariff lines would be eliminated. In these HS Chapters, several 
major industries are included, fertilizers (100% duty free tariff lines), railway equipment (85%), 
inorganic chemicals (81%) and apparels (64%).

For differing reasons, India may face considerable challenge in coping with the proposed regimes on 
protecting intellectual property rights and foreign investment.

Protection of Intellectual Property Rights

RCEP negotiations have become yet another forum where the contestation between the enhanced 
rights of intellectual property owners and the interests of the public at large, especially in the area 
of pharmaceuticals, is being played out. The contested area has seen deep divisions between the 
participating countries on issues that have implications for access to medicines at affordable prices. 
For instance, countries have differed on the language for incorporating the Doha Declaration on 
TRIPS and Public Health, especially on the nature of flexibilities that the Declaration provides for 
addressing public health concerns. Japan, the RoK and to a lesser extent, Australia and New Zealand, 
have differed with the positions taken by India and the ASEAN members.

Japan and the RoK have also introduced the so-called “TRIPS-plus” provisions, i.e. provisions that go 
beyond those included in the TRIPS Agreement for enhancing the rights of the intellectual property 
holders. For instance, these two countries have proposed that the patent term should be extended 
beyond the 20-year period provided by the TRIPS Agreement for compensating for the delay in 
obtaining marketing approval for a patented product. Further, the RoK has proposed that patent 
term be extended if there was a delay in processing a patent application.

Yet another “TRIPS plus” provision introduced by Japan, the RoK and Australia is in respect of 
intellectual property protection of plant varieties. These countries have proposed that RCEP 
members should compulsorily accept the framework provided by the International Union for the 
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Protection of New Varieties of Plants, better known as the UPOV Convention. The framework that 
UPOV currently follows (this was adopted in 1991 and is hence commonly known as UPOV, 91) 
imposes several limitations on the functioning of the traditional farmers in developing countries. The 
most important limitation is that farmers are not allowed to either save seeds of a protected variety 
to be used in the following year’s harvest, or to exchange the seeds with their farm neighbours. The 
TRIPS Agreement, on the other hand, does not require the WTO members to follow UPOV, 91; they 
can develop their own sui generis system for protecting plant varieties. India has used this flexibility 
to enact a sui generis system for protecting plant varieties that allows the farmers to save seeds and 
exchange with their farm neighbours.

Over the past couple of decades, the issue of intellectual property rights (IPR) has witnessed a sharp 
divide between the advanced and the developing countries, as latter set of countries have argued 
for the inclusion of public interest dimension in IPR laws alongside effective protection to be granted 
to the holders of intellectual property (IP). The area in which this divide has been most pronounced 
is pharmaceuticals, because developing countries have expressed their commitment to provide 
affordable medicines to their populations by using the flexibilities in Agreement on Trade Related 
Aspects of Intellectual Property Rights (TRIPS) being monitored by the World Trade Organization 
(WTO), the globally accepted patent law. Several developing countries have introduced appropriate 
instruments in their intellectual property laws (especially patent laws) to ensure that the large 
pharmaceutical companies are not able to charge excessively high prices on medicines using the 
monopoly rights conferred to them by the patents that they own. 

India has been the most articulate advocate of this position. It has accordingly put in place a domestic 
patent regime that is responsive to the requirements of public health; by creating conditions for the 
growth of a generic pharmaceutical industry that can supply affordable medicines. Importantly, the 
patent regime that India has adopted is compatible with the global standards provided by the TRIPS 
Agreement.

However, on the other hand, some of the participants in the RCEP are arguing for the introduction 
of a regime for intellectual property protection that could limit the use of flexibilities provided by 
the TRIPS Agreement in several different ways. The first is that the applicability of the provisions for 
the grant of compulsory licenses, an instrument that can be used to prevent abuse of patent rights, 
could become more restricted. In 2001, the WTO members adopted the Doha Declaration on TRIPS 
Agreement and Public Health, which sanctified, among other things, the use of the compulsory 
licenses for meeting public health concerns. However, the draft of the IP Chapter that was put 
together by the RCEP members in October 2015 has put serious doubts over the applicability of the 
Doha Declaration, and therefore the use of compulsory licensing provisions.

This draft includes two further proposals, which go beyond the standards of IP protection provided in 
the TRIPS Agreement. The first of these is the so-called “patent term restoration”, which allows the 
extension of the term of patent protection beyond the 20-year period of protection to compensate 
for the delays in the processing of patent application. The second proposal is to grant six-year market 
exclusivity to a pharmaceutical firm that is the first to submit data for the obtaining marketing 
approval from the concerned regulator. Since this firm is the originator of a pharmaceutical product 
and enjoys patent rights, the effect of the proposed market exclusivity provisions would therefore 
be to extend the monopoly rights over the market for the product in question. 
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If the above-mentioned proposals form a part of the IP regime agreed between the RCEP members, 
the direct impact could be higher prices of medicines, and as a consequence, patients in countries, 
like India, would be denied access to affordable medicines. A larger impact of the trends in IP 
protection that is visible from the draft of IP Chapter is the rise in the monopoly control of the patent 
owners over the market for technology. For most developing countries, including India, involved 
in the RCEP negotiations, access to frontline technologies, especially for the small and medium 
enterprises (SMEs) to improve their competitiveness, has been one of the major constraints. This 
could, in turn, adversely affect the ability of India’s SMEs to figure in the production networks, which 
has been seen as one of the major prospective gains from the formation of RCEP, could suffer a 
setback.

