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Introduction

The services sector forms the backbone of socihle@onomic development of a country. It
has emerged as the largest and fastest-growingrsdot the world economy, contributing
significantly to the global output and employmentindia and in the European Union (EU),
services sector is the largest contributor to thesg domestic product (GDP). In 2009,
services contributed about 54.9 per cent and 72r8cpnt to India and the EU’'s GDP,
respectively It is also one of the largest employers, employibgut 23 per cent and 70 per
cent of workforce in Indfaand the EU, respectively.

Since 1990s, the EU member countries and India hat@omously liberalised the services
sector. Both are global players of trade in ses/@ed their trade in services is increasing. In
2009, services accounted for around 30 per cent2anger cent, respectively, of the total
trade of India and the EU. In 2009, the EU wasl#ngest exporter of services among the
WTO member countries, accounting for around 46 get of world’s total exports of
services. India, on the other hand, had tHep&ition with a share of 2.6 per cént.

India and the EU have trade complementarities mices. India has a large pool of young,
educated and English-speaking work force who cder (fervices at globally competitive
rates while the EU is facing a shortage of skileork force as the population of the EU
member countries is ageing. The EU companies aiagea saturated market within their
home countries, whereas the Indian market is g@windia has shown high growth in
information technology, medical services, businesisvices whereas the EU is a leader in
professional services such as accounting and kegices, financial services, postal and
courier services and telecommunication servfcBise EU companies can explore investment
opportunities in sectors such as energy, teleconuations and transport in India. The EU’s
‘Global Europe: Competing in the Worldstrategy report also emphasised on need to focus
on emerging economies like India.

Bilateral trade in services between India and thkHas grown impressively - from $6.7

billion in 2003 to $22.7 billion in 2009. The EU lisdia’s largest trading partners in services
and accounts for around 13 per cent of India’sisesvtrade. Although India is among the
top 15 trading partners of the EU, its share amiBbis trading partners in services is less
than 2 per cerftHowever, this share is increasing.

The EU is a major source of foreign investmentgnitia. Between April 2008 and June
2011, cumulative FDI inflows from the EU were $40idn, with services accounting for 35
per cent. Indian investment in the EU has also shaw upward trend. In 2000, Indian
investments in the EU was $0.14 billion in 2000 &am@009, it increased to $1.21 billion.
The EU is an important supplier of technical knoswtto India.

India’s relation with European Union (EU) dates lbé@ 1962 when India was among first
set of countries to set up diplomatic relationshwihe European Economic Community

YMF (2010)

% The figure is for organized employment. The sedtohighly unorganized and it is difficult to geftet
information on it.

3 WTO (2010)

* European Commission (2006)

® http://trade.ec.europa.eu/doclib/docs/2006/octolradoc_130376.pdf

SWTO (2011)
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(EEC). This relationship deepened but was primaigfined to economic cooperation, trade
and development issues. The India-EU relationstoi &8 new turn in the Lisbon Summit of
June 2000 and in this and the following two sumntite focus was on building a “Strategic
Partnership”. So far, the two economies had nimarsis alternatively in India and in EU
member states. In thd' Summit at Hague in November 2004 the relationskdp upgraded
from an economic one into a Strategic Partnersinigia was the sixth country (after the
United States (US), Russia, China, Japan and Cat@mtave a strategic partnership with the
EU. In the & Summit in September 2005, a High Level Trade Gr¢HhTG) was
established to explore ways and means to deepewided the bilateral trade and investment
relationship. This HLTG recommended a Broad-baseadd and Investment Agreement
(BTIA) in the 7" Summit in Helsinki. In June 2007, the EU and Indéman negotiations on
BTIA in Brussels, Belgium that will cover goods, ngees, investment, government
procurement, sustainable development and laboundatds, among others, to strengthen
bilateral trade relations. The BTIA negotiation begn June 2007 and is likely to be signed
in a year’s timeframe.

There are several other inter-governmental invesifor enhancing trade, investment and
economic cooperation between the two economiesia lsshd the EU have signed a
Horizontal Civil Aviation Agreement in 2008. Indiaas Bilateral Investment Protection
Agreement, Double Taxation Avoidance Agreementsa@iiral agreements with a number
of EU member countries.

There are a number of studies on India-EU relatiddsst of them focus on the India-EU
strategic relationships [see Baroowa, (2007) arah&va (2009)]. Studies by Centre for the
Analysis of Regional Integration at Sussex (CAR&8H Consumer Unity & Trust Society
(CUTS), (2007), and ECORYS, CUTS and Centre ford€rand Development (Centad)
(2009) have analysed the trade potential of th@gsed India-EU FTA. The focus of these
studies is trade in goods. Though there are a fedies on trade in services, they are sector-
specific and mainly cover financial services [seicHgle and Singh, (2009)]. To our
knowledge, there is no holistic study on India-Ellatral trade in services. This study aims
to fill that lacuna.

The focus of this study is to enhance bilateralé¢rand investments in services between India
and the EU. Given this background, the objectiveth# study is to examine the trade
potential, investment and collaborations in sewitetween India and the EU, give an
overview of trade of services and global competitiess of India and the EU, analyse the
pattern of bilateral trade flows in services betwéedia and the EU, identify the areas of
future cooperation and collaboration and trade sveéstment barriers faced by the EU
companies in India and Indian companies in the BY faally, make recommendations to
remove these barriers through the India-EU negotiatand reforms.

The study is divided in seven chapters. Chapteletgmts the overview of services sector in
India and in the EU. Chapter 2 gives the trendspatterns of trade and investment between
India and the EU. The next few chapters focus anesof the selected services sectors of
importance to India and the EU. Chapter 3 givesmaprehensive analysis of the logistics
sector, Chapter 4 discusses energy services, CHafieuses on the information technology
(IT), IT enabled services (ITeS), and Chapter Ggian overview of the retail sector. Each
sector study provides a comprehensive analysih®fservices sector. They give a brief
overview of the seor, bilateral trade flows between India and the iBWhe sector, barriers

faced by Indian and the EU companies in the seategs of future collaboration and suggest

5
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reforms and make policy recommendations. The ladgtfimal chapter discusses India and the
EU’s bilateral and multilateral negotiations andhtggies and discusses the way forward with
reference to the India-EU BTIA.
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Chapter 1: Services Sector in India and the EuropaaUnion (EU)

Ramneet Goswami
Introduction

The services sector is the major contributor to ¢iness domestic product (GDP) and
economic growth of India and the European Union )(Blémber States. The European
economy is described as a “service economy”, whilledia, the services sector is regarded
as the “mainstay of the economyIn the EU, the economic growth has led to a hifin
agriculture to industries/manufacturing and thesduovices. In India, on the other hand, there
has been a shift directly from agriculture to teevgces sector. In this respect, India consider
as an outlier among South Asian countries and atrerging marketsln both economies,
services sector started to grow in the mid-198@gkawth accelerated in the 1990s. Reforms
in the services were a part of the overall refororpss in India and the EU. Liberalisation of
services sector, economic development and techicalogdvancement are some of the main
factors of the growth of services sector in Indid the EU®

The services sector contributes a significant siraemployment in both economies. While
in the EU, the services sector is largest emplayelndia, it is the second largest employer
after agriculture. The reason behind this is thaindia the rise in employment in services
sector has not been commensurate with the riss share in GDP® Nevertheless, over the

years, the percentage of people employed in atuieuin India is declining and employment
in services sector is increasing.

India and the EU have similarities in governanceucstire. Both have quasi-federal
institutional structure. India has 28 states amdBEk) has 27 Member States. Services sector
is jointly governed by the centre (central governtria India and European Commission in
the EU); and state (state government in India,iadividual Member States in the EU).

This chapter presents an overview of services s@tindia and the EU. The structure of the
chapter is as follows. The next section discusBeggbvernance structure and the following
section gives the differences in definition of {gees” in India and the EU. The third section
presents a macro-overview of Indian and the Eumopeaonomy, focusing on the
contribution of services sector to the GDP and eympknt. It also gives the future growth
projections of services. The fourth section focuseshe liberalisation of services sector in
both economies. The fifth section describes theettiracts and regulations which impact the
services sector of India and the EU and the |lagisedraws the conclusion.

" European Commission (2009) and Planning Commig§io68).

8 Ansari (1995).

° Ansari (1995), Bhattacharya and Mitra (1990), Barmmd Goldar (2004), Banga (2005), Chanda (2002),
Gordon and Gupta (2003), Hansda (2001), Jain andriNj2010); and Kemekliene and Watt (2010).

19 Bhattacharyya and Mitra (1990) and Kochhar et(24106).
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1.1 Governance Structure in India and the ELU

India has a quadederal governance structure and acing to the Constitution of Indi:
some services sectors are under the jurisdictidgheoCentral government (Union List), so
are under the state governments (State List) amd rémaining are under the jo
administration of central and state governts (Concurrent List) (see Figure 1.1.) At
central level, multiple ministries and governmeapartments regulates the different serv
sector. For instance, in India, energy is beingiiegd by Ministry of Power, Ministry c
Coal, Ministry of Oil ad Natural Gas and Ministry of New and Renewablergy at the
Centre. On the other hand, there are no nodal injrfisr some sectors like construction ¢
retail. Professional bodies regulate professiorh s$ doctors, architects and account:

Figure 1.1: Services Sector under Different Jurisdicons according to the Constitutior
of India

md  UNION LIST

*Telecommunicationgostal broadcasting, financial servicéscludinc insurance and
banking), nationahighways mining services

STATE LIST

*Health and relatedservices real estate services, retail, servi:incidental to
agriculture, huntinginc forestry

CONCURRENT LIST

*Professional service  (legal, accounting,  auditing and  book-
keeping, taxation,architectura engineering, integrated engineerirurbar planning
and landscapearchitectura medical and dental services armsérvice provided by
midwives, nurses, et}, education, printing and publishing, electricit

Source:Extracted by author from Mukherjee (20:

Like India, the EU has a qu-federal institutional structuttand the governance of servic
is under bothithe Union and the individual Member States. At Ei¢ level, there are fiv
types of governing institutio— (1) European Commission; (2) Council of the Euroy
Union; (3) European Council; (4) European Parliatmmend (5) European Court of Just
(seeFigure 1.2). The European Commission is the maetetive authority of the EU whic
has legislative as well as administrative powetse European Commission comprises oi
Commissioners ene from each Member Sta- each of whom is responsible for sific
policy areas such as foreign affairs, education tesuasport. The main role of the Europ
Commission is to propose (to Parliament and thenCityy implement and enforce EU la
(jointly with the Court of Justice); and to represéhe EU at interational negotiationsThe
Council of the European Union represents the iddiai Member States and its raincludes
adoption of European laws and concluding/finalisingernational agreements between
EU and other foreign countries or internationrganisations. The European Council beci
an official EU institution under the Treaty of Lo in 2009. The main function of tl

1 Kelemen (2006).
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European Council is to set up EU’s policy and resdksues between different Member
States. The European Parliament was establish&@7i9. It has three main roles: (1) passing
European laws (jointly with the Council); (2) exising democratic supervision over other
EU institutions; and (3) adopting or rejecting B8 budget (jointly with the Council). The
European Court of Justice ensures that EU legisiatare interpreted and applied uniformly
in all EU Member States. It also settles legal diep between EU Member States, EU
institutions, businesses and individuHls.

Figure 1.2: Regulatory or Governance Structure inhe EU

EU Institutions

European The Council of [ European COUHC”}
Commissior European Unior

Decisio Guidance
European European Court
' of Justice

Parliament

Source: Extracted by author from Figure: EU Insiios, Demuro (2008).

In the EU, legislations or regulations are adoptethe form of the EU laws. Every Member
State is obliged to implement these laws or lej@tain their national law® The EU laws
can be in the form of:

(a) Regulations: These are the most direct form of EU law that bee® immediately

enforceable as law in all Member States simultasigouiRegulation¥' override all
national laws of Member States dealing with theesaobject matter.

(b) Directives: Theselay down certain guidelines or end results thattrbesachieved by
every Member State within a given time frame. Nadiloauthorities have to adapt
their laws to meet these goals, but are free taddebow to do so. Generally,
Directives are used to bring different national dawto line with each other, and are
particularly common in matters affecting the operatof the single market.
Directives may concern one or more Member Statesl] of them.

(c) Decisions: Decision is a legal instrument, which is addressedan individual
Member State. These are generally passed eithéhdoyCouncil of the European

2 http://europa.eu/about-eu/institutions-bodies/index htm(last accessed on August 16, 2012).

3 http://lec.europa.eu/eu_law/introduction/treaty _e@miflast accessed on August 17, 2012).

4 For example, REACH (EC 1907/2006) which deals wifta Registration, Evaluation, Authorisation and
Restriction of Chemical substances.
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Union (sometimes jointly with the European Parliatheor by the European
Commission

Every individual Member States have freedom to emats and regulations related to the
services sector. Work permits and visas are urideputrview of individual Member States.
Due to the state level policy implementations, tatjons can vary significantly across
Member States. The speed of implementation of diis&tion Directives vary markedly
across Member States and the extent of marketratteg varies across different services
sectors. For instance, as of date, while teleconrations and energy have been subjected to
full open market competition, postal services remaiatively regulated® The Directive on
electricity, came into force in February 1999, bué years later DG Energy and Transport
(2004) found full competition only in the United igdom (UK), Sweden, Finland, Norway
and Denmark/

Similar to the EU, there are differences in implatadon of regulation in services across
different Indian states. Thus, services markets ragdlations in both India and EU is not
integrated and this needs to be kept in mind wéxi@mining the services sector of the two
economies. It is also important to note that sewisector is not homogenous and it covers a
wide range of activities from the most sophistidaiegformation technology (IT) to simple
services provided by informal sector workers. Tlatnsub-section discusses coverage of
different services sector in India and the EU.

1.2 Classification of ‘Services’ in India and the B

Services Sector can be classified either by ugiegcountry’s own definition or by using the
United Nations Central Product Classification (UNEJPThe UNCPC is used as a basis for
international negotiations such as the World Tra@eganization’'s (WTO) General
Agreement on Trade in Services (GATS) negotiatitméndia the classification of ‘services
sector’ is provided by the the National Indust@ssification (NIC) and at present, the NIC
2008 classification is used. In the EU, the clasaifon of ‘services sector’ is based on
European Classification of Economic Activities (NECclassification. At present, NACE
revision 2 is used in the EU.

Broadly, there are similarities in classificatiomdacoverage of services in India and the EU
(for details, see Table 1A.1 in Appendix 1A). Howevfor some services such as wholesale
and retail trade and education, EU’s coverageaader than that of India’s. ‘Construction’ is
not included as a services sector under both Gleestsons.

In India, disaggregated data for many serviceotsamailable. Even where data is available,
it suffer from deficiencies related to definitiomethod of collection, suitability for pricing,
and construction of indices, €ftln the past few years, different government depents
such as Central Statistical Organisation (CSO),iodat Sample Survey Organisation
(NSSO) under the Ministry of Statistics and Progremimplementation (MOSPI); and the
Reserve Bank of India (RBI) have been trying tdemtland collate data at the disaggregated

15 http://ec.europa.eu/eu_law/introduction/what_demisien.htrr{last accessed on August 17, 2012).
® Raza et al. (2004).

7 Keuneet. al(2008).

18Cs0 (2012).

10
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level. However, since many services such as ratall construction are largely in the non-
corporate sector (the informal or unorganised sgctthere is misreporting and
underreporting of data.

In the EU, sector specific data on different sasisector is provided by Eurostat. The data is
available under ‘Structural business statistics§BB according to the NACE classification.
The SBS does not cover education and health sethurs, it suffers from the lack of
comprehensive coverage. Nevertheless, since mas$teatervices sectors in EU are in the
corporate sector unlike India and since the cortipilaof data is uniform across all EU
Member States, it is expected that there are lessarces of mismatching or misreporting of
data.

The next section presents the overview of the sesvsector in India and EU.
1.30verview of Services Sector in India and the EU

In 2011, the EU was the largest economy in the dvavith a GDP of $17.5 trillion whereas
India had the 11 rank with a GDP of $1.9 trillioA> Among EU Member States, Germany
was ranked as fourth largest economy with a sharg.Jo per cent of the world’'s GDP,
followed by France (8 4 per cent), the UK {7 3.5 per cent) and Italy {83.2 per centj!
Although, in the volume, the EU’s GDP is almostifids larger than India’s GDP; India’s
GDP is growing at a higher rate compared to the IBL2011, India’s GDP grew at the rate
of 7 per cent compared to 1.5 per cent growth insERDP. India has a larger labour force
compared to the EU - 0.47 billion labourers in tndnd 0.24 billion in the EU in 2010 (see
Table 1.1).

% The data is available at the link
http://epp.eurostat.ec.europa.eu/portal/page/pdeatopean_business/data/databdsst accessed on August
29, 2012).

2 IMF (2012).

2L Compiled and calculated by author from IMF (2012).

11
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Table 1.1: Selected Macro-Economic Indicators of ldia and the EU

India EU

Indicators 1990| 2000| 2005| 2008| 2009| 2010| 2011| 1990| 2000 2005| 2008| 2009| 2010| 2011
GDP (at current prices) ($ billion) 327 475| 834| 1224| 1361| 1684| 1848| 7292| 8486| 13766| 18253| 16306| 16149| 17552
GDP (annual % growth) 5.5 40| 9.3 3.9 8.2 96| 6.9 27| 3.9 1.9 0.3 -4.4 2.2 15
Agriculture (% of GDP) 29.0 23.1| 18.8 17.8 17.7| 17.7] 17.2 35| 23 1.7 1.6 1.5 1.5 3.5
Agriculture (annual % growth) 4.0 00| 5.1 0.09 1.0 7.0| 28 4.17| -0.28 -4.8 1.61 1.96| -0.45 4.17
Manufacturing (% of GDP) 16.2 15.4| 154 154 14.9| 145| 13.9| N.A.| 19.6 17.4 16.6 14.8 16.7| N.A,
Manufacturing (annual % growth 4.8 7.3| 10.1 4.3 9.7 7.6 2.5 N.A. 5.8 2.1 -2.4| -145| N.A. N.A.

Industry (% of GDP) 26.5 26.1| 28.1 28.3 27.6| 27.1| 26.4 33.2| 28.0 26.2 26.0 24.1 25.5 33.2
Industry (annual % growth ) 7.3 6.0] 9.7 4.4 84| 72| 34 21| 4.1 1.5 -1.6] -11.1 4.9 2.1
Services (% of GDP) 44.5 50.8| 53.1 53.9 54.7| 55.1| 56.4 63.3| 69.7 72.1 72.4 74.5 73.0| 73.5*
Services (annual % growth) 4.9 54| 10.9 10.0 10.5| 9.3 8.9 3.3| 4.1 2.3 1.2 -2.2 2.0 N.A.