Protection of Foreign Investment

An investment agreement is another important feature of RCEP. A leaked text of the investment 
chapter from an early phase in the negotiations in 2015 showed that most RPCs had preferred 
adoption of provisions that seek to provide high levels of protection to foreign investors. Host 
countries have found at least three sets of these provisions quite problematic. The first is the asset-
based definition of investment through which frivolous claims can be made on the host countries, the 
second is indirect expropriation, which gives the foreign investors considerable latitude challenge 
any public policy initiative taken by a host government that limits its functioning, and the third, 
is the investor-state dispute settlement (ISDS) mechanism that offers the option to the foreign 
investors to seek private arbitration in private tribunals established under the rules mandated by 
the Convention on the Settlement of Investment Disputes between States and Nationals of Other 
States (ICSID)23 or the United Nations Commission on International Trade Law (UNCITRAL).24 

International investment agreements, including the bilateral investment treaties (BITs), have 
generally adopted a template which provides high levels of protection to foreign investors and in 
this respect, the RCEP seems to be no exception. The draft of the investment chapter includes the 
controversial investor-state dispute settlement (ISDS) mechanism that allows a foreign investor to 
litigate against its host government using private international arbitration mechanisms under the 
rules of the ICSID or the UNCITRAL rules.

In recent years, ISDS cases have registered significant increase. During the six-year period between 
2013 and 2018, 439 cases were initiated; nearly 45% of all known cases of investment disputes 
since the United Nations Conference on Trade and Development (UNCTAD) began maintaining 
records of such disputes.25 This development prompted several governments to re-think about these 
investment agreements.26 Among the countries participating in the RCEP negotiations, India and 
Indonesia had decided to terminate several of the BITs they were parties to. India had terminated 58 
of the 83 Bilateral Investment Treaties it had entered into.27 Indonesia had terminated 17 bilateral 

23. ICSID is an autonomous international institution established under the Convention on the Settlement of Investment Disputes between States 
and nationals and legal persons of other States. It is a multilateral treaty formulated by the Executive Directors of the World Bank, which came 
into force in 1966.

24. UNCITRAL provides the rules for commercial arbitration, including investor-state dispute resolution. These rules were first adopted in 1976. 

25. UNCTAD. 2019. 

26. Singh, Kavaljit and Burghard Ilge (eds). 2016. See also, Public Citizen. 2018. 

27. Government of India. 2016b.  
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investment treaties (BITs), including six of those with its RCEP partners.28 India terminated the BITs 
after it had put in place a revised “Model Text for the Indian Bilateral Investment Treaty” in 2015.29 
The new Model Text has re-written the provisions relating to the investor state dispute settlement 
mechanism and has introduced several public interest provisions, which would limit the claims that 
a foreign investor can make while initiating a dispute against the Government of India. 

The revised model BIPA introduced several caveats that limit the freedom of the foreign investors 
to use the ISDS provisions. These include: (i) foreign investors must exhaust the possibilities of 
local remedies for resolving the disputes; (ii) ISDS can be invoked three years after an investor 
had suffered damages, and (iii) 18 months have elapsed from the conclusion of proceedings in a 
domestic court. In addition, arbitrators can be appointed subject to several conditions.

One of the more crucial features of  the Model Text was that it gave the investors limited options 
to claim indirect expropriation of their investments, which has been the trigger for initiating most 
of the investment disputes.30 This was done by excluding several areas of public interest from the 
purview of indirect expropriation, which an attempt was made to restrict the ability of the foreign 
investors to easily invoke the provisions of ISDS.

The government’s response to this adoption of the Model Text was quite interesting. It signalled 
to its partner countries that India would negotiate investment agreements solely on basis of the 
framework provided by the Model Text.31 

There is, however, no evidence that the government had adopted a similar resolute position in the 
RCEP negotiations on investment that followed.

V. Explaining India’s Stance in RCEP Market Access Negotiations

The preceding section highlighted the fact that India had adopted a cautious stance in the RCEP 
market access negotiations. In this section, the factors responsible for India’s cautious negotiating 
stance would be explored. 

The explanation for India’s cautious approach in the tariff negotiations, in our view, lies in the pattern 
of trade relations with most of the major RPCs. In order to better understand this proposition, we 
would divide RPCs into three groups; the first comprises of the existing FTA partners, namely, 
ASEAN, The RoK and Japan, the second includes China, till recently India’s largest trade partner, and 
the third includes Australia and New Zealand. The changing patterns of trade with these countries 
and the implications for India would be dealt with below.

India’s Trade with existing FTA partners32

Figures 1-3 provide the trends in India’s trade relations with the FTA trading partners since the 
agreements were signed. The common feature in the trade patterns with all the three partners is the 

28. Magiera. 2017.  

29.  Government of India. 2015b. 

30.  Dhar, Joseph and James. 2012. 

31.  Mishra. 2017. 

32. A detailed assessment of these FTAs is provided in Dhar. 2018a.
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increasing trade deficit. Between the formalisation of these agreements and the previous financial 
year, the trade deficits had more than doubled in each case. While trade deficit per se cannot be 
faulted, the deficits seen in case of India’s FTA partners are significant for the fact that they have 
consistently increased and have contributed to the alarming increase in the overall deficit on the 
merchandise trade account.

The Figures make a cogent statement on the factor responsible for the increased trade deficits, and 
this is the inability of India’s exports to take advantage of the increased market access opportunities 
offered by the FTAs. In fact, the absolute value of exports to the RoK and Japan fell from 2010-11 to 
2015-16 and 2016-17, respectively. Exports to ASEAN had increased initially but had declined until 
2015-16. The trends of India’s imports from its FTA partners are in contrast with those of the exports. 
Imports increased for all countries throughout the periods captured in the Figures; increasing by 
nearly 130% for ASEAN and by between 50-60% for Japan and Korea respectively.

It can, therefore, be concluded from the trends presented in Figures 1-3 while India’s markets were 
easily exploited by the FTA partners, exporters from this country were unable to leverage the lower 
tariffs offered by the partner countries. What cannot be explained is the absence of any initiative 
by the government or the community of exporters to conduct a thorough examination of the factors 
that have caused this anomalous situation in India’s trade with the FTA partners. We have not 
dwelled on the reasons, for this is beyond the scope of this study.

We will now analyse the trade patterns between India and its three FTA partners that are also RPCs. 
Tables 12-14 provide the patterns across three broad products groups.

Figure 1: India-ASEAN Trade Figure 2: India-Japan Trade

Figure 3: India-Republic of Korea Trade

Source: DGCIS.
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Table 12: India-ASEAN Trade Patterns by Broad Product Groups (in $ bn)

Years

Capital goods Consumer goods Intermediate goods Raw materials

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 4.0 6.2 -2.3 9.5 5.7 3.8 6.3 10.2 -3.9 2.4 7.3 -5.0

2011 7.3 7.6 -0.4 14.4 6.6 7.8 8.0 14.2 -6.2 4.3 11.5 -7.2

2012 5.7 8.7 -3.0 13.3 6.4 6.9 8.2 15.1 -6.9 4.9 12.2 -7.3

2013 5.5 8.8 -3.3 14.4 5.8 8.6 10.4 13.9 -3.5 6.8 13.5 -6.7

2014 5.4 8.1 -2.7 10.9 5.4 5.5 8.1 16.0 -8.0 6.8 14.7 -7.9

2015 5.0 9.3 -4.3 7.8 6.0 1.8 7.1 15.3 -8.1 5.3 10.8 -5.6

2016 5.0 8.6 -3.6 8.4 6.0 2.4 7.1 13.7 -6.7 5.7 9.8 -4.1

2017 5.7 9.2 -3.5 13.0 6.9 6.1 9.6 17.6 -8.0 6.8 11.5 -4.7

Source: WITS database.

Table 13: India-Japan Trade Patterns by Broad Product Groups (in $ bn)

Years

Capital goods Consumer goods Intermediate goods Raw materials

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 0.2 4.4 -4.2 2.3 1.0 1.4 1.6 2.6 -1.0 0.7 0.0 0.6

2011 0.3 5.7 -5.4 2.5 1.2 1.3 2.0 3.7 -1.7 0.8 0.1 0.6

2012 0.3 6.2 -5.9 3.5 1.3 2.3 1.7 4.2 -2.4 0.8 0.1 0.7

2013 0.5 5.0 -4.6 3.9 1.1 2.8 1.9 4.0 -2.1 0.9 0.0 0.9

2014 0.5 5.0 -4.5 2.8 1.0 1.7 1.5 3.6 -2.1 0.9 0.0 0.8

2015 0.8 4.3 -3.5 1.6 1.0 0.6 1.3 3.9 -2.6 0.6 0.2 0.5

2016 0.5 5.2 -4.7 1.3 1.0 0.3 1.4 3.3 -1.9 0.6 0.0 0.5

2017 0.5 5.1 -4.5 1.4 1.1 0.4 1.7 4.0 -2.4 0.8 0.0 0.8

Source: WITS database.

Table 14: India-Republic of Korea Trade Patternsby Broad Product Groups (in $ bn)

Years Capital goods Consumer goods Intermediate goods Raw materials

  Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 0.2 4.2 -4.0 1.3 1.3 -0.1 1.8 3.8 -1.9 0.2 0.2 0.0

2011 0.2 4.8 -4.6 2.0 1.8 0.3 1.9 5.0 -3.0 0.3 0.2 0.1

2012 0.2 5.4 -5.2 1.3 1.7 -0.4 1.9 5.7 -3.7 0.5 0.2 0.4

2013 0.3 4.5 -4.2 1.1 1.7 -0.5 2.5 5.8 -3.4 0.5 0.1 0.4

2014 0.3 4.9 -4.6 1.8 2.0 -0.1 2.2 6.2 -3.9 0.4 0.1 0.3

2015 0.3 5.3 -5.0 0.8 1.7 -1.0 2.2 5.6 -3.3 0.2 0.2 0.0

2016 0.4 4.9 -4.5 0.8 1.6 -0.8 2.0 5.4 -3.5 0.2 0.2 0.0

2017 0.4 6.0 -5.6 1.0 3.1 -2.1 2.6 6.5 -3.9 0.3 0.3 0.0

Source: WITS database.

India ran a continuous trade deficit with all the three FTA partners in capital goods, while in consumer 
goods trade surpluses were recorded for the ASEAN members and Japan. Consumer goods was the 
only category for which India had a surplus with ASEAN, and this positive trade balance was driven 
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by exports to Singapore to meet the demands of the Indian diaspora. India was a net supplier of raw 
materials to both Japan and the RoK, while imports of Indonesian coal shifted the raw materials’ 
balance in favour of the ASEAN. Thus, in case of the two larger economies, Japan and the RoK, India 
was a regular supplier of raw materials and an importer of both intermediate and finished products. 
In other words, the share of value addition arising from its trade with FTA partners was less for India, 
implying that foreign demand played a less significant role for India as compared to its FTA partners.

The major impact of the pattern of trade captured in the following tables was felt by the Indian 
industry. Growing imports in critical sectors like capital goods and intermediate products (and even 
consumer goods in case of the RoK) meant that the domestic enterprises in India were finding it 
difficult to withstand competition. This, in turn, meant that the government flagship programme for 
reviving the manufacturing sector, like the “Make in India”, faced a formidable task to accomplish its 
goals, since import competition acted as a disincentive to the domestic entrepreneurs.