Trade (% of GDP) 15.2 26.5| 41.3 52.3 45.6| 49.7| 54.5 54.3| 71.3 72.8 80.8 71.2 78.6 82.6
Trade in services (% of GDP) 3.3 76| 12.0 16.0 12.8| 14.3| 14.0 11.0| 15.6 16.3 18.3 17.8 18.5 18.7
Merchandise trade (% of GDP) 12.7 19.8| 29.1 42.1 31.0| 33.8| 40.5 43.7| 58.5 59.6 66.4 56.7 64.4] N.A.

Total Exports (% of GDP) 6.9 12.8| 19.3 23.6 20.1| 22.8| 24.6 26.9| 35.8 36.9 40.7 36.2 39.8 41.7
Total Exports (annual % growth) 11.1 18.2| 25.8 14.4 -4.1| 22.7| 15.3 50| 12.6 5.9 16| -12.0 10.8 6.0
Total Imports (% of GDP) 8.3 13.7| 22.0 28.7 25.5| 26.9| 29.8 27.4| 35.5 35.9 40.1 35.1 38.8 40.9
Total Imports (annual % growth) 3.4 46| 325 22.7 -2.0| 15.6| 18.5 43| 11.7 6.1 12| -12.0 9.7 4.3
Population (in billions) 0.87 1.05| 1.14 1.19 1.21| 1.22| 1.24 0.47| 0.48 0.49 0.50 0.50 0.50 0.50
Population growth (annual %) 2.09 169 15 1.4 1.41| 1.39| 1.37 0.33| 0.23 0.45 0.44 0.34 0.28 0.27
Total Labour force (in billion) 0.33 0.41| 0.47 0.47 0.47| 0.47| N.A. 0.22| 0.23 0.24 0.24 0.24 0.24| N.A.
Employment in agriculture N.A. 59.8| 55.8 N.A. 53.2| 51.1| N.A. N.A. 7.7 6.1 51 51 51 N.A.
(% of total employment)

Employment in industry N.A. 16.1| 19.0 N.A. 21.5| 22.4| N.A. N.A. | 29.3 27.5 27.2 25.9 25.2 N.A.
(% of total employment)

Employment in services N.A. 24.1| 25.2| N.A. 25.3| 26.5| N.A. N.A. | 62.7 66.1 67.3 68.5 69.1| N.A.
(% of total employment)

Unemployment rate (per cent) N.A. 2.7 44| N.A. 25| N.A. | N.A 9.1 8.9 8.9 7.1 9.0 9.7 9.7

Source: Compiled by author from World Bank (2012DB (2012); MOSPI (2011a and 2011b); and table aoted from Eurostat,
http://appsso.eurostat.ec.europa.eu/nui/show.da&ddtune rt_a&lang=erflast accessed on August 30, 2012).
Note: (i) ‘N.A’ refers to ‘Data is not available’.

12
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1.3.1 Contribution of Services Sector to GDP of Inid and the EU

Services sector is the largest economic sectondraland the EU. In India, services sector
contributes more than 50 per cent share in the @mPin the EU, the share is over 70 per
cent. In the 1980s, India was agrarian economydbetto economic reforms in the 1990s,

the services sector started growing. In 1990s,ices\sector contributed 44 per cent in the
GDP, while in 2000 the share increased to 50.8ceet and in 2011, the share further

increased to 56.4 per cent (see Table 1.1). Lilsatadn of services sector, change in demand
pattern, high income elasticity of demand for ssgsi technological progress, availability of

high skilled manpower and high government expenglittn services are some of the main
factorzg which contributed to the growth of servigesindia and its increase in share in

GDP:

In EU, the contribution of the services sector @ased from 63.3 per cent in 1990s to 70 per
cent in 2000; and 73.5 per cent in 2010 (see Thlle The increase in the services-intensity
of EU economy is driven by a number of factorsudahg income elasticities of demand for
services that exceed one (meaning that consumptibnservice rises more than
proportionately with income), the rise in demanddoordination and intermediation services
associated with specialization, structural chasgetial redistribution of value chains, étc.
Existing studies have shown that there are somemmmfactors that contributed to the
growth of services sector in both India and the HWese include higher elasticity of
services; liberalisation of services sector; awdiky of high skilled manpower; and high
government expenditure, technological advancement.

Table 1.2 shows that the contribution of servieag@ to GDP is not uniform across Indian
states. Similarly, there are wide variations amBhgMember States. In 2009-10, share of
services sector in gross state domestic produsbuofe states such as Bihar, Delhi, Kerala,
Maharashtra, Tamil Nadu, and West Bengal was hitjiaer the India’s average while that of
Chhattisgarh and Himachal Pradesh was loffe8imilarly, in some EU Member States like
Belgium, Cyprus, Greece, Luxembourg, Netherlandstugal and the UK, the contribution
of services to the GDP is more than average @&l@dIMember States (see Table 1.2).

Table 1.2: Per cent Share of Different Sectors in BP in Some Selected Indian States
and EU Member States

States Agriculture Industry Construction Services
2000 | 2010] 2000 2010 2000 2010 2000 2410

Selected Indian States

Andhra Pradesh 302 20.8| 22.6 17.1 5.6 8.5| 47.2] 53.6
Bihar 38.8| 19.8 7.4 6.0 3.3] 10.9] 50.5| 63.2
Chhattisgarh 19.9 19.2| 33.1 33.7 42| 10.1| 429 36.9
Himachal Pradesl 2419 19.2| 17.6 23.6| 184 16.8| 39.0/ 404
Karnataka 30.3 16.1| 16.8 19.8 6.2 8.7| 46.7| 555
Kerala 19.6 10.6| 12.4 9.8 9.7| 10.8| 58.3| 68.8
Maharashtra 152 8.6| 40.8 23.2 5.1 6.3| 57.1] 619
Mizoram 20.2| 20.2 6.5 3.9 9.2| 16.2| 64.2] 59.7

22 Ansari (1995), Bhattacharya and Mitra (1990), Bammd Goldar (2004), Banga (2005), Chanda (2002),
Gordon and Gupta (2003), Hansda (2001) and JaifNarah (2010).

% Kemekliene and Watt (2010); Havlik (2006).

24CS0 (2012).
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States Agriculture Industry Construction Services
2000 2010| 2000 2010 2000 2010 2000 2010

Punjab 35,9 24.0| 18.1 23.1 4.9 79| 41.1| 45.0
Rajasthan 27.83 22.7| 19.8 19.7 8.4| 10.3| 445| 47.3
Tamil Nadu 16.4 8.2| 237 18.4 6.9 8.7, 53.1| 64.7
West Bengal 28.Yy 18.1] 13.5 13.6 5.1 6.1 52.8| 62.3
Selected EU Member States

Austria 2.0 15| 232 22.2| 222 70| 66.8] 69.0
Belgium 1.4 0.7 22 16.5| 16.5 48| 715| 77.0
Cyprus 3.7 23| 124 9.3 9.3 8.2| 78.4| 820
Germany 1.3 09| 253 24.0| 24.0 40| 69.0| 720
Greece 6.6 3.3| 139 14.0| 14.0 6.3| 724 79.8
Italy 2.8 19| 233 19.3] 19.3 6.0 684 725
Luxembourg 0.7 03| 12.6 7.3 7.3 6.1| 81.0| 86.8
Netherlands 26 2.0 19.3 18.6| 18.6 54 725 74.7
Portugal 3.6 24| 204 17.0 17.0 6.9/ 68.2] 74.6
Spain 4.4 27| 20.9 15.8| 15.8| 11.5| 66.5| 725
Sweden 2.1 1.8| 245 20.9| 20.9 48| 69.1| 70.8
UK 1.0 0.7 221 15.5| 15.5 6.2 71.8| 76.8

Source: Calculated and Compiled by author from oueritables extracted from MOSPI
(2010); and Eurostaf(tec00003), (tec00004), (tec00005), (tecO0006EcEO007) and
(tec00008)](last accessed on July 15, 2012).

Note: (i) N.A. stands for ‘data is not available’.

(ii) For India, data is provided for financial ygd@om April to March).

The share of different services sub-sectors ta@B® in India and the EU is given in Table
1.3. In India, trade, hotels and restaurants; eartsport, storage and communication services
contributes a substantial share in GDP (27.2 pet ice2010). In the EU, business activities
and financial services contributed the major shi@@ per cent in 2010) in the GDP (see
Table 1.3).

Table 1.3: Per cent Share of Different Services Sec in GDP in India and the EU

Services | 2000] 2005 2009] 2010
India

Trade, hotels and restaurants 14.6 16.5 16.6 16.6
Transport, storage and communication 8.2 8.6 10.0 10.6
Financial services (banking and insurance) 6.6 6.1 7.9 8.3
Real estate and business services 6.0 9.0 9.2 9.1
Public administration and defence services 6.0 5.6 6.3 5.9
Other services 7.5 7.9 7.3 7.2
EU

Trade, transport and communication services 21.521.3 20.8 20.8
Business Activities and financial services 26.2 27.7 29.2 29.0
Other services 22.0 22.8 24.0 23.7

Source: Calculated and compiled by author from oueritables extracted from MOSPI
(2011a); and Eurostaf(tec00003), (tec00004), (tec00005), (tec00006&cEO007) and
(tec00008)](last accessed on July 15, 2012); and.
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There is a variation among the Indian states indbw@ribution of different services sub-
sectors to the GDP. Table 1.4 shows that the stfatede, transport and communications
services in GDP for states like Haryana is mucthérighan that of Mizoram. Similarly, in

the EU, in some Member States such as Austria, Bypnd Spain, trade, transport and
communication services contributed a major shahereas in Germany, Italy Luxembourg,
and the UK, business and financial services wegenmhjor contributor to the GDP in 2010

(see Table 1.4).

Table 1.4: Per cent Share of Different Services SuBector in GDP in Some Selected
Indian States and EU Member States

States Trade, transport and Business and
communication services| financial services Other services

2000 | 2010 2000 2010 2000| 2010
Selected Indian States
Andhra Pradesh 20. 22.9 12.1 18.6 14.6 12.0
Gujarat 20.7 26.6 12.3 12.1 11.1 7.3
Haryana 21.7 30.9 10.5 13.9 9.6 8.7
Karnataka 17.4 21.8 16.9 23.4 12.4 10.3
Kerala 30.7 34.6 13.5 19.4 14.1 14.8
Madhya Pradesh 22 19.6 11.3 13.7 15.7 14.1
Maharashtra 42. 26.3 38.4 25.5 23.0 10.1
Mizoram 10.3 12.8 18.8 16.7 35.0 30.2
Punjab 19.2 18.1 8.8 12.6 13.2 14.2
Rajasthan 19.4 20.3 10.8 13.1 14.2 14.0
Tamil Nadu 24.3 27.9 13.7 24.0 15.1 12.7
West Bengal 22.1 27.7 15.0 16.9 15.3 17.7
Selected EU Member States
Austria 24.4 23.2 21.4 24.0 21.0 21.8
Belgium 21.2 21.7 27.8 30.1 22.5 25.2
Cyprus 31.6 25.7 24.2 30.2 22.6 26.1
Denmark 21.8 20.5 22.3 26.5 26.4 29.1
Germany 18.3 17.4 27.7 30.8 23.0 23.8
Italy 23.8 22.1 24.6 28.3 20.0 22.1
Luxembourg 21.§ 19.2 43.8 50.7 154 16.9
Netherlands 23.1 20.6 27.3 27.9 22.1 26.2
Portugal 25.3 25.5 20.2 23.1 22.7 26.0
Spain 26.2 25.6 19.5 23.1 20.8 23.8
Sweden 18.9 19.4 24.9 24.3 25.3 27.1
UK 23.0 20.4 27.0 33.4 21.8 23.0

Source: Calculated and Compiled by author from oueritables extracted from MOSPI
(2010); Eurostal(tec00003), (tec00004), (tec00005), (tecO000&;{0007) and (tec00008)]
(last accessed on July 15, 2012).

Note: (i) For India, trade, transport and commuticaservices includes transpastorage and
communication + Trade, hotels and restaurantsnéilah services and business services includes
financial services + Real estate and business csrviand other services includes Public
administration and defence services + other sesvice

(i) For India, data is provided for financial year (from April todvth).
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Services sector also contributes a large sharetah émployment in India and the EU. The
next sub-section discusses about the people engagedvices sector in both economies.

1.3.2 Employment in Services Sector

In India, services sector is the second largestl@rap after agriculture. In 2010, 26.5 per
cent persons were employed in services sector Tsdxe 1.1) and this sector has the largest
share in the organised or corporate sétEmployment. In 2009-10, employment in services
sector accounted for around 62 per cent of totghmised sector employment. However,
within the services sector, a majority of the emgpient is in the unorganised or non-
corporate or informal sector. Sectors such as @i@nreal estate and business services; and
community, social and personal services largelyide organised sector employment while
retail and wholesale trade largely provide non-ocafe sector employmeft.

In the EU, services sector is the largest empldye2010, in the EU, about 69 per cent were
employed in services sector (see, Table 1.1). l@riliklia, in the EU, employment in services
sector is mostly in formal or organised seéfor.

The expansion of employment in both India and E¢#svices sector is driven by a number
of factors including the rise in demand for sersic&ssociated with structural change,
advances in information and communication techriekgetc®® However, there is a
difference in the trend of growth of employmentsirvices sector. Unlike the EU, in India,
rise in employment in services sector has not loeemmensurate with the rise in its share in
India’s GDP* nor has there been a marked shift from informdbtmal employment within
the services sector in India. This leads to ungemeng of services sector employment in
India since there is no official system of colleatiof data for the informal sector.

There are wide variations in employment in serviae®ng different Indian states. In states
such as Kerala, Maharashtra share of employmessririces sector is hig.Among the EU
Member States, in Austria, Belgium, Denmark, Ndtrats and the UK, the share of services
sector employment is higher than their share ofises sector in GDP (see Table 1.5).

Table 1.5: Per cent Share of Services Sector Emploent in Total Employment in
Selected Indian States and EU Member States

States | 1999 | 2004 | 2009
Selected Indian States

Andhra Pradesh 22/1 24.0 24.5
Bihar 15.9 17.1 21.7
Gujarat 21.2 21.3 27.0
Haryana 27.2 26.4 28.4
Himachal Pradesh 14/9 17.4 19.5

% Organised sector is also called the corporateoondl sector. It consists of registered companiesnits.
These are professionally managed with a transpacaaunting system and follow government regulatiand
legislations such as labour laws.

% Calculated by author from MOSPI (2011b).

2" Kemekleine, et. al. (2007).

%8 Kemekliene and Watt (2010).

29 Bhattacharya and Mitra (1990); and Kochhar eto(24106).

30 Cs0 (2012).
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States 1999 2004 2009
Karnataka 19.9 22.2 25.9
Kerala 35.5 37.2 41.0
Madhya Pradesh 15/0 16.0 15.4
Maharashtra 25.9 26.9 30.5
Punjab 28.6 28.1 29.6
Tamil Nadu 25.6 27.3 27.5
West Bengal 26.9 30.3 30.4
Selected EU Member States

Austria 67.2 70.1 71.6
Belgium 74.8 77.1 78.9
Denmark 73.2 75.9 77.8
France 73.8 75.8 77.2
Germany 68.0 71.3 73.0
Italy 65.1 67.0 68.3
Netherlands 76.9 78.9 80.5
Portugal 55.5 58.5 62.2
Slovakia 58.0 60.9 64.6
Spain 63.8 65.1 71.4
Sweden 72.3 74.6 76.1
UK 76.3 79.8 81.6

Source: Compiled by author from various Statistidgalinex Tables: Labour Market
Indicators, p. 167-193, European Commission (2Q1da) extracted from Table 5, Shyjan
(2012).

Note: For India, datés provided for financial year (from April to Mdrg

Overtime, there has been a change in the patteempfoyment within the services sector in
both India and the EU. Wholesale trade and retade accounts for a substantial part of
services sector employment in India as well ashen EU (Table 1.6). The rise of services
employment in the EU is mainly driven by increagegeal estate, renting and business
activities. The growth of business services is yadne to restructuring in the manufacturing
sector. Many service-related occupations in martufemgy moved to the services sector.

Table 1.6: Employment in Different Services as a Peentage of Total Employment in
India and the EU

Service Category 1999 2004 2009
India

Wholesale and retail trade, repair of motor velsidle 8.7 9.0 9.5
motorcycles; and personal and household goods

Hotels and restaurants/Accommodation and Hood 1.1 1.3 1.3
Service Activities

Transport, storage and communication 1.1 3.8 4.3
Real estate, renting and business activities 06 0.9 1.3
Other services 10.9 8.4 7.4
EU

Wholesale and retail trade, repair of motor velsidle 10.0 14.0 14.4*

3L For details, see Kemekliene and Watt (2010).
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Service Category 1999 2004 2009

motorcycles; and personal and household goods

Hotels and restaurants/Accommodation and Hood 3.5 4.0 4.2*

Service Activities

Transportation and storage; and communication 48 55 5.4*

Real estate, renting activities; and professional, 8.3 10.7 12.3*

scientific and technical activities/business atigi

Other services 38.6 33.9 32.8*
Source: Compiled and calculated from MOSPI (200MpSPI1 (2006), MOSPI (2011b); and
Table: Persons employed by sectors, extracted fronEurostat,

http://epp.eurostat.ec.europa.eu/tgm/table.do?tabi&init=1&plugin=1&language=en&
pcode=tin00004last accessed on August 1, 2012).

Note: (a) * data is give for 2008.

(b) Other services include financial and insuraacévities; administrative and support
service activities (except renting); public admirdadon and defence and social security;
education services; human health and social wortvites; arts, entertainment and
recreation; and other services.

1.3.3 Future Growth Projections

Given that services is a key contributor to GDP emghloyment in India and EU, it is important to
understand how this sector will perform in the fetuwhat are the key growth drivers and
future projections. India is presently among thetdat growing economies of the world. Even
during the time of economic downturn, the countrgnaged to sustain a higher growth rate
than the EU and many other countries in the waskk(Table 1.1). In the future also, the
country is projected to have a higher growth rAtcording to the April 2012 update of the
World Economic Outlook by International Monetaryndu(IMF), India is predicted to grow
at the rate of 7.3 per cent in 2013 and 8.1 pet ter2017 (see Table 1.7). The Indian
government projections also show that the economlygrow at a fast pace. The Planning
Commission estimates show that the economy willvgeb9.5 per cent during f&Five Year
Plan (2012-2017). The services sector is projetdegiow at the rate of 10 per cent during
the period between 2012 and 262 Tertain services like trade, hotels and restasrant
transport, storage and communications are expéotgtow at a rate of 11.2 per cent, while
financing, insurance, real estate and businesscesrvand community, social and personal
services are expected to grow at 10.5 per cenBgmel cent, respectively during the period
between 2012 and 20%7.