Over the past two years, the government has been responding to the demands of the industry 
to provide additional protection from imports by virtually reversing the sequences of unilateral 
reductions of import tariffs. Both final products and intermediates were protected using higher 
import tariffs. Another dimension arising from the numbers provided in following tables is that the 
participation of the Indian entities in regional value chains appears to be relatively low. This bears 
out from the consistent deficit on intermediate goods’ trade, which implies that business entities 
from the India’s FTA partner countries were exploiting the benefits from India’s domestic market 
much more than their Indian counterparts could.

We will consider second set of products, this time differentiated by the technology embedded in 
them. Three groups of products are considered, those that use high technology, medium technology 
or low technology. The technology intensity of the products that India trade in with its FTA partners 
would explain the benefits or otherwise flowing to it from the international division of labour.

Table 15: India-ASEAN Trade: Technology Intensity of Tradables (in $ bn)

Years

High Tech Low Tech Medium Tech

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 1.25 4.25 -3.00 1.72 1.28 0.44 4.68 4.43 0.25

2011 1.54 5.40 -3.86 2.53 2.17 0.36 7.61 5.34 2.27

2012 1.36 5.72 -4.37 2.64 1.96 0.68 6.09 6.29 -0.20

2013 1.96 6.27 -4.31 3.46 1.41 2.04 6.01 6.08 -0.07

2014 1.67 5.96 -4.30 2.83 1.79 1.05 5.54 6.26 -0.71

2015 1.21 6.42 -5.21 2.34 2.35 -0.01 5.42 6.46 -1.04

2016 1.48 6.12 -4.64 2.43 1.88 0.55 5.45 5.85 -0.40

2017 1.67 7.30 -5.63 3.61 2.07 1.53 6.75 6.45 0.29

Source: WITS database.

India’s had adverse trade balances with all the three FTA partners in high technology-product trade. 
In medium technology products, India had trade deficit vis-à-vis ASEAN members in most years, 
while for Japan and the RoK, India ran deficits since 2010-11. Even in low technology products, India 
could not penetrate sufficiently in Japan and the RoK, contributing to persistent trade deficit in this
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Table 16: India-Japan Trade: Technology Intensity of Tradables (in $ bn)

Years

High Tech Low Tech Medium Tech

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 0.1 1.3 -1.2 0.3 1.6 -1.2 0.6 3.2 -2.6

2011 0.2 1.7 -1.6 0.6 2.0 -1.4 0.6 4.0 -3.4

2012 0.2 1.7 -1.5 0.6 2.2 -1.6 0.6 4.7 -4.0

2013 0.2 1.4 -1.3 0.6 2.3 -1.6 0.9 4.3 -3.4

2014 0.1 1.2 -1.1 0.6 2.0 -1.4 0.8 4.1 -3.2

2015 0.1 1.3 -1.2 0.5 2.3 -1.8 1.1 3.4 -2.3

2016 0.1 1.5 -1.4 0.5 1.7 -1.2 0.8 4.0 -3.2

2017 0.1 1.6 -1.5 0.5 1.8 -1.3 0.9 3.8 -2.9

Source: WITS database.

Table 17: India-Republic of Korea Trade: Technology Intensity of Tradables (in $ bn)

Years

High Tech Low Tech Medium Tech

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 0.1 1.8 -1.8 0.5 1.7 -1.3 0.5 3.1 -2.6

2011 0.1 2.0 -1.9 0.5 2.2 -1.7 0.6 3.7 -3.1

2012 0.1 1.5 -1.4 0.5 2.3 -1.8 0.6 4.9 -4.3

2013 0.1 1.8 -1.7 0.5 2.1 -1.6 0.7 4.4 -3.7

2014 0.2 2.3 -2.2 0.6 2.4 -1.8 0.6 4.1 -3.5

2015 0.2 2.6 -2.4 0.5 2.6 -2.0 0.5 3.9 -3.4

2016 0.2 2.2 -2.0 0.5 2.2 -1.7 0.5 3.8 -3.3

2017 0.2 3.1 -2.9 0.5 4.1 -3.6 0.7 4.4 -3.7

Source: WITS database.

product category. Surplus was recorded consistently only with the ASEAN members and in low 
technology products.

These findings complement with of those earlier set for broad product groups. Taking both these 
sets of findings the conclusion that we arrive is that trade engagements with its FTA partners are 
not benefiting India in any product category. Most developing countries aiming to benefit from trade 
have generally moved their domestic production to higher value-added segments, by adopting a 
strategy which the development economist Ha Joon Chang called “defying comparative advantage”. 
This implies that instead of producing low technology products, in which they are supposed to 
have “comparative advantage”, or in other words, have natural strengths, developing countries 
have focused on higher technology products that bring larger returns. Trade provides the larger 
markets to expand production of higher technology products, and thus increasing the benefit for 
these countries.

In sharp contrast, not only has India remained dependent on its partners for high technology products, 
it has not been able to expand its presence in the markets of its FTA partners even in the low technology 
products. Therefore, engagements in FTAs have increased India’s dependence on its FTA partners.
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The adverse implications of this pattern of trade has been mostly felt by India’s manufacturing 
sector. Having been subjected to sudden reductions in tariffs, several major industries were left to 
counter the disincentives posed by India’s FTA-commitments. Their uncertainties were adequately 
captured by the largest sector in terms of its contribution to domestic value addition, namely the 
automobile industry.

Trade with non-FTA countries

RPCs with whom India does not have FTAs are China, Australia and New Zealand. China was India’s 
largest trade partner until the previous financial year, while with the two other countries, India has 
been negotiating bilateral FTAs for the past several years. We will try to understand how trade with 
these countries have evolved since the beginning of the current decade and what this means in the 
context of the RCEP negotiations.