With the rise in GDP, per capita income is alssmgsn India. Over the years, there has been
increase in the high and middle income group. Aditgy to a study conducted by McKinsey
(2007) forecast that if the Indian economy growthatrate of 7.3 per cent between 2005 and
2025, then by 2025, 583 million Indians will betire middle class group (equivalent to the
current population of Australia). The study alsmjected that consumer spending will
account for 59 per cent of country’s total consuompby 2025. The increase in income will
also result in increase in the literacy rates. Agspnt, majority of Indian services has been
opened up for foreign investmefitThis has made the country an attractive investment
destination. India wants to develop as a knowldaged hub and the government is

32 planning Commission (2011).
3 Planning Commission (2011).
% DIPP (2012).
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promoting exports of services. All these factordl drive the future growth of services in

India.

Table 1.7: Future Growth Projections of India and BJ Member States

Country 2012 2013 2017

India 6.9 7.3 8.1
EU 0.0 1.3 2.1
Austria 0.9 1.8 1.8
Belgium 0.0 0.8 1.7
Bulgaria 0.8 1.5 4.5
Cyprus 2.0 3.6 4.0
Czech Republic 0. 2.1 3.5
Denmark 0.5 1.2 1.8
Estonia 2.0 3.6 4.0
Finland 0.6 1.8 2.0
France 0.5 1.0 2.0
Germany 0.6 1.5 1.3
Greece -4.7 0.0 2.9
Hungary 0.0 1.8 2.2
Ireland 0.5 2.0 2.9
Italy -1.9 -0.3 1.2
Latvia 2.0 2.5 4.0
Lithuania 2.0 2.7 3.9
Luxembourg -0.2 1.9 3.1
Malta 1.2 2.0 2.3
Netherlands -0.5 0.8 1.9
Poland 2.6 3.2 3.8
Portugal -3.3 0.3 1.5
Romania 1.5 3.0 4.0
Slovakia 2.4 3.1 3.6
Slovenia -1.0 1.4 2.0
Spain -1.8 0.1 1.8
Sweden 0.9 2.3 2.4
UK 0.8 2.0 2.8

Source: Compiled by author from Table Al, p. 198bl€ A2, pp. 191, Table A4, pp. 194-
195, IMF (2012).

The EU has been adversely impacted by the econdavimturn and financial crisis of late
2007. In 2008, the EU grew at low rate of 0.3 part@and in 2009 it had a negative economic
growth of 4.4 per cent (see Table 1.1). The econmngxpected to revive in the future with
moderate growth rate — 2.1 per cent by 2017 (sé¢eTh7). The European Commission’s
estimates, also shows that the European economxpiscted to grow at the rate of 3.5 per
cent by 2015 and 2.1 per cent in 2620t is projected that the EU’s services sector will
continue to dominate GDP; and the share of EU'sises sector in GDP will increase to 74
per cent in 2020 and 74.7 per cent in 2030. Thbajlslowdown has impacted the European
labour market. The EU is now facing a high unemgiegt rate. In 2008, the EU had 2.8 per

% Kemekleine, et. al. (2007).
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cent of unemployment rate which increased to 9geet in 2009 and 9.7 per cent in 2010
(see Table 1.1%°

The future GDP growth will differ across EU Memlfetate (see Table 1.7). While some
Member States such as Cyprus, Estonia and Romanj@edicted to grow at the rate of 4 to
4.5 per cent, other Member States such as CzedhbRepPoland, Slovakia, Sweden and the
UK are predicted a growth rate ranging from 2 mart¢o 4 per cent by 2017 (see Table 1.7).

1.4 Services Sector Liberalisation and Future Regations

In India and the EU, reforms in services startedhm 1980s but gained momentum in the
1990s. In both economies the reform process ik @iigoing. The main elements of the
reforms in India which impacted the services seuwatere delicensing, dismantling of public
monopoly in sectors like air transport, telecomnoations, and financial services, opening
up of various services sectors (including bankingsurance, telecommunications,
broadcasting, transport, health and educationfioi@ign investments and streamlining of the
approval procedures. Except for a few servicesosecuch as multi-brand retail, legal,
postal, banking, insurance and railways where thexdull or partial FDI restrictions, almost
all the other services sectors have been openéat dipreign investment in a phased manner.
Public-private partnerships have been encouragseévaral sectors, especially infrastructure
services, to improve efficiency, productivity, qiyabf services and global competitiveness.

India does not have a comprehensive policy or edui for the services sector. Different
services sectors are regulated by sector speaifis Bnd regulations. For instance, energy is
being regulated by Coal Mines (Nationalization) A&B73; Petroleum and Natural Gas
Regulatory BoardPNGRB) Act, 2006; and Electricity Act, 2003, angoothers. Apart from
these sector-specific regulations, the servicetoses also impacted by other regulations
such as the Company Act (1956) which lays down itmmg for establishing a company.

The EU, on the other side, started liberalisatiod privatisation in 1980s. In Central and
Eastern Europe, the formal state-socialist countrigned to capitalism at the end of the
1980s, resulting in the rapid liberalisation and/giisation of state-owned enterprises. In
Western Europe, the UK under the Prime Minister ddaet Thatcher introduced economic
liberalisation and privatisation between the endthed 1970s and the early 1990s. Other
Western European countries followed this trend varging degreé’

Like India, the EU’s services sector market is imb¢grated. However, unlike India, the EU

has a comprehensive services sector policy torateghe services market. The main aim of
the ‘Directive on Service@006/123/E¢ is to harmonise or create a single market fa& th

services sector across EU Member States. Apart finesnthere are sector-specific Directives
for sectors like telecommunications and broadcgstimansport, electricity and gas and postal
services. Directives relating to movement of peopleh as the Blue Card Directive

(2009/50/EQ andSingle Permit Directive2011/98/EL) affect the services sector in EU and
impact the abilities of third country nationalspmovide services in the EU Member States.
The details on the some important EU Directiveatied) to the services sector are given in
Appendix 1B.

%Figure for 2008 is extracted from
http://appsso.eurostat.ec.europa.eu/nui/show.da&idtune_rt_a&lang=erflast accessed on August 30,
2012).

37 Keuneet. al(2008).
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Since the services sector is evolving, the Indiameghment is in process of implementing
different reforms in services sector to facilitéte growth and attract foreign and private
investments. These include (a) liberalising the F8dtrictions in sectors such as retail
insurance and air transport (b) setting up of raguy framework and independent regulators
in sectors such as coal, railways and postal seswehich are presently public monopolies
but may be privatised in the future (c) implemegtirew regulations in new services such as
direct selling, express delivery services, and @¢lcomputing that have not been covered
under existing regulation (d) amending outdatediliagns in sectors like postal services.
The Indian government is also in the process abdhicing many new bills such as the
Companies Bill, 2009 and Direct Taxes Code Bill1@0which will impact the services
sector.

As in the case of India, the EU is also in the psscof implementing future regulations
which are likely to affect the services sector2010 the EU came up with a ten year growth
strategy — “Europe 2020 Strategy” which focused legment; research and innovation;
education; poverty reduction; and climate/energy #ms have implications on the services
sector. The strategy also introduced ‘Seven flaggshiiatives’ which includes initiatives like
broadband access to all by 2013 and enhancingnattenal attractiveness of Europe’s
universities. It recommended that the full impleta¢éion of the ‘Services Directive
(2006/123/E¢ and stated that if implemented it could incretrsgle in commercial services
by 45 per cent and FDI by 25 per cent, bringingramnease of between 0.5 per cent and 1.5
per cent increase in GDPThe EU is in the process of implementing new retipria as well
as amending various Directives such as the Serbaestive (2006/123/EC)n May 2012,
European Commission has made a proposal on ‘measorenprove the implementation of the
Services Directive (2006/123/ECJ This is listed in Table 1C.1 in Appendix 1C.

In May 2010, the European Commission has put agsapon “Conditions of entry and
residence of third-country nationals in the framegwof intra-corporate transferees such as
manager, specialist and graduate trairféefh the proposal, the European Commission
defined the concept of ‘intra-corporate transferer’the basis of EU’s commitment under
the GATS and bilateral trade agreements. The pedpakso laid emphasised on the
introduction of the transparent and fast-trackyeptiocedure of a short time (about 30 days)
to process the applications; and a single apptinator a work and residence permit. The
European Commission recommended that economic nstis or labour market té&st
should be removed. The proposed Directive woulg Ikl companies to have a better and
faster access to global talent to meet the skdttsige of managers, specialists and graduate
trainees. It would also help in creating new empiewt opportunitieé? It is expected that
the proposed Directive could complement the ‘EU BluedCRirective (2009/50/EC); and
‘Single Permit Directive(2011/98/El'. In December 2011, the European Commission
proposed to amend the ‘Directive 2005/36/EC on tleeognition of professional
gualifications and Regulation on administrative pe@tion through the Internal Market

38 European Commission (2010a)

39 European Commission (2012a).

“0 European Commission (2010b).

*1 Economic needs test or labour market test istanteish tries to establish whether there is an eatn need
or labour market need for a particular supply cfeavice in a specific mode of supply. A servicepsigp is
allowed to supply the service if the competent arith or regulatory body decided whether there s a
economic need for such a supply.

2 http://europa.eu/rapid/pressReleasesAction.do?esfee=MEMO/10/324&type=HTML (last accessed on
August 24, 2012).
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Information Systent® to facilitate easier labour mobility of architectmirses, midwives, etc.
It also proposed to introduce European professicasad; systematic screening and mutual
evaluation exercise for all regulated professionghe Member States.

The EU has sector-specific action plans for sess/gaetors such as Financial Services Action
Plarf* European Retail Action Pl&h Transport Action Pldf; and Flightpath 2050:
Europe’s Vision for AviatiofY.

The above discussion shows that both India andEliehave taken various measures to
reform the services sector and the reform proess-igoing. While the EU has a long term

vision or strategy to reform the services sectudid, till date, does not have a comprehensive
long term service sector strategy.

1.5 Conclusion

Services is a major driving force behind the growttlian and the European economy. It
contributes a significant share to the GDP and eympént of the two economies. Services
sector will continue to drive the economic growtHraia and EU in the future. The nature of
the services sector shows certain differences legtwadia and the EU. While, in EU, bulk of

the services is in the corporate sector generainggnised sector employment, in India a
large part of services is in the unorganised orcanporate sector.

India and the EU have regulatory similarities. Bbdve quasi-federal governance structure.
Services sector is governed by the central and giaternments in case of India, and union
and member state in the case of the EU. Althouigd,BU is a single market for goods,
services market is not completely harmonized. beaaf both India and the EU, much of the
services sector policies are determined respeygtatehe state and Member State level which
makes it difficult for a service provider to havdnarmonised operation. This chapter shows
that although both India and the EU have takenouarimeasures to reform the services
sector there are differences in their approach tdsvaeforms. India tends to have sector-
specific reforms while the EU tries to implementmqoehensive services sector reform and
long-term strategies. Since the EU is a union ohtaes, it may seem difficult for the EU to
harmonise its services market. However, this chiegitews that it has successfully achieved
some key targets through clearly defined policyiatives and deadlines. Inspite of being
more affected by the global slowdown than Indidgnms in the services sector in the EU
seems to move at a faster pace than India. WHibemns in India tend to focus on removal of
market access barriers (such as the removal ofatests on foreign investments); reforms in
the EU focus on market integration, efficient seevdeliveries and regulatory certainties.
Some of the recent EU Directives also seeks toesddihe barriers faced by third country
service providers. In future, market integratiogether with removal of barriers for third
country service provider make the EU an even mdmacive services market for third
country service providers, including Indian servigmpviders who are exploring global

“3 European Commission (2011b).

*For details, see
http://europa.eu/legislation_summaries/internal_ketfsingle_market_services/financial_services_ganéa
mework/124210_en.htiftast accessed on August 24, 2012).

5 For details, sedttp://ec.europa.eu/internal_market/retail/index.lem#maincontentSedlast accessed on
August 24, 2012).

6 For details, seehttp://ec.europa.eu/transport/its/road/action_plaation_plan_en.htm(last accessed on
August 24, 2012).

" For details, sebttp://ec.europa.eu/transport/air/doc/flightpathZDpdf (last accessed on August 24, 2012).
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markets. However, this will also depend upon theriieconomic growth and other macro-
economic indicators in the EU, and its ability tecover from the present economic

slowdown.
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Chapter 2: India-EU: Trade and Investments in Serveces
Ramneet Goswami

Advancement in technology, greater mobility of peppcheaper transmission and
communication cost has led to increase in tradesadnorders. The easing of the regulatory
framework in conjunction with liberal policies aded by countries across the globe has
made the world a local market place. Internatidredle in goods as well as services has
largely benefited from this trend. In 2011, merdfiaa trade valued at $18.2 trillion
compared to $5.17 trillion in 1995 and $6.4 triflim 2001. Similarly, value of services trade
increased from $1.3 trillion in 1995 to $1.5 toki in 2001 and $ 4.2 trillion in 201,

With the globalisation and liberalisation, servicector has not only made waves in the
domestic economy, but has also managed to mak@watence felt in the external trade of
every country in the world. India and the EU arevnamong the top ten exporters and
importers of services among the WTO countries. ypdservices trade contributes a
significant share in GDP and total trade of bothneenies.

The process of liberalisation and economic integnadf the EU and the process of economic
liberalisation in India not only led to increase fioreign investments but also bilateral

investments between the two economies. Servicabeismajor key component of their

bilateral investments.

Enhancing economic ties is a key part of India &tdls relationship. Both India and EU

markets complement each other. The need for imfretsire investment in India complements
the core competence of EU companies in sectorsdikergy and transportation. India’s
competence is low cost skilled workforce compleradtit)’'s competence in technology.

This Chapter presents an overview of trade andsinvent between India and EU. The

chapter briefly explains India and the EU’s globalde in services, bilateral trade between
India and the EU, and their export competitivenekservices. Liberalisation of services

resulted in increase in bilateral investments betwevo economies. Therefore, the chapter
also discusses about the global and bilateral tima#s between India and the EU. In the last
section, the chapter discusses barriers to trablettneconomies.

BWTO (2012).
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2.1 Global Trade of Services of India and the EU

Significant liberalisation and access to growingerseas markets for services has led to
increase in India and the EU’s global trade of mes: From a low level of $10.7 billion in
1990 and $37.4 billion in 2001, India’s servicesdl# volume increased to $280 billion in
2011 (see Table 2.1). Between 2001 and 2011, mdiatvices trade grew at compound
annual growth rate (CAGR) of 22 per cent. In 20htia’s services exports and imports
reached to $149 billion and $131 billion, respeadiy from $17.3 billion and $20.1 billion,
respectively, in 2001 (see Table 2.1). It is wartantioning that India’s services exports are
growing much faster than the country’s merchandigmorts but also global services exports.
Between 2001 and 2011, India’s services exporte gteCAGR of 24 per cent, compared to
21.3 per cent growth in its merchandise trade (2kBcent); and 10.7 per cent growth in
global services exporfs.Due to rapid growth in services exports, since420adia has a
positive trade balance in services.

Like India, services trade of the EU has also iaseel in the two decades. In the volume,
EU’s services trade increased from $757 billion1®90s to $1,264 billion in 2000 and
$3,227 billion in 2011, with a CAGR of 10.8 per tefhe EU’s services export grew at a
rate of 10.8 per cent compared to 10 per cent@itr in merchandise exports in the period
of 2001 and 2011. Like India, the EU also has naamed a positive trade balance in services
trade (see Table 2.1).

It is worth mentioning here that in terms of volyrttee EU’s trade is much more than India —
almost 12 times in 2011. But in terms of contribatiof services of India in total trade is
more for India than EU'’s.

Table 2.1: Trend of India and EU’s Global Trade ofServices

Year India (Value in $ Billion) EU (Value in $ Billion)
Exports | Imports | Total Trade | Exports | Imports | Total Trade
Trade | Balance Trade | Balance
1980 11.6 17.8 29.4 -6.3 210.7 186.2| 396.8 24.5
1990 4.6 6.1 10.7 -1.5 391.8 365.2| 757.0 26.5
2000 16.7 19.2 35.9 -2.5 617.3 604.0/ 1221.3 13.3
2001 17.3 20.1 37.4 -2.8 640.1 624.2| 1264.3 15.9
2002 19.5 21.0 40.5 -1.6 709.7 672.3| 1382.0 37.4
2003 23.9 24.9 48.8 -1.0 848.6 799.3| 1647.9 49.4
2004 38.3 35.6 73.9 2.6| 1030.8/ 935.7| 1966.6 95.1
2005 52.5 47.3 99.8 5.2| 1189.1] 1070.0, 2259.2 119.1
2006 69.7 58.7| 128.4 11.0| 1332.3] 1169.1) 2501.4 163.2
2007 86.9 70.8| 157.7 16.1| 1628.8| 1397.7| 3026.4 231.1
2008 107.1 88.3] 1955 18.8| 1802.5| 1558.6| 3361.1 243.9
2009 93.0 81.0| 174.1 12.0| 1563.2| 1357.3| 2920.5 205.9
2010 123.8§ 116.8] 240.6 6.9 1620.2| 1389.2| 3009.4 231.1
2011 149.0 131.0/ 280.0 18.0| 1782.5| 1494.9| 3277.4 287.6
Source: Compiled and Calculated by author fromoteritable extracted from ‘International
Trade: Services’, UNCTADSTAT available at

9 Calculated by author from various tables extradtedh ‘International Trade: Services’, UNCTADSTAT
available ahttp://unctadstat.unctad.org/ReportFolders/reporidiars.aspxlast accessed on May 3, 2012).
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http://unctadstat.unctad.org/ReportFolders/repotidfers.aspx (last accessed on May 3,
2012).

2.1.1 Importance of Services Trade in India and th&U

Services trade contributes a significant shareoial ttrade (including merchandise and
services trade) of India and the EU. In 2011, sexvirade contributed 27.3 per cent and 21.2
per cent in India and EU'’s total trade, which ighar than global share of 18.4 per cent (see
Table 2.27° Table also shows that while, over time, shareaxfd in services in India’s total
trade has increased, there has not been much iempet in share of services trade in total
trade for the EU.

Table 2.2: Per cent Share of Services Trade in Tdtarade - India and the EU

Flow 1980 1990| 2000| 2001| 2005| 2008| 2009| 2010| 2011
India

Services exports 25]7 20.5| 28.2| 28.6| 34.5| 35.5| 36.1| 35.9| 33.3
Services imports 16.7 20.5| 27.1| 28.5| 24.9| 21.6| 24.0| 26.2| 22.6
Services trade 20.2 20.5| 27.6| 28.5| 29.2| 27.5| 29.2| 30.4| 27.3
EU

Services exports 2216 22.0] 21.1| 21.6| 22.8| 23.4| 25.5| 239, 228
Services imports 18.7/ 20.2| 20.6| 21.5| 20.8| 20.2| 22.6| 20.9| 19.6
Services trade 206 21.1| 20.8| 21.6| 21.8| 21.8| 24.1| 224| 21.2
Source: Compiled and Calculated by author fromoexitable extracted from ‘International
Trade: Services’, UNCTADSTAT available at
http://unctadstat.unctad.org/ReportFolders/repotifers.aspx(last accessed on September
3, 2012).

Note: Total trade including merchandise and sesvicade.

Overtime, there has been an increase in India dyid Ehare of services trade in global
services trade. In 2000, India’s services expartsienports contributed share of 1.2 per cent
and 1.4 per cent, respectively, in global servegsorts and imports; and in 2011, the share
has increased to 3.3 per cent and 3.1 per cemieatgely> Similarly, the contribution of
EU’s services exports has increased from 40.2 @etrin 2000 to 42.7 per cent in 20°F1.

In India and the EU, services trade now becomargoitant component of their GDP; and
its contribution has increased overtime. In 19%2g]e in services accounted for 3.3 per cent
and 14 per cent, respectively of GDP of India amel EU. In 2011, share of services trade
increased to 14 per cent and 18.7 per cent, ragplcin GDP of India and the EU (for
details, see Table 1.1 in Chapter 1).

Overall, although the share of services trade tal tbade and GDP is higher for the EU, the
growth in services trade is faster for India. Thextnsection evaluates the relative
competitiveness of different services sector ofdrahd the EU.

0 Compiled and Calculated by author from variouslemtextracted from ‘International Trade: Services’,
UNCTADSTAT available athttp://unctadstat.unctad.org/ReportFolders/repotdiers.aspx(last accessed on
May 3, 2012).

*L Extracted by author from Table 1.7, WTO (2001 &ppendix Table A8 and Table 9, WTO (2012).

*2 Calculated by author from Appendix Table A7 ancépdix 8, p 190-191, WTO (2001); and Appendix
Table A8 and Table A9, WTO (2012).
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2.1.2 Export Competitiveness in Services of Indiaral the EU

Globally, both India and the EU are large export#rservices. Among the WTO member
countries, while the EU has always been a leadipgréer and importer of services; India’s
ranking has improved overtime. In 2001, India warsked as ZAexporter; and 2Bimporter,
and in 2011, the country becant® éporter and 7 importer>® Ranking of India and the EU
across different services is given in Table 2.3s Itmportant to note that while the EU is the
major exporter of many services such as traditis&bices (transportation and travel),
audiovisual services, financial and insurance sesjiand telecommunications, India has a
higher rank in exports of computer and informatsanvices. However, about 58 per cent of

the EU trade in services is within its member state

Table 2.3: Ranking of India and the EU in Exportes and Importers of Services among

WTO Member Countries

Exporters Importers
Services India | EU E’l‘EtLa' India | EU E’ét[f"
Commercial Services (2011) 8 (3.3 1 (427) 1@pB 7(3.1)| 1 (39.0) 1(16.3
Transportation (2011) 8(2.0) (#3.3) | 1(21.5)| 4(5.2)| 1 (30.7) 1(14.2)
Travel (2011) 12(1.6) 1(35.3) 1(11.015(1.5)| 1 (36.9)| 1(13.1
Other Commercial Services 3 1 1 6 1 1
(2011) (4.5) (46.0) (21.5) | (2.9 (43.7) (18.5)
Audiovisual (2010) N.L. 2 (39.8) 2(17.1) N.L. 1 (60.5)| 1(25.8
Communications (2010) 6 (1.9 1649 1(27.80((1.7)] 1 (67.2)| 1(27.3
Computer and information 2 1 1 7 1 1
(2010) (20.7) (57.2) (24.8) | (2.7) (57.8) (19.8)
Computer services (2010) 2(23J7) 1(593) 1(24.3)(2.7) | 1(61.1)| 1(20.7)
Construction (2010) N.L. 1(45.1) 1(25.8) N.L. 1 (41.8)| 1(17.9
Financial (2010) 62.3) | 1(51.7)| 1(23.5) 3(6.8) | 1 (61.6)] 1 (24.9)
Insurance (2010) 7 (2.4 1(53.1) 1(23.9%(3.6)| 2(24.4)| 2(8.7
Other business services (2010 4(5/3) (63.1) | 1(25.3) 3(5.8) | 1(57.7) | 1(23.5)
Personal, cultural and N.L 1 1 NL 1 1
recreational (2010) T (49.9) (20.9) T (64.4) (26.1)
Telecommunications (2010) 9(1.2) 1648 127.9(1.1)| 1(70.5) | 1(27.9)

Source: Compiled by author from various tablesaetéd from WTO (2012).
Note: (i) Per cent share is given in parentheses.

(i) N.L. stands for ‘not in list’.

To analyse the export competitiveness of diffesamtices sectors of India and the E-a-

vis rest of the world, thRevealed Comparative Advanta@RCA) >* has been computed by
using the Balassa index (1965). The comparison@AfRof India and the EU for five years
are shown in Table 2.4. The table shows that Iihdig a strong comparative advantage in
computer and information services, while the EU hemmparative advantage in
transportation, communication, financial servic@assurance and personal, cultural and

%3 Calculated by author from Tables A8 and A9, WTO1(2).

54 The formula for calculating RCA BCA = (xj/Xi) | (%i/Xwd), Wherex; and x,; are the values of a country’s exports of
services sector j and world’s exports of servi@sa@ j and, X and X, refer to the country’s total exports and worldatot
exports. If the RCA is greater than one for anyaettte country is said to have a comparative adymvis-a-visrest of the
world in that sector.
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recreational services. Table 2.4 reconfirms thatdianand the EU have trade
complementarities. For instance, the EU can eXpwncial, insurance and transport services
to India. Similarly, India can export computer anfbrmation services to the EU.

Table 2.4: RCAs of India and the EU in Exports of 8rvices

Service Sectors India EU

2000 | 2005 2009| 2010 2011| 2000| 2005| 2009 2010| 2011
Communication 1.71 1.31| 0.62| 0.51| 05| 1.05| 1.11| 1.16| 1.31| 1.11
Computer and 10.08| 9.85| 8.78| 7.94| N.A.| 1.37| 1.20| 1.20| 1.21| 1.16
Information

Construction 1.56 0.30| 0.32] 0.17| N.A.| 1.25| 1.09| 0.93| 0.93| 0.86
Financial 0.25 0.33| 0.55| 0.74| 0.63| 1.16] 1.21| 1.18| 1.24| 1.25
Government 1.50| 0.28| 0.23| 0.22| 0.24| 0.62| 0.74| 0.67| 0.67| 0.60
services

Insurance 0.8% 0.95| 0.68| 0.66| 0.91| 0.96| 0.99| 1.04| 1.11| 1.13

Other  business 0.13| 1.01| 0.67| 0.98| N.A. | 1.10| 1.06| 1.10| 1.16| 1.06
services
Personal, cultural 0.00| 0.18| 0.48| 0.26| N.A.| 0.00| 0.97| 0.93| 1.10| 0.93
and recreational
Royalties and 0.10| 0.07| 0.04| 0.02| N.A.| 0.64| 0.76| 0.89| 0.99| 0.57
Licence fees
Transportation 0.52 0.49| 0.60| 0.52| 0.62| 0.99| 1.01| 1.02| 1.04| 1.03
Travel 0.69| 0.53| 0.48| 0.47| 0.50| 0.97| 0.93| 0.86| 0.86| 0.87
Source: Calculated by author from various tableragxéd from ‘International Trade:
Services’, UNCTADSTAT available at
http://unctadstat.unctad.org/ReportFolders/repotidffers.aspx (last accessed on May 3,
2012).

Note Due to expansion of the EU, the data is calcdldi@ferently. For the years 1990, 1995,
and from 2000 to 2003, data is used for EU-15;2004 and 2005 - for EU-25; and from
2006 to 2011, data is given for EU-27.

The above discussion shows that global trade ofces of India and the EU has increased
manifolds over the years, both economies are nejporters of services and they have trade
complementarities. The next section discussesebéhtrade in services between the two
economies.

2.2 Bilateral Trade in Services between India andhie EU

Unlike merchandise tradthere is a dearth of proper method of measurensehliéction and
sorting of data the transactions of services. Glgpbthere is no specific database which
captures services trade by different modes. Orvidhgial level, many countries including
India do not provide a disaggregated data on dmedtf services trade. The EU, on the other
side, gives data on bilateral trade between itontegding partners. Therefore, bilateral trade
data between India and the EU is obtained féeumopean DatabasEurostat The Eurostat
statistics shows that the bilateral trade in sewibetween India and the Hias increased
almost four times - from $6.7 billion in 2003 to&8 billion in 2011(see Figure 2.1). In the
period between 2003 and 2011, bilateral trade imices between India and the EU grew at
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compound annual growth rate (CAGR) of 20 per cérndia’s exports and imports have

increased from $3.5 billion and $3.2 billion, resjpeely in 2003 to $13.6 billion and $15.2

billion, respectively in 2011 (see Figure 2.1).\Be¢n 2003 and 2011, India’s imports grew
at a higher growth rate (21.3 per cent) comparet¢htila’s exports to the EU (18.7 per

cent)>® India has a positive trade balance in servicef wést of the world, but it has a

negative trade balance with the EU (see Figure 2.1)

Figure 2.1: Trend of India-EU Trade in Services
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Source: Compiled by author from European Commis@009) and (2012a).

Note: (i) Due to expansion of the EU, the dataiveiy for EU-15, EU-25 and EU-27 at different perfdtime.

For the year 2003, data is given for EU-15; for2@dd 2005, the data is for EU-25; and 2006 to 2@afa is
given for EU-27.

(ii) Values are converted from Euro to US DollakcBange rate - for 2003, €1 =$1.13208 (average)4 281
=$1.24386 (average); 2005, €1 =$1.24539 (aver299p, €1 =$1.25622 (average); 2007, €1 =$1.40 éayedr
2008, €1 =$1.47134 (average); 2009, €1 =$1.393¢réae); 2010, €1 =$1.3267 (average) and 2011, €1
=$1.3943 (average), extracted from historical ergea rates, Oanda currency converter,
http://www.oanda.com/currency/historical-rates/

Like merchandise trade, the EU is the largest tiggiartner of India in services. In 2010, the
EU contributed 11 per cent in India’s services é¢radllowed by the United States (US) (10
per cent)’. Among the EU Member States, the UK, France anthéflands were major
export destination for Indian exports in 2010 ($able 2.5).

Table 2.5: India’s Major Exporting and Importing Co untries of Services in 2010

| Rank | Country | Exports | Percent| Country | Imports | Percent |

*The share is calculated by author from data obdsirem European Commission (2009) and (2012a).

* The share is calculated by author from data obthfrom European Commission (2009) and (2012a).

" The share is calculated by author. The valuesséwices trade of India are extracted frafNCTAD
Database on International; and OECD Statistics artetnational Trade in Services by Partner Country
(EBPOS 2002)", OECD Statistics, http://stats.oecd.org/Index.aspx?DatasetCode=T(8st accessed on
September 14, 2012).
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No. (in $Millions) share (in $Million) share

1 us 13,692 11.7| US 10,383 8.4
2 UK 3,512 2.5| Germany 3,498 2.8
3 France 1,192 1.0| UK 3,127 2.5
4 Netherlands 855 0.7 | Japan 2,076 1.7
5 Korea 826 0.7 | Korea 1,649 1.3
6 Japan 12% 0.6 | France 1,388 1.1
7 Canada 478 0.4] Ireland 1,044 0.8
8 Italy 466 0.4 | Denmark 7568 0.6
9 Denmark 451 0.4 | Netherlands 740 0.6
10 Sweden 343 0.3 ltaly 629 0.5

Source: Compiled and calculated by author from @ataacted from ‘OECD Statistics on
International Trade in Services by Partner Countryavailable at
http://stats.oecd.org/Index.aspx?DatasetCode<ldSt accessed on September 14, 2012).

India, on the other hand, contributes a small shmEgJ’s services trade. In 2010, the country
ranked 18 among extra-EU exporters; and™ih extra-EU importer of services in 2010 (see
Table 2.6).

Table 2.6: EU's Major Exporting and Importing Countries of Services in 2010 (Extra-
EV)

Rank | Country Exports Per cent | Country Imports Per cent
No. (in share (in $Million) share
$Millions)

1 US 170.5 10.5| US 175.7 12.2
2 Switzerland 93.% 5.8 | Switzerland 68.4 4.7
3 Russia 30.7 1.9 | China 21.8 1.5
4 China 29.7 1.8 | Japan 19.8 1.4
5 Japan 25.9 1.6 | Bermuda 19.2 1.3
6 Norway 24.4 1.5| Russia 18.7 1.3
7 Australia 19.0 1.2 | Turkey 18.3 1.3
8 Singapore 17.% 1.1 | Norway 13.9 1.0
9 Canada 17.5 1.1| Singapore 12.% 0.9
10 India 14.4 0.9| Canada 12.4 0.9
11 Brazil 13.0 0.8 India 11.5 0.8

Source: Compiled and calculated by author from dateacted from ‘OECD Statistics on
International Trade in Services by Partner Courawgailable at
http://stats.oecd.org/Index.aspx?DatasetCode=IdSt accessed on September 14, 2012).

Services-wise India’s trade with the EU is givenTable 2.7. The table shows that in
traditional services such as transportation angetraervices, India’s trade with the EU has
declined overtime while trade of computer and infation services, and other business
serviceg® has increased.

%8 ‘Other business services’ includes services ssclegal, accounting, architectural, engineeringnagement
consulting, public relations services, advertisimgirket research and public opinion polling servigesearch
and development services, placement of personmaurity and investigation services, translation and
interpretation, photographic services, buildingadi@g services, agricultural, mining and on-sitegesssing
services; and operational leasing services (remtéijout operators services (i.e. resident/noneersi leasing
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Table 2.7: Per cent Share of Different Services ilndian Exports and Imports to the EU

— 2004 and 2011

Services 2004 2011
Exports Imports | Exports | Imports
Communications services 3.0 1.8 2.1 2.4
Computer and information 8.9 4.2 17.7 14.9
Construction services 15 5.1 2.1 3.8
Financial services 0.7 3.9 14 3.0
Government services 1.0 4.6 0.6 1.3
Insurance services 0.9 1.1 1.2 0.7
Other business services 21.3 17.5 347 24.8
Personal, cultural and recreational serviges 0.2 2 0. 0.5 0.3
Royalties and licence fees 0.7 1.8 0.8 3.1
Transportation services 25.7 38.8 20.6 34.3
Travel services 36.0 21.0 18.3 11.9
Total 100.0 100.0 100.0 100.0

Source: Calculated by author from European Comons&009) and (2012a).

The above discussion shows that global and bilatemde between India and the EU is
increasing substantially in post-liberalisationipdr The economic reforms in general and
liberalization of foreign policies in particular V& positively impacted the inward foreign
direct investments (FDI) in both economies. Whitglia has emerged as the most favoured
destination for foreign investments; the EU is aqdme major investor in the world. This
can be substantiated by ranking of India and EU beEmStates in different indexes which
are discussed in details in next section. The @@atiso discusses trend and patterns of India
and EU’s global FDI inflows and outflows as welltagir bilateral investments.

2.3 Investments of India and the EU

2.3.1 Comparison of Ranking of India and the EU irDifferent Inward and Outward

FDI Indexes

2.3.1.1 FDI Inward Indexes

Inward FDI enhances a country’s ability to expanadpiction, resulting in greater economic
activity, generate new job opportunities and incayaas. To assess the competitiveness of
India and EU Member States in attracting inward antivard FDI inflows, their positions
have been compared in different FDI indexes.

A.T. Kearney’'s FDI Confidence Index which assegsesent and future prospects of FDI
flows of 25 countries shows that India is rankedesond most attractive investment location
for foreign investments (after China) in 2012 conepato 11" in 2000. Among EU Member
States, there are wide variations. While, Germaag/improved its ranking from"6in 2000

to 5" in 2012; others such as the UK, France, Poland Spain has dropped down their

and charters of ships, aircraft, and transportagiguipment such as railway cars containers, rigs,vathout

crew).
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ranking from 2000 to 2012, among 25 countfieSlow economic recovery, exchange rate
instability and the sovereign debt crisis are soirthe major reasons behind this.

The UNCTAD'’s Inward FDI Performance Index, whichngoares the relative performance
of a country in attracting FDI Inflows among 14luntries, India has maintained its success;
and improved its ranking from 115 in 2000 td"6i 2009, among FDI host countries (Table
2.9). Among EU Member States, there are wide variat While some Member States
including Cyprus, Estonia and Luxembourg have impdotheir ranking, others including
Belgium, Denmark, France, Germany, Netherlandstugal, Sweden and the UK have
diminished/weakened their ranking among FDI hosihtaes overtime (see Table 2.9).

The UNCTAD's Inward FDI Potential Index, which ewvates the host country’s ability to
attract FDI inflowsvis-a-visother countries, also shows the same pattern pfowement in
India’s ranking among 141 economies. In 2009, Isdianking has improved to 79 from 92
in 2000 (see Table 2.8). Among EU Member Statesrettare wide variations. Germany
always considered as a demand market for invesémd;in future also it has potential to
attractive FDI inflows. In 2009, its ranking hasgraved from 18 in 2000 to & (see Table
2.8). On the other side, the UK has lost confidemicoreign investors, and its ranking has
fallen down overtime. Other EU Member States susliCaech Republic, Estonia, Poland,
Romania and Slovakia are able to improve their iptess ranking in 2009. It is worth
mentioning that although all EU Member States hastter ranking than India in 2009, the
country has the potential to attract more FDI wian future if appropriate policy measures
are undertaken; and barriers are addressed.

Table 2.8: Ranking of India and EU Member States innward FDI Performance Index
and Inward FDI Potential Index

Inward FDI Performance Index Inward FDI Potential | ndex
Country 2000 2009 2000 2009
India 115 67 92 79
EU Member States
Austria 48 86 24 24
Belgium 2 38 9 10
Bulgaria 22 27 64 67
Cyprus 15 4 40 47
Czech Republic 17 97 39 32
Denmark 5 114 21 22
Estonia 27 14 34 31
Finland 24 137 8 17
France 65 105 17 20
Germany 10 110 10 6
Greece 114 122 35 43
Hungary 33 95 41 46
Ireland 3 11 13 25
Italy 105 115 26 34
Latvia 41 132 56 59
Lithuania 64 131 57 40
Luxembourg N.L.* 1 N.L.* 7

% Rankings: UK - #in 2000 to & in 2012; France — 12in 2000 to 1% "2012; Poland —%in 2000 to 2%'in
2012; and Spain -"%n 2000 to 24 in 2012. (Source: A.T. Kearney, 2000 and 2012).
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Malta 8 15 38 57
Netherlands 7 48 6 12
Poland 38 60 43 41
Portugal 35 109 32 49
Romania 75 63 93 60
Slovakia 13 138 45 42
Slovenia 116 141 27 33
Spain 28 126 25 30
Sweden 12 71 7 13
UK 21 59 5 11

Source Extracted by author from Annex Table 28, UNCATR0{1); and UNCTAD,
http://archive.unctad.org/Templates/WebFlyer.asg®@mID=3241&lang=1 (last accessed
on September 10, 2012).