China

Since the early years of the new millennium, China has steadily increased its penetration in the Indian 
economy. In 2003-04, India faced a nominal trade deficit of $1 billion with its northern neighbour, 
but within a decade and a half, the trade deficit had increased to $63 billion. This increase in trade 
deficit was largely due to increase in imports, from about $4 billion in 2003-04 to nearly $77 billion 
in 2017-18, while exports grew from $3 billion to $13 billion. Thus, China became an important 
source country for India; its share in imports rising from 6.4% in 2003-04 to over 16% in 2017-18, 
the highest ever (Figure 4).

A combination of increased exports and decreased imports caused the trade deficit with China to 
decline to $54 billion, the most that trade deficit has fallen in a single year. Consequently, China’s 
share in India’s total imports decreased to 10.3%.

The explanation of increased presence of Chinese products in India lies in the unilateral reduction 
in tariffs since the early 2000s. Soon after India adopted the trade liberalisation policies, the policy 
makers set for themselves the target to reduce India’s average tariffs comparable with some of the 
more open economies in the country’s neighbourhood by the turn of the millennium.33

Figure 4: India-China Trade 

Source: DGCIS database.

33.  While presenting the Government Budget in 1997, the Finance Minister expressed his intent thus: ‘On more than one occasion, I have stated that 
we would achieve the average levels of tariffs prevalent in ASEANcountries by the turn of the century. This will give time to Indian industry to 
adjust to these changes’. (Government of India. 1997, paragraph 110). 
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India-China trade by broad product groups bore strong resemblance with the colonial pattern of 
trade, when India was a net exporter of raw materials and net importer of finished products. Table 
18 shows that India was a large net importer of capital and intermediate goods from China during 
2010-18. Even consumer goods increased steadily during this period. Growing imports of capital 
and intermediate goods, which had doubled as Table 18 shows, meant that India’s manufacturing 
sector was critically dependent on imports. Included among the important industries was India’s 
generic pharmaceutical industry, the supplier of cheap formulations in global markets, which is 
dependent on active pharmaceutical ingredients (APIs) imported from China. Nearly two-thirds of 
India’s total imports of APIs were sourced from China.

Table 18: India-China Trade by Broad Product Groups (in $ bn)

Years

Capital goods Consumer goods Intermediate goods Raw materials

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 0.6 18.9 -18.3 0.7 4.9 -4.2 7.3 13.4 -6.2 8.9 0.7 8.2

2011 0.8 23.7 -22.9 1.8 7.0 -5.1 6.0 18.5 -12.5 8.0 1.6 6.5

2012 0.8 23.3 -22.6 0.8 7.2 -6.3 6.6 17.6 -11.0 6.5 1.3 5.2

2013 1.2 24.0 -22.8 1.2 7.3 -6.1 8.0 17.0 -9.0 5.9 0.5 5.4

2014 1.4 26.3 -24.9 2.1 8.0 -5.9 6.8 21.4 -14.6 3.2 0.6 2.6

2015 0.9 29.9 -29.1 1.0 9.1 -8.1 5.9 20.6 -14.7 1.7 0.5 1.2

2016 1.1 32.5 -31.4 1.2 9.2 -8.0 4.3 17.0 -12.8 2.3 0.6 1.7

2017 1.3 40.5 -39.1 1.6 10.1 -8.6 6.9 19.3 -12.5 2.7 0.8 1.9

Source: WITS database.

Technology intensity of products traded with China shows a pattern similar to that seen in case 
of the other two North Asian countries, Japan and the RoK. Like in case of these two countries, 
India ran deficits in the trade with all three product groups shown in Table 19. The deficit in high 
technology products registered the highest increase, which signifies India’s dependence on China 
for the products that are driving the digital economy, among others. The deficit in the low technology 
products is an indicator of the penetration of Chinese products in India’s mass markets.

Table 19: India-China Trade: Technology Intensity of Tradables (in $ bn)

Years

High Tech Low Tech Medium Tech

Exports Imports
Trade 

Balance
Exports Imports

Trade 

Balance
Exports Imports

Trade 

Balance

2010 0.3 13.8 -13.5 0.7 6.4 -5.8 1.4 10.5 -9.1

2011 0.5 16.1 -15.7 0.9 7.5 -6.6 1.5 15.2 -13.6

2012 0.4 16.5 -16.2 1.6 7.5 -5.9 1.3 14.4 -13.1

2013 0.7 18.6 -18.0 2.7 7.4 -4.7 1.5 13.0 -11.5

2014 0.8 20.1 -19.4 2.3 8.8 -6.6 1.1 15.1 -14.0

2015 0.4 23.8 -23.4 2.3 9.1 -6.8 1.0 16.1 -15.1

2016 0.5 24.8 -24.3 1.8 8.3 -6.5 1.1 15.5 -14.3

2017 0.7 32.2 -31.5 1.6 9.1 -7.5 1.6 17.1 -15.5

Source: WITS database.
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Australia and New Zealand

The two Oceanic neighbours are relatively small shares in India’s total trade; in 2018-19, Australia 
had a share of 2%, while New Zealand had a miniscule share of 0.12%. India is Australia’s 4th 
largest trading partner34 and the 10th largest trade partner of New Zealand.35 India has been running 
trade deficits with both countries for several years (Figures 5 and 6).

                         Figure 5: India-Australia Trade   Figure 6: India-New Zealand Trade

 
Source: WITS database.

India’s imports from Australia were largely fuels, accounting for about 74% of the total in 2018-19. 
Most of India’s imports from Australia comprised of coal (67%). Coal was also one of the major 
imports from New Zealand, along with wood. Both these countries have low shares in India’s 
imports primarily because India does not offer market access opportunities in the areas that these 
countries have competitive strengths. Australia is a major player in some of the agricultural products, 
especially in wheat and sugar (centrifugal), and New Zealand is one of the largest exporters of dairy 
products. Almost 15% of Australia’s exports are agricultural products and 31% of New Zealand’s 
exports are dairy products and fruits.