Note: (i) *In 2000, Belgium and Luxembourg was ddesed as one country. Therefore,
there is no separate ranking of Luxembourg in €spective year.

(i) N.L. stands for ‘Not in list'.

(iif) Lower the rank better is the performancelod tountry in the concerned parameter.

There are several factors which are responsibléhtogrowth of inward FDI in India and the
EU. While, large pool of educated skilled workfaré&rge consumer base and unsaturated
market are some of the key driving forces for FBflaws in India; good and conducive
business environment is key contributor to theoww# in the EU. This can be substantiated
by their ranking in the AT Kearney Global Servicescation Index (2011). In the
outsourcing preferred destination, India was tlalileg country among 50 countries in 2011
(see Table 2.9). In different indictors, while ladias higher rank in human resources and
financial attractiveness, all EU Member States hgwed ranking in business environment
(see Table 2.9).

Table 2.9: Ranking of India and EU Member States inGlobal Services Location Index,
2011

Overall People Skills and Financial Business

Countries Availability Attractiveness | Environment

Rank | Score| Rank Score| Rank| Score] Rank Score
India 1 7.01 2 2.76 8 3.11 43 1.14
EU Member States
Estonia 11 5.51 33 0.95 33 23] 4 2.24
Latvia 13 5.46 37 0.93 22 2.56 13 1.96
Lithuania 14 5.43 38 0.93 24 2.48 11 2.0p
UK 16 5.41 4 2.26 43 091 5 2.23
Bulgaria 17 5.37 42 0.88 16 2.82 21 1.6[7
Poland 24 5.23 24 1.27 35 2.14 19 1.81
Romania 25 5.21 32 1.03 23 2.54 22 1.65
Germany 26 5.20 5 2.17 45 0.7¢ 2 2.27
Hungary 31 5.11 25 1.24 36 2.04 18 1.82
Czech Republic 35 4.98 29 1.14 39 1.81 10 2.03
Slovakia 40 491 39 0.93 32 2.33 23 1.65
Spain 42 4.75 9 2.06 44 0.81 14 1.8B
France 44 4.61 7 2.12 50 0.3§ 7 2.11
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Ireland 49 4.24 12 1.74 49 042 8 2.08
Portugal 50 4.15 30 1.09 41 1.21 15 1.85

Source:Compiled by author from A.T. Kearney (2011).
Note: Lower the rank better is the performancenefdountry in the concerned parameter.

2.3.1.2 FDI Outward Index

FDI outflows opens access to foreign markets amanpte deeper integration into global
supply chains for investing country, on the onedhaand it gives benefits in the form of
repatriated profits, intellectual property royadtieetc. to host country, on the other. For this
reason, most developing countries including Ind&veh started promoting outward FDI
inflows. This statement is complemented by the iraglof India and some EU Member
States in the UNCTAD’s Outward FDI Performance kdehe Index shows that India has
improved its ranking from 63in 2000 to 58 in 2009 among 125 countries (see Figure 2.2).
Among the EU Member States, there are wide vanatioVhile some Member States
including Bulgaria, Germany, Hungary and Poland ehawmprove their ranking; others
including Cyprus, Denmark, France, Greece, NethddaSpain, Sweden and the UK have
dropped down in 2009 compared to 2000 (Figure 2.2).

Figure 2.2: Ranking of India and EU Member Statesn Outward FDI Performance
Index — 2000 and 2007
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Source: Extracted by author from Annex Table 28, UNCATDO12); and UNCTAD,
http://archive.unctad.org/Templates/WebFlyer.asg®@mID=3241&lang=1 (last accessed
on September 10, 2012).

Note: (i) In 2000, Belgium and Luxembourg was cdesed as one country. Therefore, there
IS no separate ranking of Luxembourg in the respegear.

(i) Lower the rank better is the performance & tountry in the concerned parameter.

The above analyses of different indexes show thatranking of India has improved its
ranking in indexes. On the other side, due to dl@manomic slowdown and euro crises
many EU Member States including the UK and Netimeldahave lost confidence of foreign
investors and as a result their ranking in all kefehave declined overtime.

2.3.2 Trend and Pattern of FDI Inflows of India andthe EU

The economic reform in general and liberalisatiédnFDI1 in particular have affected the
magnitude and pattern of FDI inflows received bgidgnand the EU. The FDI inflows of
India and the EU have increased manifolds durirgg@bst-liberalisation period. In 1990s,
India’s FDI inflows were valued at $0.20 billion igh increased to $5.5 billion in 2001 and
reached to its peak at $31.5 billion in 2011. Samyl, the EU’s FDI inflows reached to
$420.7 billion in 2011 from $97.31 billion in 1990sis important to note that while India’s
share in world’s FDI inflows has increased, thetdbation of the EU’s in the global FDI
inflows has declined in post-liberalisation periad.2011, India contributed 2.07 per cent
compared to 0.66 per cent in 1990s. In the samedyeghe EU’s share has declined from 47
per cent in 1990s to 27.6 per cent in 2611,

Among other sectors such as agriculture and ingusérvices sector has become the largest
recipient of FDI inflows in India and the EU in pdberalisation period. According to RBI
database on FDI inflows shows that services sematributed 51 per cent in Indian FDI
inflows in 2011; and 66.6 per cent in the EU in 208ee Table 2.10). Among different
services, in India, construction and transport, mamication and storage services had larger
share, while in the EU, about 61.4 per cent ofl e inflows were in financial services and
real estate (see Table 2.10).

Table 2.10: Services-Wise India and EU’s FDI inflow

Services India (2011) EU (2009)
Value Per cent Value Per cent
(in $Billion) | share in (in share in
total FDI | $Billion) | total FDI
inflows inflows
Community, social and personal 0.80 3.4 N.A. N.A.
services
Construction 2.63 11.2 N.A. N.A.
Financial Services, real estate gnd 4,53 19.3 200* 61.4*
business services
Transport, communication  and 2.60 11.1 5.3** 1.6**
storage services
Wholesale and Retail tradg, 1.44 6.1 11.7 3.6

€ Calculated by author from UNCTAD Database on ‘Fgme Direct Investment’, available at
http://unctadstat.unctad.org/ReportFolders/repotifiers.aspXlast accessed on August 19, 2012).
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Services India (2011) EU (2009)
Value Per cent Value Per cent
(in $Billion) | share in (in share in
total FDI | $Billion) | total FDI
inflows inflows
Restaurants and Hotels
Services Total Share 12.00 51.1 217.0 66.6

Source: Compiled and calculated by author fromedgiit sources. For India, figures are
extracted from Appendix Table, RBI (2012); and EaB| Khan (2012). For EU, figures are
compiled and calculated from Table: EU direct inwent flows, breakdown by partner
country and economic activity (NACE Rev.2) (bop_ftbw_r2), Eurostat available at
http://epp.eurostat.ec.europa.eu/portal/page/pdbalance of payments/data/databa$ast
accessed on September 11, 2012).

Note: (i) ‘N.A.’ stands for data is not available.

(i) *includes financial services and real estaad ** includes transport and storage; and
information and communications services.

(iif) Data for India is for financial year (From Aipto March).

(iv) Values for the EU are converted from Euro t8 Dollar. Exchange rate for 2009, €1
=$1.3937 (average); extracted from historical ergearates, Oanda currency converter,
http://www.oanda.com/currency/historical-rates/

2.3.3 Trend and Pattern of Global FDI Outflows of hdia and the EU

Like FDI inflows, outflows of India and the EU hawaéso increased substantially during the
post-liberalisation period. In 1990s, India’s FRItilows had very minimal outflows and in
2001, these increased to $1.4 billion, and reackkdl75 billion in 2011. It is worth
mentioning here that while India’s share in worl&BI outflows have increased - from 0.01
per cent in 1990s to 0.87 per cent in 2011; EUa&athas declined from 54 per cent to 33.1
per cent in same yeatsThis shows that EU’s FDI outflows have impactedrendue to
global economic slowdown compared to India.

Services-wise India and EU’s FDI outflows are givienTable 2.11. Table shows that
financial services, real estate and professionalicss accounted for a large share in FDI
outflows of both economies.

Table 2.11: Services-Wise India and EU’s FDI Outflaws

Services India (2011) EU (2009)
Value Per cent Value Per cent
(in $Billion) | sharein | (in $Billion) | share in
total FDI total FDI
outflows outflows
Community, social and personal 0.18 2.1 N.A. N.A.
services
Construction 0.37 4.2 N.A. N.A.
Financial Services, real estate and 2.53 29.4 257* 58.3*
business services

1 Calculated by author from UNCTAD Database on ‘Fgme Direct Investment’, available at
http://unctadstat.unctad.org/ReportFolders/repotifiers.aspXlast accessed on August 19, 2012).
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Services India (2011) EU (2009)
Value Per cent Value Per cent
(in $Billion) | sharein | (in $Billion) | share in
total FDI total FDI
outflows outflows
Transport, communication and 1.34 15.3 43.9** 9.9**
storage services
Wholesale and Retail tradg, 1.00 115 13.9 3.2
Restaurants and Hotels
Services 5.42 62.1 314.8 71.4

Source: Compiled and calculated by author fromedé#fiit sources. For India, figures are extractedn fro
Appendix Table, RBI (2012); and Table 3, Khan (201or EU, figures are compiled and calculated from
Table: EU direct investment flows, breakdown bytpar country and economic activity (NACE Rev.2)
(bop_fdi_flow_r2), Eurostat available at
http://epp.eurostat.ec.europa.eu/portal/page/pdbalance_of payments/data/databas@iast accessed on
September 11, 2012).

Note: (i) ‘N.A.’ stands for data is not available.

(i) *includes financial services; real estate; apmebfessional and other business services; andné&tudes
transport and storage; and information and comnatioies services.

(i) Data for India is for financial year (From Apto March).

(iv) Values for the EU are converted from Euro t8 Dollar. Exchange rate for 2009, €1 =$1.3937 (@ye);
extracted from historical exchange rates, Oandeenay converterttp://www.oanda.com/currency/historical-
rates/

2.4 Bilateral Investments between India and the EU

There has been increase in India and EU’s invedsriereach other’'s market overtime. The
first sub-section discusses FDI inflows from the 8Undia, and second, Indian investments
in the EU Member States.

2.4.1 Trend and Patterns of EU’s Investments in Inic

In India, investments from EU Member States comeuth two ways. Firstly, through direct
investment in Indian market through incorporatioh new companies or through joint
ventures. And secondly, through tax haven coungieh as Mauritius. It is very difficult to
capture the investments through Mauritius. Howewedirect investments, the EU is ranked
as the second largest investor in India. Accordmdpepartment of Promotion and Policy
(DIPP), between April 2000 and June 2012, total @wiative FDI inflows (including goods
and services) from the EU were valued at $43.@hillvhich accounted for 25 per cent of the
cumulative FDI inflows. Among EU Member states, €, Netherlands, Cyprus, Germany
and France are major investors in India. Betweerl 000 and June 2012, these top five
EU Member States contributed 22 per cent in theutative FDI inflows®?

Services sector is the largest recipient of FDlowwg from the EU. Between January 2008
and June 2011, services sector (financial and mamdéial services) accounted for 13.4 per
cent of the cumulative total FDI inflows from thé&JEsee Figure 2.3). Due to ambiguity in

classifying various activities under the servicestar poses difficulty in the measurement of
FDI inflows into this sector. For example, telecoomtations and energy sector do not
distinguish between goods and services within eackor. If other services such as computer
software; housing and real estate; constructiofgrimation and broadcasting; hotel and

%2 Compiled by author from Annex-A, .p. 5, DIPP (2812
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tourismy transport; telecommunications; ener@nd other services consultancy and
agriculture servicesare included in FDI inflows, then total share ofveges sector in FD
inflows from the EUwiIll be arounc40.8 per cent (see Figure 2.3)

Figure 2.3 Per cent Share of Different Services in Indian Cmulative FDI Equity
inflows from the EU (From January 2008 to June 201)

Telecommunications, 2
%

Hotel and tourism, 1.32%
Other services (agriculture

and consultancy), 1.512

Energy*, 2.41%
o Financial and Nc-

Financial services, 13.3¢

Information an
broadcasting, 1.53%

Construction, 3.739

Transport, 1.59%

Computer software a

hardware, 2.43% Housing and ree

Trading (incl. retail estate, 6.51'
trading), 3.67%

Source:Compiled by author fromnformation that is provided by DIPP.
Note: *Energy sectoiincludes power, petroleum and natural gas and-conventional
energy.

The EU is also one of the major sources of teclgyloansfer to India. Between Augt
1991 and December 2009, Germany was rankesecond largest country for technologi
transfer followed by the UK and Ital®® These three EU Member states accounted for &
per cent share in totedchnology transfi approvals.

3.4.2Trend and Patterns ofIndian Investments in the EU

Indian total investment@éncluding goods and servici in the EU havencrease in the past
decade In 2000, Indian FDI outflows in the EU valued$97 million and in 2011, Indiat
investments increased §2.6 billion. Over time, India’s share in the EU’s tof@DI inflows
has also increased. While in 21, Indiacontributed 0.02 per cent in the EU’s FDI inflows
2011, the share increased tc85 per centlndia’s rank as an investor in the EU has
improved from 2% in 2000 to 1" in 2010%* Among EU Member states, Netherlan

83 Extracted by author from Tabli.B: Country-wise Foreign Technology Transfer Approvals, pageiver 5
DIPP (2010).

% Compiled and calculated by author from TatEU direct investment inward flows by extra EU integ
country, obtained from Eurosta
http://epp.eurostat.ec.europafegm/table.do?tab=table&init=1&plugin=1&language=eipcode=tec0004
(last accessed on September 10, 2012). The vateesoaverted from Euro to US Dollar. Exchange fate
2011, €1 =%$1.3943 (average), extracted from historical ergea rates, Oanda curcy converter,
http://www.oanda.com/currency/historirrates/
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Cyprug® and the UK are most preferred investment destinatifor Indian companies.
Between July 2007 and April 2012, all these EU MemBtates accounted for 19.7 per cent
share in Indian total FDI inflow?.

Services sector is a key sector of India’s invesitsién the EU. According to RBI data,

between July 2007 and April 2012, services sedaatributed around 61.2 per cent in India’s
total FDI outflows to the EU (see Table 2.12). AmgdaU Member States, there are wide
variations. For instance, in Finland, all Indiarvastments were mainly concentrated in
financial, insurance, real estate and businesdcestvwhereas in Greece, all investments

were in wholesale, retail; and travel and tourisoter. In the UK and Netherlands, Indian
investments are diversified among many services Tsble 2.12).

Table 2.12: Per cent Share of Different Services imdian Investments in EU Member
States (from July 2007 to April2012)

EU Const | Communi | Financial, | Transport, | Wholesal| Total | Other
Member ructio | ty, social | insurance, storage e, retail | service| s*
States n (A) and real estate and trade, |s (A+E)

personal and communic | restaura

services business ation nts and

(B) services (C)| services hotels
(D) (E)

Austria - 4.96 0.09 4.90 - 9.95| 90.05
Belgium - 0.01 58.66 9.6 - 68.27| 31.73
Cyprus 2.11 2.01 11.11 2.76 22.7| 40.69| 59.31
Czech - - 2.76 1.60 3.30 7.66| 92.34
Republic
Denmark - - 0.57 0.11 0.20 0.88| 99.12
Finland - - 100.00 - - | 100.00 -
France - 2.75 46.07 - 0.10| 48.92| 51.08
Germany - 0.74 32.38 0.26 451 37.89| 62.11
Greece . - - - 100.00 100 -
Hungary - 0.05 - - 99.27| 99.32 0.68
Ireland - - 22.91 0.01 - 22.92| 77.08
Italy 3.37 0.07 7.39 - 15.73| 26.56| 73.44
Lithuania - - 4.45 - 95.55 100 -
Luxembour - -
g 1.94 - 96.50 98.44| 1.56
Netherlands 0.69 0.01 11.46 50.75 571| 68.62| 31.38
Poland - 12.18 74.66 - 9.91| 96.75| 3.25
Portugal - - - - 47.90) 47.90| 52.10
Romania - - 4411 - 38.68| 82.79| 17.21
Slovenia - - - - - - | 100.00
Spain 52.44 - 1.66 - 1.39| b55.49| 4451
Sweden 29.11 - 31.26 - 0.19| 60.56| 39.44
UK 0.38 12.96 16.78 17.12 28.69| 75.93| 24.07

% Cyprus is a tax heaven and Indian investmentslmeayputed through Cyprus for other European coestri
% Compiled and calculated by author from RBI's Dasbon ‘Overseas Indian Direct Investment’ avadlail
http://www.rbi.org.in/scripts/Data_Overseas_Investrhaspxlast accessed on May 15, 2012).
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EU Const | Communi | Financial, | Transport, | Wholesal| Total | Other
Member ructio | ty, social | insurance, storage e, retail | service| s*
States n (A) and real estate and trade, |s (A+E)
personal and communic | restaura
services business ation nts and
(B) services (C)| services hotels
(D) (E)
EU (23) 1.6 2.4 14.4 30.8 12.0/ 61.20| 38.80

Source: Compiled and calculated by author from RBlatabase on ‘Overseas Indian Direct
Investment’ available ahttp://www.rbi.org.in/scripts/Data_Overseas_Investrhaspx(last
accessed on May 15, 2012).

Note: (i) In Bulgaria, Estonia, Latvia, Malta, Shkia, there were no Indian investments
during respective period.

(i) Others include agriculture, hunting, forestgnd fishing; and manufacturing; and
miscellaneous sectors.

The above discussion shows that investments betimeénand the EU have increased in the
past one decade. India, on the one hand, has arebemsive FDI policy; on the other hand,
every EU Member State has its own Investment padicAll these issues are discussed in
details in the following section.

2.5 Some Key Barriers to Trade and Investments inndia and the EU

India and the EU both have autonomous liberalibedservices sector in 1990s (as discussed
in Chapter 1 in details). However, both economegehcertain barriers that impede trade and
investments in each other’'s markets.

The Organisation for Economic Co-operation and Dmpraent (OECD)’s FDI Regulatory
Restrictive Index 2012 shows that while India hlstygpe of restrictions such as foreign
equity restriction¥; screening and approval procedireestrictions on hiring of foreign key
personné’. and operational conditioffsimposed on foreigners varies across different
sectors. However, India has higher score of 0.248jieign equity restrictions among all
other restrictions (see Figure 3.4). On the othandh the level and nature of investment
restrictions vary across different Member StatethenEU (see Figure 3.4). Figure shows that
while Austria, Denmark, France, Germany Hungarglylt Poland, Slovakia, and the UK,
have high FDI equity restrictions; Belgium, Latviand Lithuania have more operational
restrictions. For instance, in France, French nat& nationals of the EU Members States or
nationals of countries with bilateral agreemenésanly allowed to operate in certain sectors,
including private research institutions, insuraniewarding agencies, retail, audio-visual
and communications, telecommunications, ‘éttn Sweden, foreign companies are not

" Foreign equity restrictions related to the essistient and operation of a company, i.e. limitatiegarding
the volume of investment, share in equity capaad] restriction on the repatriation of profits, tag etc.