Both Australia and New Zealand have been trying to leverage the bilateral FTAs and RCEP find better 
access to the India market.36 Cereals have always been protected by India with high tariffs (currently 
100%) in order to safeguard the interests of the small and marginal farmers, and the interests of 
sugarcane farmers are being protected with the same levels of tariffs. Sugarcane farmers have also 
enjoyed high doses of subsidies, but these subsidies have now been challenged in the WTO by 
Australia, Brazil, Guatemala, Costa Rica, European Union and Thailand.37 This implies that Australia 
has challenged the right of the Indian government to protect its food security and the livelihoods of 
a very large section of its peasantry.

34. Australian Trade and Investment Commission. 2019.

35. Ministry of Foreign Affairs and Trade. 2019.

36. An Australian government-initiated study identified “10 sectors in an evolving Indian market where Australia has competitive advantages”. 
These are “a flagship sector (education), three lead sectors (agribusiness, resources and tourism) and six promising sectors (energy, health, 
financialservices, infrastructure, sport, science and innovation)”. See, Department of Foreign Affairs and Trade. 2018; 7.

37. WTO. 2019. The first three countries are complainants and the others are third parties to this dispute.
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India has also been listing dairy products as “sensitive” products since these products provide 
supplementary income to the farming community.38 New Zealand’s interest in exploiting the Indian 
market has therefore been opposed by the milk producers’ federations in the country.39

The discussion above showed that the RCEP market access negotiations have the potential of 
exposing both agriculture and the manufacturing sectors to import competition that they are unable 
to withstand. According to the evidence we provided in our discussion, the most striking aspect of 
India’s merchandise trade is the consistently high levels of trade deficit that India has experienced 
with all the RPCs. The reason for this trade deficit has been the inability of the Indian entities to 
expand their presence in the RPCs, ostensibly due to the lack of competitiveness.

The views of several major Indian industries vis-à-vis RCEP market access negotiations effectively 
reflect the realities facing them. The Society of Indian Automobile Manufacturers (SIAM), the 
association of domestic auto manufacturers, has argued that completely built units (CBUs) should 
not be included RCEP for either duty reduction or elimination. SIAM provided a detailed assessment 
of why RCEP is detrimental to the interests of the automobile manufacturers in India (see Box 2).

A similar note was sounded by the Confederation of Indian Textile Industry (CITI), which argued 
that the government must “tread cautiously” while negotiating RCEP.40 CITI’s assessment was 
that India’s deficit in textiles and clothing trade with China could widen if RCEP became a reality; 
adversely affecting its domestic textile manufacturers.

We would finally consider the impact that RCEP could have on the revenues of government of India, 
as receipts from import duties could reduce of tariffs are almost eliminated. Although import duty 
receipts have declined in importance since the tariff-cuts were effected regularly since the beginning 
of the 1990s, the resource crunch that the government is faced with has made it aware of the need 
to prevent reductions receipts from import duties.41

38. Government of India. 2018; paragraph 1.9.6.

39. Vora. 2019.

40.  India must be cautious during RCEP talks to protect textile industry: CITI.

41.   Finance Ministry asks Commerce Ministry to assess revenue impact of proposed RCEP. 2019.

Box 2: Reasons for Auto to be excluded from RCEP Negotiations

1.  Inverse Relation between Tariff and Technology Flow
  This has happened in IT hardware industry in India, which was significantly undermined with the reduction of tariffs.

2. Free Import of CBUs Ruined Auto Industry in Many Countries
    Import of CBUs or fully built up cars, or even semi knocked down cars would lead to a reduction in manufacturing activity in 

India as has happened in every country around the world where there has been a significant increase in import of cars.

3. Industry is not Competitive Due to Systemic Deficiencies
    Indian auto industry is still not competitive because of the external environment i.e., very high domestic tax structure, poor 

infrastructure and facilities.

4. Automobile Industry yet to Gain Economies of Scale
    Indian auto industry has not yet reached a level of maturity that isrequired to effectively compete in the global market by 

exploiting economies of scale.

Source: Society of Indian Automobile Manufacturers. 2019; 7-15.
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VI. Revenue Implications of RCEP

This exercise would attempt to provide some estimates of the revenue losses that the government 
could suffer as import duties are reduced/eliminated under RCEP. We would first provide estimates 
of how receipts from import duties had declined as a share of total tax revenues during the period 
of economic liberalisation. The government’s estimates of the revenue losses due to the existing 
FTAs would be provided next; and finally, we would provide rough estimates of reduction of import 
duty receipts, if tariffs are reduced/eliminated following India’s accession to the proposed RCEP. 
The likely scenario is deep cuts in tariffs, since RPCs would be expected to follow the levels of tariff 
reductions that they accepted in their bilateral FTAs or in the CPTPP. However, we shall not pre-
judge this outcome. 

Trends in Receipts from Import Duties since the early 1990s

Figure 7 shows the trends in the receipts from import duties since the early 1990s.

Figure 7: Trends in Receipts from Import Duties (1990-91 to 2018-19)

Source: Union Budgets, various years.

In the early 1990s, receipts from import duties made substantial contributions to total tax revenues 
of nearly 37%. However, by the end of the decade of the 1990s, their share dropped below to 30% 
(Table 20).

Table 20: Decadal Customs Duty

Periods Average share of Customs Duty (%)

1991-92 to 1999-2000 42.0

2000-01 to 2009-10 18.5

2010-11 to 2018-19 12.9
 
Source: Database on Indian Economy.

The following decade witnessed sharp reduction in the share of import duty receipts that resulted 
from steep fall in the tariff rates. During this decade, the share of import duties in total tax revenue 
fell to below 20% by 2003-04 and had remained above 15% for most of the decade. Over the past 
three years, receipts from import duties fell from 12% in 2016-17 to 5.6% in 2018-19.
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The above-mentioned fall in import duty receipts were a consequence of the rapid reductions in 
average tariff rates of agricultural and industrial products shown in Figure 8.

Figure 8: India’s Tariffs on Agricultural and Industrial Products

Source: TRAINS database.

Average tariffs on industrial products were slightly higher than those of agricultural products 
attracted 1996. However, from the beginning of the 2000s, tariff protection on industrial products 
was reduced from about 33% to below 9% in 2008. This was among the sharpest tariff reductions 
brought about by any country within a short period of 8 years. During this period, average tariffs on 
agricultural products fluctuated between 38% and 31%.

During the current decade, average tariffs on industrial products was raised slightly to about 10% 
before a doubling of tariffs on textiles along with a number of other products in the second half 
of 2018, resulted in average tariffs on these products increasing nearly 14%.42 Average tariffs on 
agricultural products remained around 32-33% until it was increased to 39% in 2018.43

Until 2010, tariff reductions by India were mostly unilateral, in other words, there was no major 
compulsion on government of India to reduce tariffs.44 But, from 2010, tariffs imposed by India 
began to be influenced by the three major FTAs, those with ASEAN, Korea and Japan. We will 
consider the impact of these FTAs on import duty receipts.

Impact of FTAs on Receipts from Import Duties

In its last three budgets, the government has provided data on the revenue loss it has suffered 
(termed as “revenue foregone”), due to the forging of the bilateral/regional FTAs/CEPAs and the 
resultant reduction/elimination of import tariffs. The period for which data on revenue foregone 
are available, the three major CEPAs, namely with ASEAN, Korea and Japan were closer to full 
implementation and therefore the figures for revenue foregone would be closer to what it would be 
when the three FTAs are fully implemented. The revenue implications of India’s FTAs are provided 
in Table 21.

42. Major import duty hike in India. 2018.

43. USDA. 2018.

44.  India had reduced tariffs in its trade with Sri Lanka from 2000 and some of its South Asian neighbours as a part of the South Asian Free Trade 
Agreement (SAFTA). The share of these trade partners being small, there was no major impact on import duty receipts.
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Table 21: Revenue foregone due to Preferential Rates under Free Trade Agreements (in $ bn)

FTA/PTA/CEPA/CECA Country/Region 2016-17 2017-18
2018-19 

(Provisional)

On account of concessional rate of import duty for 

specified goods imported from ASEAN
0.9 1.9 3.7

On account of concessional rate of import duty for 

specified goods imported from Korea
0.5 1.0 1.0

On account of concessional rate of import duty for imports 

from Japan
0.3 0.4 0.6

Total revenue foregone 1.7 3.3 5.3

Customs revenue receipts 31.3 19.7 18.1

Total Revenue foregone as a share of customs revenue (%) 5.3 16.8 29.4

Source: Statement of Revenue Impact of Tax Incentives under the Central Tax System, Annex to the Union Budget Document, various years.

Table 21 indicates that the revenues foregone due to the FTAs/CEPAs increased from $1.7 billion in 
2016-17 to over $5 billion (Rs 376 billion) in 2018-19. With receipts from import duties declining in 
the past few years, as discussed above, the share of revenues foregone due to FTAs/CEPAs increased 
to nearly 30% of the import duty receipts in 2018-19. In other words, the receipts from import 
duties would have been almost 30% higher, if India had not implemented these FTAs/CEPAs. The 
important fact to be noted is that import duties foregone during these three years was nearly $11 
billion, which was nearly 57% of the total accruals from the imposition of import tariffs in 2018-19. 
Thus, while India’s imports from ASEAN, Korea and Japan increased from $63 billion in 2016-17 to 
$89 billion in 2018-19, reduction/elimination of import tariffs resulted in increase in revenue loss 
from $1.7 billion to $5.3 billion.

Let us now understand the implications of the likely reductions in import tariffs arising from India’s 
accession to RCEP. While it is not possible to estimate the revenue loss that the government exchequer 
will suffer due to India’s tariff reduction commitments in RCEP, we provide a broad sense of what 
the situation could be. As mentioned above, India’s total imports from the 3 major FTA/CEPAs that 
are being implemented were $89 billion in 2018-19, and revenue foregone while importing from 
them resulted totalled $5.3 billion. India’s imports from the three countries that are participating 
in RCEP, but which whom India does not have CEPAs, namely China, Australia and New Zealand, 
were $84 billion in 2018-19. Thus, even if the reductions in import tariffs that India agrees to in 
RCEP is equivalent to those undertaken in the 3 existing FTAs with ASEAN, Korea and Japan and 
the implementation period is also similar, receipts from import duties could decline by another $5 
billion, if the existing pattern of dependence continues. This would mean that before long, receipts 
from import tariffs would be reduced to a trickle. These figures of revenue foregone show that the 
FTAs have impacted on the Indian economy twice over. First, lowering of tariffs have resulted in 
import surge, and secondly, due to declining import duties, revenue foregone was considerable.

The revenue implications have become more important at the current juncture as the Government 
of India is clearly feeling the resource crunch as revenue receipts have been less than expected. The 
most significant admission of an impending resource crunch came from the Finance Minister in her 
budget proposals for 2019-20. The Finance Minister announced an unprecedented step of resorting 
to sovereign borrowing: “Government would start raising a part of its gross borrowing programme 
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in external markets in external currencies”.45 Although the Finance Minister has not indicated as 
to when sovereign borrowing could be resorted to, steep losses in revenues from import duties 
resulting from India’s accession to RCEP, could make this undesirable step inevitable. Consequently, 
government’s outstanding external debt, which was at a manageable level of less than 2.5% of GDP 
at the end of the fiscal year 2018-19, could spiral upwards. 