% Screening mechanism includes economic needs ladstur market test, net economic benefit or nationa
interest tests for start-up of a business or adapns, etc.

% These include restriction of entry of key persdrsueh as directors, managers, etc. For instarmoenic
needs test for the employment of foreign managere bound limits on the employment of foreign mgers
as well as nationality requirements for memberthefboard of directors.

0 Operational conditions include restrictions on #stablishment of branches; restriction on proficapital
repatriations; the acquisition of land for busin@ssposes, including cases where foreigners mayonot
property but may sign leases; reciprocity clausgsarticular sectors.

TIFA (2012).
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allowed to own natural resources (such as mindsfieds, farms, forests and water
resources); ships and domestic airlines; evenchayot hold shares of bans.

Figure 3.4: Type of Restrictions in India and EU Menber States in OECD FDI
Regulatory Restrictive Index, 2012
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Source: Compiled by author from OECD FDI RegulatBestrictiveness Index, available at
http://www.oecd.org/daf/internationalinvestmentéstmentstatisticsandanalysis/fdiregulator
yrestrictivenessindex.htffast accessed on September 19, 2012).

Note: The score of a country in the index is meagum scale from ‘0’ to ‘1", in which ‘0’
represents full openness and ‘1’ represent FDIipitxdn or not allowed.

2.5.1 Investment related Barriers in India and theEU
* FDI equity restrictions

In India, there are many sectors including telecamications, broadcasting services, where
there are different FDI limits. For instance, in IHB allowed upto 26 per cent in services
such as broadcasting services (terrestrial brotidgasiplinking), print media, and insurance
services; and in sectors such as air transporicesrfinancial services and cable networks,
the FDI limit is 49 per cent (for details see Ba%)2 There are many sectors where full FDI
is allowed with some explicit conditions. For insta, in construction and related
engineering services, 100 per cent FDI is allowedugh automatic route, but it also has
some explicit conditions, i.e. minimum capitalizstinorms ($10 million for wholly owned
subsidiaries and $5 million for joint ventures witidian partners); and a minimum lock-in
period of three years (from the completion of miamm capitalization before original
investment) for repatriation of said amount.

2 http://www.investsweden.se/world/Operating-Guidastfsheets(last accessed on October 8, 2012).
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Like India, in many EU Member States, there aretéittons on foreign ownership. In France,
foreign land surveyors can hold 51 per cent ofcdugital of the company, while in Germany
a foreign investor can invest up to 25 per cert @mpany?: In Austria, investment by non-
EU nationals is allowed up to 49 per cent in preif@sal services including accountancy,
legal, engineering and architectural servi¢ds. Czech Republic, ownership of more than 49
per cent of the capital is allowed in Czech Remulglbmpany is permitted for non-EU
investor’® In Cyprus, foreign company can have a share of brer cent in local television
and radio stations, while in Greece, non-EU foraigmpanies may hold up to 25 per cent of
capital in television (including cable televisioahd up to 49 per cent of capital in radio
operators’?

Box 2.1FDI Limits in Selected Services Sectors in India

FDI IS NOT ALLOWED OR PROHIBITEReal estate business or construction of farm
houses, railway transport services (other than nmraps&d transport systems), postal
services, telegraph services, professional senlegal services, accounting, auditing and
book-keeping services, taxation services, publiniop polling services), atomic energy,
lottery business including government/private lotteonline lotteries, etc. and gambling
and betting including casinos etc.

FDI IS ALLOWED UP TO 20 PER CENBanking services — public sector*

FDI IS ALLOWED UP TO 26 PER CENBroadcasting services (terrestrial broadcasting,
uplinking), print media* and insurance services*.

FDI IS ALLOWED UP TO 49 PER CENTPetroleum refining by the public sector
undertakings (PSU), air transport services- domasheduled passenger airline (100 per
cent for NRIs), private security agencies, finahSiervices*, cable networks.

FDI IS ALLOWED UP TO 51 PER CENMulti-brand retail trading*

FDI IS ALLOWED UP TO 74 PER CENBroadcasting services (teleports, direct-to-home
(DTH), mobile TV and headend-in-the-sky (HITS), &@nsport services (non-scheduled
air transport service), satellites — establishmamd operation and telecommunication
services.

Source:Compiled by author from DIPP (2012b) and Pressbléar the year 2012.
Note: In the sector marked with ', there are additibcanditions imposed on foreign
companies over the domestic policy requiremeneiacted sub-sectors.

* Operational Restrictions

India does not impose a minimum capital requiremtrd country has high paid-up capital
requirement for setting up a private limited compaompared to other Asian countries. For
instance, to set up a private company, minimum -paicbf $2,223 is required, while in

Malaysia, a minimum paid -up capital of only $0.85needed to start a private limited

3 IFA (2012) and GTAI (2012).

" OECD (2012).

S OECD (2012).

®USTR (2012) and OECD (2012).
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company.’ In some sectors, there is a requirement of a maltié-or instance, to get a permit
for scheduled airlines, a foreign company shouldehidian Chairman and at least two-
thirds of the Directors from IndiZ.

In the EU, a company is treated differently basedits mode of operation. A foreign
company is treated as an EU company only if itughally-owned subsidiary. Many Member
States have minimum initial capital requirement $atting up a foreign subsidiary. For
instance, in Germany, minimum capital of $32,8285(600) is required for establishing a
Germany Limited Liability Company (GmbH) and up $64,770 (€50,000) for German
Stock Corporations (AGY. Similarly in Poland, there is a requirement oftiadicapital of
$1,490 (€1,150) for a limited liability company; du$29,794 (€23,000) for a joint stock
company®® In Spain, a minimum share capital of $77,724 (@60) is required for
incorporated a subsidiary in the form of corpomatiand $3,886 (€3,000) for a limited
liability company?*

In many EU Member States, there are restrictiondaard of directors. In Sweden, a joint
stock company (AB), 50 per cent of the membersheflioard of directors must be legally
resident in the EES area. The company president aisis be legally resident in the EES-
area. Similarly in the UK, a private limited comganust have at least one natural person in
board and all directs must be aged at least 16ydarGermany, a German limited liability
company which has more than 500 employees, ong thithe supervisory board members
have to be employees and in company where there2@®® employees, half of the
supervisory board members have to be emploifees.

» High cost of operation and poor financial environrhe

India has higher cost of operation in the world Wiorld’s Ease of Doing Business Index,
which reflects institutional and business environtna a country, India was ranked as 132,
among 183 economies, in 2012 (see Table 2.13)ahirg) a business indicator, India was
ranked at 132. Starting a business in India talesgd&/s, compared 2 days in Australia; 3
days in Singapore; 6 days in Malaysia; 7 days imep10 days in China; and 23 days in
Japan. Costs associated with a starting a businelsglia are also high, at 47 per cent of
income per capita, compared to 2.5 per cent in £HiA.6 per cent in Korea, and 16.4 per
cent in Malaysia.

Among EU Member States, there are wide variatiomsAustria, Poland and Greece, it is
very difficult to start a business and they haveows conditions and procedures to register a
property which can be substantiated by their lor@eking in Ease of Doing Business Index
as shown in Table 2.13.

" Ernst and Young (2011); ardtp://www.guidemesingapore.com/research-reportidysia/company-setup-
singapore-vs-malaysi@dast accessed on September 21, 2012).

8DIPP (2012c).

" GTAI (2012). Values are converted from Euro to D@lar. Exchange rate is €1= $1.2954(average),inéd
from http://www.oanda.com/currency/historical-ratgkist accessed on October 8, 2012).

8PAIZ (2012). Values are converted from Euro to USI&. Exchange rate is €1= $1.2954 (average),indda
from http://www.oanda.com/currency/historical-ratgkist accessed on October 8, 2012).

8 INTERES (2012). Values are converted from EurdJ® Dollar. Exchange rate is €1= $1.2954(average),
obtained fromhttp://www.oanda.com/currency/historical-rat€kdst accessed on October 8, 2012).

8 FICCl and Grant Thornton (2010) and European Cassimin (2012b).
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Table 2.13: Ranking of India and the EU Member Stas in Selected Doing Business
Indicators 2012

Country Easeof | Starti | Dealin | Getti | Protect | Paying | Tradin | Enforcin

Doing nga |gwith |ng ing Taxes | g g

Business | Busin | Constr | Credi | Investo Across | Contract

ess uction |t rs Border | s
Permit S
S

India 132 166 181 40 46 147 109 182
EU Member States
Denmark 5 31 10 24 29 14 7 32
UK 7 19 22 1 10 24 13 21
Ireland 10 13 27 8 5 5 21 62
Finland 11 39 45 40 65 28 6 11
Sweden 14 46 23 48 29 50 8 54
Germany 19 98 15 24 97 89 12 8
Latvia 21 51 112 4 65 67 15 17
Estonia 24 44 89 40 65 51 3 29
Lithuania 27 101 47 48 65 62 28 15
Belgium 28 36 51 48 17 77 36 20
France 29 25 30 48 79 58 24 6
Portugal 30 26 97 126 46 78 26 22
Netherlands 3] 79 99 48 111 43 13 28
Austria 32 134 76 24 133 82 25 9
Slovenia 37 28 81 98 24 87 50 58
Cyprus 40 33 78 78 29 37 19 105
Spain 44 133 38 48 97 48 55 54
Luxembour
g 50 81 33 150 122 17 31 1
Hungary 51 39 55 48 122 117 74 19
Bulgaria 59 49 128 8 46 69 91 87
Poland 62 126 160 8 46 128 46 68
Czech
Republic 64 138 68 48 97 119 70 78
Romania 72 63 123 8 46 154 72 56
Italy 87 77 96 98 65 134 63 158
Greece 10( 135 41 78 155 83 84 90

Source: Compiled by author from World Bank (2012).
Note: Higher the rank better is the performancehef country. The overall ranking of a

country is the simple average of the percentil&irags on all indicators.

* Lengthy Customs Procedure

In India, foreign investor has to take various cd@aes which makes procedure very lengthy
and time consuming. For instance, to start a besime India, 12 procedures are required,
which is higher than many other countries such astialia (3 procedures), Korea (5

procedures) and Japan (8 procedures). To set wggehause in India requires 34 procedures
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and average time taken is 227 days; compared tprd@edures in Korea (30 days); 14
procedures in Japan (193 da¥5).

Similarly, in many EU Member States, foreign inwesthave to take various approvals from
the concerned authorities that make whole custoateolure very time consuming. For
instance, in France, prior approval is requiredbtefcquisition of a controlling equity stake
is allowed. In Greece, non-EU investors are reguiceobtain licenses and other approvals
for mining, maritime, air transport, broadcast dr@hking sectors which are not applicable
for Greek or the EU investors. In Spain, a municgathorisation is required to start any
activity concerning causal tradifig.In Poland, the foreign banks have to take appraval
advance; and a special permit is required fronttmepetent government authorities to invest
in areas such as mine exploration, tolled highwbgsadcasting and television

* High income tax and corporate tax rates

India and many EU Member States have higher rdtgeeisonal or income tax rates and
corporate taxes in the world. Data from KPMG shdheat EU Member States including
Belgium, France and Germany have higher rate ¢fgmedl as well as corporate taxes among
108 countries. India, on the other hand, not ordg higher personal and corporate taxes
among 108 countries, but also from many EU MemblateS including Bulgaria, Estonia,
etc. (see Table 2.14).

Table 2.14: Prevalent rates of Personal Tax and Cporate Taxes in India and EU
Member States in 2012

Country Personal Tax Rate Corporate Tax Rate
India 30.0 32.5
EU Member States

Austria 50.0 25.0
Belgium 50.0 34.0
Bulgaria 10.0 10.0
Cyprus 35.0 10.0
Czech Republic 15.0 19.0
Denmark 554 25.0
Estonia 21.0 21.0
Finland 49.0 24.5
France 45.0 33.3
Germany 45.0 29.5
Greece 45.0 20.0
Hungary 16.0 19.0
Ireland 48.0 12.5
Italy 43.0 31.4
Latvia 25.0 15.0
Lithuania 15.0 15.0
Luxembourg 41.0 28.8
Malta 35.0 35.0
Netherlands 52.0 25.0

8 world Bank (2012).

8 USTR (2012).
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Poland 32.0 19.0
Portugal 46.5 25.0
Romania 16.0 16.0
Slovakia 19.0 19.0
Slovenia 41.0 18.0
Spain 52.0 30.0
Sweden 56.6 26.3
UK 50.0 24.0

Source: Extracted by author from Table: Individuglome tax rates between 2005 and 2012,
http://www.kpmg.com/Global/en/services/Tax/taxgemtd-resources/Pages/individual-
income-tax-rates-table.aspand Table: Global corporate tax rates betweerb 20@ 2012,
http://www.kpmg.com/Global/en/services/Tax/taxgemtd-resources/Pages/corporate-tax-
rates-table.aspx(last accessed on November 14, 2012), availableKRMG Global,
http://www.kpmg.com/global/en/about/Pages/defasiixa

2.5.2 Barriers related to Movement of Natural Persps in India and the EU
* Visa-related Restrictions

India has one of the most liberal visa regimesenworld. The country has different types of
visa including entry visa, tourist visa, businesaymedical visa, conference visa, diplomatic
visa, research visa, student visa and transit ¥is@etting visais not difficult; however,
requirements and procedures for visa vary accorttirthe purpose of the visit. A foreigner
can apply for a tourist visa if he is coming toitvisends or for sightseeing. Tourist visas are
generally granted for six months at a time. Bef20@9, tourist visa holders could travel in
and out of India within the six month period. Howeuo curb the misuse of tourist visas, the
Indian government introduced new rules whereby aaywsho has an Indian tourist visa must
have a two-month gap between visits to India. Swdst visa holder can return to India only
after two months of leaving the countf¥.

Medical visa, which is applicable for medical patee seek medical treatment in

reputed/recognized specialist/treatment centetsdia, is valid for only patients from a few

countrie§” and not available for middle east countries (fiwhere per cent medical patients
come). Minimum two months cooling is required ferantry on a medical visa which is

restricted to three entries a year. For example, patient arrived for consultation, he must
wait for at least two months to come back to Indizery patient on medical visa must
register with Foreign Regional Registration Offit€RRO). Medical visa is very costly or

expensive — it costs almost twice the cost of &iwisa®®

There are also special stipulations to certaironatities and classes of people. Business Visa
for ten years can be issued or applicable onlyHerUsS tourists and businessmen. The tourist

8 http://www.immihelp.com/nri/indiavisa/entry-visagieirements.htmflast accessed on October 1, 2012).

8 http://lwww.expatarrivals.com/india/visas-for-indiiast accessed on October 1, 2012).

8 Including US, Afghanistan, Argentina, Banglade3amaica, Japan, Korea, Maldives, Mauritius, Pakjsta
South Africa and Sri Lanka.

8 http://tourism.gov.in/writereaddata/ CMSPagePictdite/marketresearch/studyreports/Med. f{tifst accessed
on October 1, 2012).
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visé? in India, which is given for 6 months and non-extable; can be extended on
reciprocal basis. For British citizens, the valdiif tourist visa is five year; US citizens can
stay up to 10 years; and citizens from all Schergemtries’, it is valid for maximum one
year.

In many areas including Andaman and Nicobar Islasdme districts of Darjeeling, Bihar,
West Bengal; some border areas of Jammu and Kashimachal Pradesh, Uttar Pradesh
and Rajasthan; Arunachal Pradesh; Manipur; Mizor&tagaland; and Sikkim, foreign
tourists are not allowed to enter as per the Foergy(Restricted Areas) Order, 1963 and the
Foreigners (Protected Areas) Order, 1958. Howewersome places, they have to take
Restricted Area Permit (RAP) and Protected AreamR¢PAP) which can be obtained from
Indian missions abroad or at Foreigners RegionglidRation Offices in India or from the
relevant state government.

The EU, on the other hand, has a uniform visa politie EU is a signatory of Schengen
Agreement for the ‘Schengen Area’; and the rulesewadopted by the EU through the
Amsterdam Treaty in 1999. Twenty-two EU Member &atare part of the Schengen Area:;
while three Member States including Bulgaria, Cgpaind Romania are in the process of
being part of the Schengen Area. According to ttigeSgen Visa, with a single tourist visa, a
tourist can visit all these 25 EU Member Statesl@iding Bulgaria, Cyprus and Romania).
This visa allows the visitors (for leisure, tourisor business) to travel freely within the
Schengen countries for a maximum stay of up to@@& dh a six months period. Since 2001,
the EU has adopted two lists including a set oihtoess of countries whose nationals require
visas along with Schengen visa and another setoointdes are exempt from visa
requirements? A set of countries that do not require visa carerethe Schengen Area for a
maximum of 90 days in a 180 day period. Howeveastdtare exceptions for nationals of New
Zealand that can stay up to 90 days in each ofriagelgium, Czech Republic, Denmark,
Finland, France, Germany, Greece, Italy, Luxembolgtherlands, Portugal, Spain and
Sweden (as well as Hungary if visiting it as theafiSchengen destination) without reference
to time spent in other Schengen signatory states ifltravelling to remaining Schengen
countries the 90 days in a 180 day period timetlapplies. In addition, above the framework
of the Schengen Rule of 90 days in a 180 day penatlionals from countries including
Argentina, Brazil, Chile, Costa Rica, Croatia, &raMalaysia, Korea and Uruguay are
permitted to spend an extra three months visa-fiethe Czech Republic. The EU also
harmonized visa fees across all Schengen MembéesStAs per theCouncil Decision
2006/440/EC (1 June 2006) the visa fees applicmbichengen visa is valued at $78(€60).

8 The tourist visa is granted to travelers who haeeesidence or occupation in India and who haeestile
objective of visiting India for recreation, sightéeg and casual visits to friends and relatives.

% Schengen countrieare those that have signed the 1985 Schengennagméeefor abolishing border checks or
controls; and harmonizing provisions which allove@mmon visa to visit all participating countriesmeans
that that a traveler who is having the Schengen esésavisit all the countries in the Schengen arebtarcross
internal borders without further formalities. Theaee at present 26 Schengen countries including=@2
Member StategAustria, Belgium, Czech Republic, Denmark, Estomimland, France, Germany, Greece,
Hungary, Italy, Latvia, Lithuania, Luxembourg, MaltNetherlands, Poland, Portugal, Slovenia, Slajaki
Spain, Sweden); andnbn-EU Member countriggncluding, Iceland, Liechtenstein, Norway and &efland).