VII. Concluding Remarks

This exercise tried to provide an assessment of the outcome of the RCEP negotiations, keeping in view 
some of India’s core interests. An exercise of this nature should have considered the services sector 
as well, considering that India has a favourable trade balance in services trade. Unfortunately, data 
limitations prevented us from including the services sector in our analysis. While the government of 
India provides detailed data on India’s trade in merchandise goods sector, which we have used in our 
analysis, comparable data on services trade are not provided. The Reserve Bank of India provided 
data on sectoral trade in services, but in the absence of disaggregated data country-wise, India’s 
prospects in the services trade after the RCEP is implemented, cannot be ascertained. This data gap 
leaves a big hole in any serious analysis of FTAs.

Only one conclusion can be arrived at from the evidence we have provided in this paper, and this is 
that RCEP militates against several of India’s critical interests. At least two countries from among the 
RPCs could seriously challenge India’s rural economy since they are seeking to enter the markets for 
wheat, sugar and dairy products. If the tariffs in these products are lowered to facilitate the entry of 
these countries, India would concede one of its long-standing positions in trade negotiations, which 
is, trade agreements should not threaten the livelihoods and food security of small and marginal 
farmers. Opening the markets for food crops and the dairy products would act as disincentives 
for the farmers and this, in turn, could threaten the domestic production of these products. India 
had assiduously developed its farm sector and animal husbandry to raise the production of grains 
and milk and to emerge as one of the largest producers. Domestic producers need to be further 
incentivised so that they are able to meet rising domestic demand effectively. This would not 
only increase the income of the farmers and improve their economic viability; enhanced domestic 
production would also help in meeting the needs of those who are currently in the throes of poverty 
and malnutrition. It seems obvious that India can hardly afford to risk national food security by 
acceding to agreements such as the RCEP.

Successive governments have been aware that the country’s manufacturing sector needs to be turned 
around. Serious thinking in this regard began in 2006 with the report of the National Manufacturing 
Competitiveness Council laying down the road map for increasing the share of manufacturing to 
at least 23% of GDP by 2015.46 Nearly a decade later, the National Democratic Alliance (NDA) 
government unveiled the “Make in India” as its first major programme for transforming the Indian 
economy. The primary goal of this initiative was to transform India into a global manufacturing hub, 
which was to be achieved by increasing the share of manufacturing in the country’s GDP to 25% 
in 2025.47 However, not only has the share of the manufacturing remained stagnant, there are now 

45. Government of India. 2019.

46. National Manufacturing Competitiveness Council. 2006; 59.

47. Make in India. 2016.
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clear signs that several industries in the country are in need for additional degree of protection. 
Interestingly, the government concurs with the views of the industries as several key sectors, 
including textiles, automobiles and electronic products, have been given additional doses of tariff 
protection.49 Given this understanding of the government about the state of India’s manufacturing, 
India’s continued engagement in RCEP on terms that are skewed against its domestic producers, 
begs an explanation.

We discussed two other issues in the RCEP, namely investment and intellectual property rights, on 
which India has clearly stated positions. India had revised its Model Bilateral Investment Promotion 
and Protection Agreement in 2015 and had amended several contentious issues, including the 
definition of investment and investor state dispute settlement mechanism. On both these issues, 
the RPCs have a very different position. On intellectual property rights, India has enacted several 
laws that are reflects that needs and concerns of its people and the domestic firms. Once again, the 
RPCs have a divergent position as compared to that of India’s.

Finally, we dwelled on of the revenue implications of joining RCEP, in other words, the loss of 
import duty receipts stemming from the fact that this agreement is demanding almost 90% tariff 
elimination. The government has already provided some estimates of the revenue losses that it has 
suffered by acceding to the three agreements with ASEAN, Korea and Japan, has been as high as 
$11 billion during the three years between 2016-17 and 2018-19. Our assessment is that acceding 
to RECP on the same terms as the earlier agreements could result in similar magnitudes of revenue 
losses. With the government facing an acute resource crunch, further revenue losses would push 
the country towards external borrowing, forcing the country to pay a heavy price for acceding to the 
RCEP. 

49. Dhar. 2018b.
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The Regional Comprehensive Economic Partnership (RCEP) is a pro-
posed mega-regional trade pact being negotiated between ASEAN 
and their six FTA partner-countries (India, Australia, China, Japan, 
South Korea, and New Zealand) since 2012. It covers a wide range 
of issues, including trade in goods, trade in services, investment, 
intellectual property rights, competition policy, dispute settlement, 
and economic and technical cooperation. 

This briefing paper begins by summarizing the negotiating mandate of 
the RCEP and shows how major participating countries have pushed 
the negotiations towards deeper economic integration, influenced 
by their simultaneous engagements with other bilateral and regional 
integration initiatives, especially the TPP. The paper provides an as-
sessment of the ongoing RCEP negotiations, keeping in view some of 
India’s core interests and policy directions in the areas of agriculture, 
manufacturing, intellectual property rights, and investment protection.

It examines India’s approach towards the RCEP negotiations and 
explains why India should adopt a cautious approach towards tariff 
liberalisation, protection of intellectual property rights, and invest-
ment protection. The paper finds evidence of consistently high levels 
of trade deficit experienced by India with all the RCEP participating 
countries. The paper underscores that the ongoing RCEP negotiations 
have the potential of exposing India’s agriculture and manufacturing 
sectors to import competition that they are unable to withstand. 

The paper also explores the revenue implications of joining the RCEP 
due to the loss of import duty receipts as this proposed agreement 
is demanding almost 90% tariff elimination. Based on official esti-
mates of revenue losses suffered by India under three existing FTAs 
(ASEAN, South Korea, and Japan), the paper suggests that acceding 
to the RECP on the same terms could result in similar magnitudes of 
revenue losses.