! Including Austria, Belgium, Czech Republic, DenkydEstonia, Finland, France, Germany, Greece, Hynga
Italy, Latvia, Lithuania, Luxembourg, Malta, Netls@rds, Poland, Portugal, Slovakia, Slovenia, Spaid
Sweden.

%2 The countries are exempt from visa are Andorrgeftina, Australia, Bolivia, Brazil, Brunei, Cana@zhile,
Costa Rica, Croatia, Guatemala, Honduras, Hong Kisngel, Japan, Macau, Malaysia, Mexico, MonacaewN
Zealand, Nicaragua, Panama, Paraguay, Salvador,Mgaimo, Singapore, Korea, the US, Uruguay and
Venezuela. For details, see, European Commissia®il(and 2006).
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However, some countries including Russia, UkraMagcedonia, Bosnia and Herzegovina,
Serbia, Montenegro, Albania, and Moldova have axaion to pay visa fees of $45 (€35)
instead of $78 (€60)’

Among the EU Member States, Ireland and the UK ¢whare not part of the ‘Schengen
Area), have stringent and distinctive visa policiésr instance, in the UK, a visitor can stay
up to 6 months, has to meet fulfill certain criverithat they (a) do not work during their stay;
(b) must not register a civil partnership duringithstay; (c) have to present evidence of
sufficiency money to fund their stay; (d) intendléave the UK at the end of their visit and
can meet the cost of return/onward journey; (ejonats under the age of 18, have to
demonstrate evidence of suitable care arrangenaedt@arental consent for their stay in the
UK. A foreign visitor has to apply for a visa invashce through the UK Border Agency,
under the British Embassy. They have to submit kipio identifiers (all fingerprints and a
digital facial image) as part of the visa applioatiprocess. Nationals of many countries
including Afghanistan, China, Hong Kong, India Imésia, Malaysia and Korea, are required
to screen for test of tuberculosfsin Ireland, visitors required to have an Irishavizr a UK
visa for travel to Ireland via the UK. For businesa which is permitted for 6 months, a
visitor has to submit declaration from employer faomng the applicant is undertaking trip
on the behalf of the company; and declaration fosrsh company confirming the visit, dates,
reasons for visit, details about who will incur to$ travel, accommodation details and full
contact details, whereas for employment or intnaygany transfer (can be permitted up to 6
months for short stay and 12 months for long stay)employee has to get valid work permit
or intra-company transfer permit; employment castirdetter from employer in Ireland
confirming applicants role and salary; full privatedical insurance for duration of stay; and
evidence of qualifications and previous work exgece in ared

* Work permit related restrictions

India does not have clear and concise visa rulegpaced to many other countries such as
Indonesia, Thailand, Singapore and China. Them® islear distinction between work permit
and employment visa. Work Permit is generally usgslynonymous with an employment or
business visa. Business visas are available foplpewho wish to explore business
opportunities or conduct business in India. Thigetpf visa differs from an employment visa,
in that the applicant will not be working for, ardrning an income from, an organisation in
India. Instead they will be working on behalf ot@mpany outside of India. Business visas
are generally issued with six month validity or eolnd provide for multiple entries.
However, holders of a Business visa are not alloteeremain in India for longer than six
months at a time. For getting a ‘businessa’, a foreigner has to fulfill some additional
requirements, i.e. a letter from sponsoring orgation indicating nature of applicant’s
business, probable duration of stay, validity slavapplied for, places and organisations to be
visited, and a guarantee to meet maintenance egpegic An employment visa, on the other
hand, is issued to a foreigner who will be workingndia for an organisation registered in
India. Foreigners wishing to do volunteer workdndia also require this category of visa. An
employment visa is valid for one year, irrespectiwehe duration of the contract. A further

%http://www.greekembassy.org/embassy/content/enldaspx?office=11&folder=79&article=20489Values
are converted from Euro to US Dollar. Exchange rade €1= $1.2954 (average), obtained from
http://www.oanda.com/currency/historical-rat€kdst accessed on October 8, 2012).

% http://www.ukba.homeoffice.gov.uk/policyandlaw/igmaiionlaw/immigrationrules(last accessed on

October 8, 2012).

% Quinn (2011).

50



Draft not for citation and quotation

extension of up to five years can be obtained ftbm Ministry of Home Affairs or the
Foreign Regional Registration Office in the coneerrstate in India, but this is generally
granted only after a person worked in India foresiqul of between three and five years.
Apart from the proof of employment with a compamgémnisation in India, such as a contract
that states the terms and conditions of appointmerforeigner should have a minimum
salary® of $25,000 per annum (except for ethnic cooks,-Bnglish language teachers,
translators, and staff working for the embassied high commissions in India). This
minimum salary threshold of $25,000 per annum iredosn foreign nationals is act as a
major barrier in India. Companies that require ifgmenationals with language skills often
face problems when it comes to the interpretatiothe fine print. Similarly, some Indian IT
companies are also facing the minimum salary tloldslas a barrier because foreign
language skills are not available in India and thaye to hire foreign professionals for the
same work”’

In many EU Member States, foreign nationals needoek permit as well as a residence
permit. For instance, in Germany, foreign natiowlb intend to work in Germany need a
work permit in addition to a residence permit. Hoem there are exceptions. Certain
persons, including members of management boaredmpiocations and employees on short-
term foreign assignment for special constructioosjare exempt from the requirement of
work peggmit. In Ireland, there is a salary threshlimit of €30,000 applicable for all work
permits:

» Difficulty in Getting Visa and work permit

The other most important barrier faced by the fpreservice providers is to get visa for
India. Sometimes foreign service providers havenform about their trip four weeks in
advance to the Indian embassy and the total timmefras for the work permit and other
formalities is approximately 6 months. Visa procesd$ndia is very cumbersome and time
consuming. The documentation and certification gsscwithin the country is very long,
which delays the visa or work permit applicatioogess. Generally, it takes 55-60 days to
get a visa. At present, India has a ‘Visa on Allfi¥acility for eleven countries (Finland,
Japan, Luxembourg, New Zealand, Singapore, Campddietnam, Philippines, Laos,
Myanmar and Thailand), compared to other Asian t@siincluding Indonesia which grants
the facility to 52 countries (including India). Hewer, foreign tourists are facing lots of
hurdles in getting the visa on arrival on Indiarpaits.

Getting long term business visa and renewing resglg@ermits is also one of the major
barriers in many EU Member States. In the UK, weasy difficult to get long-term visa and
mainly depend on the approval of the UK Boardermaye Those who stay longer face fines
and deportations. A high visa fee and other trastsatrges is also one of the barriers faced by
third country nationals in the EU. In the UK, thest of visitor’s visa for a single stay or
multiple stays of up to 6 months is $1258); and a multiple-entry visa valid for 2 years, 5

% Including salary and allowances paid in cash.

7 http://economictimes.indiatimes.com/articleshow@3134.cmglast accessed on October 1, 2012).

% http://www.citizensinformation.ie/en/employmengimnt_workers/employment_permits/work_permits.html
(last accessed on October 8, 2012).
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years and 10 years costs $4Z270), $803 £496) and $1,159£(716), respectively’ In
Ireland, a single entry visa costs $77 (€60), whitaultiple entry visa costs $130 (€168).

* Non-recognition or Non-Accreditation of Foreign Degs

In India, non-recognition of foreign qualifications one of the most important barriers
related to entry of foreign professionals in Indtar instance, medical degrees from foreign
universities (i.e. US or UK) are not accepted by bhedical Council of India, and therefore,
health professionals from foreign countries are pwinitted to practice in India, except for
research and development and charity purpose. &lgpilthe Institute of Chartered
Accountants of India does not recognize qualifaragi of foreign accountants.

Qualifications of foreign professionals are notradited in many EU Member States.
Foreign professionals required to clear certaitst@acluding language tests). In UK, foreign
doctors need to pass a test conducted by the Brofies and Linguistic Assessment Board
(PLAB) to get a limited registration; and after oyear of supervised training, they can get
fully registered. In Ireland, the limited registoat can last up to 7 yeat% In France, a non-
French speaking professional needs to have a mmiteuel (B2) in French. In several EU
Member States, it is mandatory for foreign profesals to apply registration at different
levels of government. In Austria, foreign architedtas to register with the Body of
Architects, while in Germany, registration and tiseng of professions are required at
different levels of government and each state teaswn requirements for registration and
licensing process.

» Restrictions related to entry of selected categdriyrofessionals

In many sectors, foreign professional are alloveedame in India with some restrictions. For

instance, in legal services, a national of anottemtry may be admitted as an advocate in
India if there is reciprocal treatment for Indiaggal professionals in the other country.

Foreign lawyers neither appointed as partners aor ssgn legal documents and represent
clients in the court. They can only be appointed@ssultants or employees of an Indian law
firm. Sometimes, finding work in India and searoh & job after entering the country also a
barrier for foreign professionals. The salariesedtl to foreign professionals on a local

contract are less than desirable; and are geneaally per cent of salary of professionals
earnsin western countrie¥?

Many EU Member States only allow highly skilled wers and give special treatment to
them. For instance, in the UK, higher level worksush as directors, senior executives, and
intra-company transferees are getting visas mosédyethan permits for personnel such as
systems analysts, construction engineers and dasigetc’° In Germany, highly qualified
employees including scientists with extraordinamaldications; high-level teachers and

% values are converted from British Pound to US 8olExchange rate &l= 1.6184 (average), obtained from
http://www.oanda.com/currency/historical-rat€kst accessed on October 8, 2012).

190 For details, see GTAI (2012). Values are convefteth Euro to US Dollar. Exchange rate is €1= $529
(average), obtained frohttp://www.oanda.com/currency/historical-rat€kdst accessed on October 8, 2012).
L OECD (2007).

% ttp://www.expatinfodesk.com/expat-guide/decidinge-right-country/top-expatriate-destinations/fiat
(last accessed on October 1, 2012).
O3http://www.ukba.homeoffice.gov.uk/policyandlaw/igmaiionlaw/immigrationrules/part2/last accessed on
October 8, 2012).
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professors or high-level researchers; and spesiaisd management level employees with
experience with an annual salary of at least $27 (&50,000) can be granted work and
residence permits of indefinite duratiti.

* Residency and Nationality requirements

In India, in order to practice as an advocate olidnthe person must be an Indian national.
Similarly, in many Member States, residency andonatity requirements are also impedes
entry of third-country professionals. For exampteMalta and Sweden, patent agents must
be residents. In Bulgaria, lawyers can only exertreir activity as sole practitioners, in a
partnership or through a law firm composed of lasydt can be substantiated with the data
shown in Figure 2.3 that in professional servicashsas legal, accounting and audit,
architectural and engineering services, Austriajafid and Latvia and the UK have more
operational restrictions such as EU nationalityuresments compared to other Member
States.

2.5.3 Regulatory and other barriers in India and the EU
* Multiplicity of Regulatory Bodies

As India has the quasi-federal governance structnamy services sectors such as education,
health, etc. are under the purview of state governimor are jointly regulated by the central
and state governments. There are different miest@nd governmental departments at both
levels — central and state, are regulating a seEtorinstance, Ministry of Environment and
Forests is the nodal agency for environmental letss. However, several states also
enacted their own legislation besides the majois@macted by the central Ministry. The
State Pollution Control Board established in edaltesis responsible for implementing these
legislations as well as issuing rules and regutatiprescribing the standards for a clean
environment. Similarly, there are varied state-#meaegulations for the design and
construction of healthcare infrastructdf.

Each EU member state has its own regulation rgladnnvestment which leads to multiple
regulations at different Member States. Like Indere are multiple of regulatory authorities
in every EU Member State. For instance, at the &idl| all laws are passed by the European
Parliament, however, every Member State has a tigimplement these regulations on their
preference.

» Outdated and Indifferent Regulations

In India, regulations have not taken that into aetqartly because the sectors themselves
are not integrated. This has been the case ofrseltte transport where there is a lack of

regulations which enable a service provider to p®vntegrated door-to-door services.

Moreover, some of the regulations are highly owdat~or instance, the postal sector is
governed by the India Post Office Act, 1898. Thexdack of prescribed standards and

common accreditation process across India. Thiseradly affects services such as

construction and education.

104 Eor details, see GTAI (2012). Values are convefteth Euro to US Dollar. Exchange rate is €1= $5429
(average), obtained frohttp://www.oanda.com/currency/historical-rat€kst accessed on October 8, 2012).
1% World Bank (2004).
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In the EU, terms and conditions of employment amsdlastantial degree of labour legislation
is determined on a national basis rather than alew¥®l. Every EU Member States has its
own Employment law. There are variations in lablegislation and the extent to which an
employer is responsible for the social welfare wipyees, among all Member States. For
instance, in Germany, employers are obliged tothayminimum wage to registered temps
for 100 per cent of the minimum working week (3danhalf hour). In Sweden, employers
are obliged to pay 75-80 per cent of the numbdronirs constituting a working week (exact
percentage dependent on a range of additional rigced minimum wage level. In many

Member States it is difficult to terminate the eoywhent of a long-term temporary

employee. In Sweden, a company cannot terminagenadrary employee who has worked
for a minimum 6 months. Even if no suitable workagailable or the employee has a
negative attitude towards work, the company hamgoa salary to hirt?®

* Non-transparent public procurement process

While the EU is a signatory to the WTO Agreement@uovernment Procurement (GPA),
India is still has observer status.

Both economies have non-transparent governmentupgnent process. In India, private
companies working for the railways have to proamagerials from vendors selected by the
railways. Price preferences are given to PSUs atos like energy services. In many
services, especially infrastructure services likdedommunications and power, after
privatisation it is often difficult for the privatgector to enter and operate due to lack of third
party access, transparent procedures for shariegavé resources, etc.

The EU, on the other hand, which adopted a revisdies Directive (2004/17), covering
various sectors such as transportation, energypasthl services under public procurement;
has different requirements for these sectors. Rstance, competitive bidding procedures,
however less than 50 percent EU content requirerapplies to certain sectors including
water (production, transport, and distribution ahking water); energy (gas and heat); urban
transport (urban railway, automated systems, tramveas, trolley bus, and cable); and
postal services, that are not covered by an intiemel or reciprocal bilateral agreement.
Many EU Member States imposes various additionguirements for bidding public
contracts. For instance, in Greece, company wanted for public tenders, (a) must submit
documentation from competent authorities indicathmg they have paid taxes, have not been
in bankruptcy, and have paid in full their sociatwsrity obligations for their employees; (b)
all managing directors and board members of conegatinat want to participate in
procurements must submit certifications from corapetauthorities that they have not
engaged in fraud, money laundering, criminal agtjvor similar activities. The public
procurement process in many EU Member States su@ulgaria, Hungary, Italy, Lithuania
and Slovenia, etc. are non-transparent and gendelburs EU companies. In many EU
Member States, there are numerous delays in awpalicontract due to cumbersome and
time consuming process. For instance, in Irelahdret is a lengthy process for budgetary
decisions which causes delays not only in awardirggpntract but also finalizing contracts
and commencing work. Successful bidders have alsod that tender documentation does
not accurately describe the conditions under whinttracts are to be perform&4d.

1% Eyropean Commission (2001).
7USTR (2012).
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» High Incidence of Corruption

High incidence of corruption and bribes are prevaia both India and the EU. This is
reflected by their ranking in the Corruption Petemp Index 2011 which is calculated for
183 economies as depicted in Figure 2.4. Figuravshibat India has a lower ranking as
compared to EU Member States. In 2011, Finland Swdden were positioned at?zank
(after New Zealand), whereas the India was ranke®% among 127 countries in 2011.
Corruption and bribery led to slow project implertaion, contract violations, poor project
management and delivery.

Figure 2.4: Ranking and Score of India and SelecteBU Member States in Corruption
Perceptions Index, 2011
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Source: Compiled by author from Transparency hagonal (2011).
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There are some barriers that are exists in the Btkehonly. These include:
* Language Barrier

Language is also act as an important barrier irEtde The Union has 23 official languages
including Bulgarian, Czech, Danish, Dutch, Englifistonian, Finnish, French, German,
Greek, Hungarian, Irish, Italian, Latvian, Lithuanj Maltese, Polish, Portuguese, Romanian,
Slovak, Slovenian, Spanish and Swedish. All offidacuments are published in all the
languages®® However, every Member States has its own offigalguage. For instance,

198 http://www.2-2.se/en/3.html and http://ec.europfamguages/languages-mean-business/files/language-
guide-for-european-business_en.dkt accessed on October 8, 2012).
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Greek is the official language of Greece and dicial documents are in Greek. Therefore,
foreign company has to employ a legal nationalllegpert for interpretation of all laws and
regulations. It creates risks and uncertainties.adldition, hiring of legal experts and
translators is very expensive. The process of a#ina adds to the complexity and duration
of different procedures in the Union.

 Market needs test

Many EU Member States have imposed economic nestis tENT) or labour market tests
whereby a firm employing a foreign worker has tovar that local employee is not available
for that specific job. For instance, in Austriagthntry of foreign researcher is subject to
maq(l%t needs test®’ In Ireland, work permits are granted only on thasib of market needs
test.

* Mandatory Contribution to security funds

In the EU, it is mandatory for every employee (et@mporary employee) and the employer
to contribute to security contribution system. Thare wide variations in social security
contributory rates across different Member Staiéile in Austria, the employee and
employer have to contribute 18 per cent and 21r5cpet, respectively, the social security
system, in Spain the contributory rates are 23r6cpat and 28.3 per cent, respectively.
The non-harmonisation of pensions and taxationsackEd) acts as a barrier to integrated pan-
European employment market. In every Member Stateemployee of the same company
has to open a separate pension fund.

The above discussion concludes that although, ladi the EU have a large number of
barriers to trade of services, both are major pkagé services in the world. Both economies
have some trade complementarities. While Indiansagor exporter of computer services, the
EU is an exporter of transportation and financavices. While India has a cheap and
talented labour force, the EU has expertise inreldygy. Both India and the EU are
exploring each other’'s market and are successfinvesting in some sectors. For instance,
the EU is a major investor in energy and logistiesindia, while India proves itself
successful in Information Technology (IT) and ITabled services (ITeS) in the EU. In this
light, the next chapter discusses about logisgcgices sector in India and the EU.
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Chapter 3: Trade, Investment and Collaboration betveen India and the EU
- Logistics Services

Smita Miglani

Introduction

Logistics involves a wide set of activities dedezhtto transformation and distribution of
goods, from raw material sourcing to final markestribution and related information flows
between ‘point of origin’ and ‘point of end uset tovers various forms of freight
transportation such as roads, railways, air, andtim&; consolidation of cargo and other
such services as storage and warehousing, comdeex@ress delivery, border clearance and
payment. On an average, logistics costs account-fmpercent of final cost of a finished
product in developed countries but much higherdligumore than 10 percent) in developing
countries:*?

Various studies have shown that logistics infragtme has a positive impact on economic
growth in an economy (Liu, 2009; Yuan and Kuangl@ONa, 2010). On the other hand,

economic growth itself creates a need for logistidsastructure (Yang, 2010; Yang and

Zheng, 2011). Efficiency in logistics and tradeilfeation systems is also seen to enhance
industrial activity (Yu, 2007) and competitivene@savickas et al., 2011). For all these

reasons, logistics has been an important part efgtlowth process and modernization of
present day developed economies such as the U&ldnds it is for emerging economies

such as India and China.

This chapter focuses on trade and collaboratiologpstics between India and the EU. In
terms of their nature and level of advancement]dbestics markets of these two economies
are quite different. EU is a world leader in praoms of logistics services and has a well-
organized and evolved infrastructure base whichble@®me saturated over the years. On the
other hand, the Indian logistics sector is undestigped and fragmented but growing at a fast
pace. In addition to being interesting case stutigeemselves, the trade complementarities
and opportunities for joint collaboration betweadia and the EU are also worth exploring.

Logistics is an important area for negotiationsbgdteral and multilateral agreements for
India and the EU. The EC has beetemandeuin the WTO’s General Agreement on Trade
in Services (GATS) negotiations and its bilaterabe-investment agreements to liberalize
the sector’® India is a target market, which over the years esome liberal in its FDI
regime and has shown interest in further openingthg sector. It is expected that the
proposed India-EU BTIA will increase trade and istveent flows between the two
economies manifold in the coming years and henceease the demand/need for efficient
logistics. In this backdrop, this chapter looks doey the BTIA and analyzes broad
possibilities of India-EU collaboration in logissiclt also examines barriers to enhancing
trade, investment and collaboration and suggeditsypaeasures for India and the EU.

"2 Eor instance, logistics cost as a percentage d? Gabout 13 percent for India, 18 percent fom@kind 17
percent for Thailand.
PWTO, 2005a.
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The next section provides classification and cayeraf logistics services for the purpose of
this chapter. Section 3.2 provides an overviewwamgerstanding of Indian and EU’s logistics
sectors. Section 3.3 is on India-EU trade in lagsstollowed by Section 3.4 on barriers to
private sector entry and operations in the Indagistics market. Section 3.5 is on addressing
barriers through international negotiations andti8ec3.6 is on reforms and policy
recommendations. Section 3.7 concludes the finddhgjse study.

3.1 Classification and coverage of logistics serés under WTO

The WTO members generally use the Services Sec@ieasification List (W/120) as a
guide for scheduling commitments in different sestander the General Agreement on Trade
and Services (GATS) Logistics is not clearly defined as a distinctustty in the W/120
list and therefore countries have different viewstbe coverage and key segments to be
liberalized under it. In this scenario, some cdestthave used a checklist approatho
negotiate logistics services in the WTO as shownhahble 3.1.

The checklist divides logistics-related servicew ithree categories: core freight logistics
services, related freight logistics services, and-core freight logistics services. Group |
consists of core freight logistics services, defias services essential to logistics operations.
These services are covered in WTO negotiations ru8devices auxiliary to all modes of
transport Group Il consists of freight transport servicdmtt are integral to logistic
operations. These services are covered uhdarsport Servicessroup Il consists of related
logistics services, defined as services desirablautld an enabling environment for logistics
services.

Table 3.1 Scope of Logistics Services with CPC Cagland W/120 Classification

Group Industries CPC Code Classification
Group | Cargo handling services CPC 7411 11.H
Core freight logistic CPC 7419
services
Storage and warehousin@PC 742 11.H
services
Transport agency services CPC 748 11.H
Other auxiliary services,CPC 749 11.H
including customs
brokerage services
Group I Maritime transport services 11.A
Freight transport
services
Rail transport services |- CPC 7112 11.E

14 This document is based on the U.N. Provisionalt@éRroduct Classification (CPC) system.

15 Communication from Australia, Canda, Chile, Djiipthe European Communities, Hong Kong, (China),
Iceland, Japan, Korea, Lichtenstein, Mauritius, N&aland, Nicaragua, Norway, Panama, Peru, Singapor
Switzerland, The Separate Customs Territory of @aiwPenguh, Kinmen and Matsu, and the United States
18 February 2005, TN/S/W/34. For details, see VZUL1.
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freight transport

Road transport services| €CPC 7123 11.F
freight transport
Group 1l Related | Technical testing andCPC 8676 1.F.e
logistics services analysis services

Management  consultingCPC 865, 866 1.F.c, 1.Fd
and related services

Source: Compiled from Freight Logistics CheckNsTO (June 25, 2004) TN/S/W/20 and WTO (July 101199
MTN.GNS/W/120.

Note: The 1989 Provisional Central Product Clasatfon (CPC Provisional) was used to draw up fibts |

Given the comprehensive coverage of different segsnii this checklist, the discussion in
this chapter broadly follows the checklist clagsifion. However, there are some deviations.
For example, the author has covered the IT relaspécts of transport and logistics since it is
linked with other services such as multimodal tpams facilities and global supply chains.
Postal and courier, distribution (wholesale tra@¢gil, and commission agent services) and
construction services are excluded. Inland wateswsggment is also not covered since it is
not an important mode of transportation in India #me presence of European companies is
limited.

In the year 2005, the EC in its communication ® YWTO relating to all transport services

made specific reference to services that form gfatthe logistics core activities. It suggested
that a more horizontal approach be developed fanesauxiliary services such as

warehousing and freight forwardinf. For maritime transport services, it suggested
international suppliers be granted the right toastake locally all activities necessary for

supply of integrated transport services.

3.2  Overview of India’s and EU’s logistics sector

The Indian logistics sector accounts for a turnafddS$ 90 billion in 2011. Driven by high
economic growth and trade flows, the sector has lgrewing at around 15 percent per
annum™’ In the EU, logistics is one of the biggest secand a key driver of all economic
activity. In the year 2010, it accounted for a twer of US$ 1230 billion. Thus, the size of
EU logistics market is 13-14 times that of Indiawéver, as compared to India, growth rates
of freight transport in the EU have not been vemghhin the last two decades. Freight
volumes grew at just 1.2 percent per annum betwEe9b6 and 2009. Further, these
decelerated by 11.2 percent during 2008-09 maing/td the global slowdowtt®

In India, roads account for a majority (about 60p&Bcent) of domestic freight movement;
railways account for 30-33 percent; maritime (cakand inland) close to 5 percéfitand
the remaining is through air carriers. For inteioval trade, shipping is the dominant mode

116 GATS 2000: Transport Services, Communication frém European Communities and

their Member States, S/ICSS/W/41.
17 Deloitte-ICC, 2012.
118 Freight volumes grew at 0.4 percent per annum é&emv2000 and 2009. Source:
http://www.eea.europa.eu/data-and-maps/figureghiteransport-volume-billion-tkm
19nland water transportation is underdeveloped ided@,000 kilometres of navigable rivers and canal
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of freight transport, accounting for about 90 patdsy volume (and 70 percent by vald&).
For EU, 77.5 percent of inland freight transportasried by roads, 16.5 percent by railways
and 5.9 percent by inland waterwaysVolume of air freight is limited compared to much
higher volumes of freight transported by other nmdbeit is growing over time?

In India, while some segments such as railwaysaumation are organized, others like road
transport and warehousing are largely fragmentedusorganized”Moreover, only a few
service providers specialize in providing 3PL/4Rdrvices and reverse logistics but these
have been growintf* On the other hand, logistics is an advanced imgust the EU in
keeping with its developed country status. It hasynintegrated service providers who are
organized and highly advanced in technology witlo@is on cost reduction. Logistics has
been at the heart of the EU single market and tiijrdioked to consumer, environment,
energy, research and international trade policy.

A comparison can be made of the Indian and EU’sstmg system across their global
competitors using the World Bank’s Logistics Parfance Index (LPI) and Doing Business
indicators. The LPI 2012 reveals a modest ranKrfdia (46) among 155 countries, lagging
behind the United States (9) and UAE (17), as a®lbehind China (26) and the entire EU27
average? India has been lagging behind especially becafigmoscores in parameters of
customs, infrastructure and international shipmeBisilarly, the ‘“Trading Across Borders’
parameter of the ‘Doing Business’ Index 2013 whianhks 185 economies puts India at a low
rank (127) than many other European countries.

Although the EU is trying to have a unified logtstinetwork, there are variations in levels of
logistics quality within the EU. For instance, iWBEhe main hubs are member states where
levels of economic activity and trade are high. Thead freight transport industry is
dominated by major economies such as Spain, Frdtatg, the UK and Germany, in terms
of number of companies, turnover, employment angestment. In maritime transport,
Netherlands was the largest carrier of goods fabvy UK in 2010. For air freight and
mail, the biggest airports in countries such as@ery, UK, Netherlands and France serve as
the main hubs$?®

Logistics is not recognized as a separate industrindia and there is no government
mechanism providing disaggregated data pertainingevenue, contribution to GDP and
employment for the sector as a whole. Accordingh® National Sample Survey Office
(NSSO0), transport and storage segméftgether alone contributed about 6.6 percent to

120 Rest of international trade is through air tramspless than one percent is through land transpoede
through roads and railways is only with neighbogroountries. For details, see Mukherjee and Miglani
(2011).

2L http://epp.eurostat.ec.europa.eu/statistics_exgdgiimdex.php/Freight_transport_statistics

122http://epp.eurostat.ec.europa.eu/statistics_exgigiimdex.php/Air_transport_statistics_at_regioretel

123 Road transport segment is dominated by small tngckompanies and individual truckers.

1243pL and 4PL stand for third party logistics andrtb party logistics respectively. ‘Reverse Logististands
for all operations related to resources gettingast one step back in supply chain for value adiproper
disposal or re-manufacturing. It is seen as flowadds from point of consumption to the point afor and
also involves planning and managing (collectiorsadsembly and processing), efficient flow of/rense
surplus inventory.

15 ix countries out of the global top-10 logisticfpemers are from the EU in 2012.

126 Darmstadt (Germany) was at the head of the toE®@pean regions with 2.27 million tonnes (201jlat
followed in 2009 by Outer London (UK) (1.35 millidonnes), Noord-Holland (Netherlands) (1.32 million
tonnes) and Tle-de-France (France) (1.27 milliomts).

127 The National Sample Survey Office (NSSO) classifransport sector in the category ‘transport agferand
communications’, in which ‘transport’ is divided two sub-segments - ‘railways’ and ‘transport biest
means’.
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Indian GDP (at factor cost and 2004-05 prices)00®10*?® The share has increased over
time from about 3 per cent in 1950s. In the sansae,\the contribution to employment was
4.3 percent of the total workforce.

On the other hand, logistics accounts for 11 milfi@bs in the EU and represents 4.9 percent
of the economy in terms of value addition (20%2)in 2008, the transport services sector in
EU27 employed around 9.1 million persons, accognfior about 4.5 percent of total
workforce. Around two thirds of these were employedand transport (road, rail, inland
waterways), two percent in sea transport, five @ardn air transport and 27 percent in
warehousing, and supporting activities (such agachandling, storage and warehousitf).

Table 3.2 shows the comparative position of diffiereountries in freight transport - by
volume and by different modes. This table showsréhative position of EWis a visother
major logistics service providers. The data foridnd not available.

Table 3.2: Freight Transport by-country and by-mode(billion tkm)

EU-27 UR Japan China Russia
Road 1691.4 1922.9 334.7 3286.8 180.0
Rail 361.6 2594.7 20.6 2510.6 1865.0
Inland waterways 119.8 456.4 - 1741.2 53.0
Oil pipeline 120.2 814.2 - 194.4 2246.0
Sea (domestic/ 1336.0 3035 167.3 3285.1 97.0
intra EU-27)

Source: EC Statistical Pocketbook (2011)

In India, the governance structure in the sectaquasi-federal in nature. Certain segments
(such as railways, national highways, major parternational shipping, civil aviation and
inland waterways) are under jurisdiction of the tca&ingovernment, while others (such as
state and rural roads, minor ports, coastal shgpaid trucking) are under state governments.
Also, there are certain areas of joint jurisdict{cural roads) wherein state governments work
in coordination with local/municipal bodies and tentral governmert'At the same time,
there is no single independent regulator for theestogistics sector in India. There are some
sector specific regulators such as the WarehouSengelopment and Regulatory Authority
(WDRA) and Directorate General of Civil Aviation GCA) for regulation of air transport
services to/from/within India and enforcement ofilciair regulations, air safety and
airworthiness standards. At the centre there ariipteuministries responsible for different
aspects of transport such as road transport,ansport and shipping. Some segments in the

128 The contribution also increased over time. In1BB0s, the sector contributed about 3 per cert980s, the
share increased to 5 percent and in 2002-03, the shcreased to 6.2 percent. In 2002-03, transgsmtior
valued at around US$26 billion and in 2009-10e#ahed around US$ 61 billion. Source: Calculatedgus
CSO data.

129 http://europa.eu/rapid/pressReleasesAction.do Zneder|P/12/717&type=HTML#footnote-1

130 EC statistical Pocketbook, 2011.

131 Apart from transport ministries and departmentsjumber of other ministries such as the Ministry of
Finance, the Ministry of Environment and Forestd #re Ministry of Consumer Affairs, Food and Public
Distribution (which regulates inter-state movemehgjoods) regulate this sector. For details, se&hdrjee
and Miglani (2011).
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logistics chain such as railways and postal sesvare public monopolies in India. In the EU,
transport is a policy responsibility shared betwéss Union and member states. The EC
creates appropriate framework conditions for theaethrough its Directives (laws) which
come into force in any country when the nationalegoment takes steps to introduce and
implement them within national laws.

In India, liberalization process in the sector wadertaken in a phased manner since the start
of broad-based economic reforms and liberalizatmocess in 1991, and has been
characterized by relaxed foreign direct investméRDI) regulations, public-private
partnership (PPP) models, tax-concessions and mtbentives to encourage private players.
The government’s aim in the sector has been not wnhttract additional investment, but
also improve productivityquality of services and infuse competitiveness in provision of
services. Today, there are only a few logistics segmentsrevtthere are foreign investment
restrictions. These are shown in the Appendix 3AthWelaxed FDI norms and other
incentives along with high margins in the induspsivate (domestic and foreign) investment
increased in the sector over the years. Between 2p00 and June 2012, FDI in ports, sea
transport and air transport accounted for aroun® B&03 billion (around 1.84 percent of
cumulative inflows) into the countryf? If related activities such as construction antiuay-
related components are included, FDI inflows irstheriod amounted to about US$ 34.5
billion. These are shown in Table 3.3.

Table 3.3: Cumulative FDI Inflows in Transport and Logistics: April 2000 - June 2012

S Amount of FDI Percentage Share in
NO‘ Sector Inflows (in billion India’s Total FDI
' US$) Inflows
1. Construction Activities 18.32 1.05
2. Ports 16.35 0.94
3. Sea transport 11.30 0.65
4. Air _transport (including Air 438 0.95
Freight)
5. Railways-related components 2.47 0.14
Total Inflows 1747.14 100.0

Source: FDI Statistics, DIPP

At present, logistics in India is a complex chaihpoocesses across multiple modes of
transport and centered on manufacturing and retakey industries like automobiles and
auto-components, IT, electronics, textiles, and fasving consumer good8eforms in all
segments are ongoing and are evolving with growth and changing needs of the economy.
Entry of experienced international players andeased economic activity has catalyzed the
emergence of new segments such as third-partytikgfeurth-party logistics (3PL/4PL),
reverse-logistics, express delivery services, obldins and containerized cargo movement.

132|f allied areas of construction; automobile indystailway related components; and earth movinghireery

are considered, this figure is more than 10 perceas per DIPP  Statistics,
http://dipp.nic.in/English/Publications/FDI_ Staitst’2011/india_FDI_June2011.pdf
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Use of IT is embedded in almost all stages of suppbcess and is reducing the need for
multiple agents. With growing trends in outsourcofdogistics services, companies are also
now developing end-to-end cargo management capabilio establish asset ownership in
parts of cargo value chain. All these are likely piimmote towards development of an
integrated logistics value chain in coming years.

Liberalisation of trade and freight transport moeens in EU began with the Treaty of Rome
and formation of the European Economic Community5@8). This provided for
establishment of a common transport policy for reimg obstacles to free competition
between transport operators from different memb&tes. However, despite treaty
obligations, progress in integrating transport asrthe European Community was slow until
the late 1980s as member states retained theonadtcontrol over transport. Rapid change
happened with the inclusion of transport in thentfié European Act’ of 1986, as part of
plans to complete the single market as it becanseereéor foreign transport providers to
work across member state bordefs.

The Commission produced its first White Paper i®21@n the future development of the
common transport policy and its liberalization. §hobjective was achieved until 2001,
except in the rail sector. Three Directives (20Q1FT, 2001/13/EB, and 2001/14/EB) on the
development of railway transport market and mafimgralisation came into force on 15
March 2001. The second major policy document -Whate Paper on European Transport
policy was also produced by the EC in this yeaidéntified about 60 measures to be taken
to enable the completion of integrated market acfaompetition, linking up all modes of
transport, eliminating barriers, attracting privateestors, protecting users of transportation,
and managing the globalisation of transport. Inegeh the White Paper established the
conditions in which transport market activities ltbbe done as easily on a Community basis
as they could on a national basis. The hope wadtheemoving obstacles and barriers such
as lack of fiscal and social harmonisation whicl e distortions of competition, the
fragmentation of the market could be resolved. Ttinesfocus is now on rebalancing all
modes of transport and reducing environmental impatransportation. The Green Paper of
the EU (2006) continued to develop the EU Transpolicy, building upon the existing EU
policies and initiatives from the Lisbon Stratefjyalso tries to find the right balance between
the economic, social and environmental dimensidnsustainable development. It aims to
launch a debate about a sustainable Maritime Pé&dicyhe EU as part of the EU integrated
market to facilitate the trade traffic.

With globalization and EU enlargement, domestic fmmdign trade volumes increased in the
region. This has created the need for creatingheammodal transport system across member
states>’A series of Directives and measures were adoptedramote inter-modality in
transport, sustainability in freight movement taabsish reliable, cheaper efficient and
environment friendly networks in the region. Thésee been summarized in Table A.1 of
Appendix 3A. As a result of operating in an incregl/ complex and vast supply chain
networks, several EU logistics companies becamerestqced in the field and expanded
operations across the globe. Today, several leahidgtechnologically advanced companies
in logistics sector world-wide are of the EU origBome top players are Deustche Post DHL
and DB Schenker AG (Germany) in diversified sersjddaersk A/S (Denmark) and CMA-
CGM (France) in sea freight services. As for thward and outward FDI from the EU, the
transportation and storage sector accounted for 405863 million and US$ 64, 915 million
respectively at end-2009.

133 Full liberalisation of international road freighas completed by the year 1998,
134 |ntermodal transport is most efficient on longaurpeys, in comparison with road freight.
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Regarding future growth potential in India, somealustry associations and private
consultancy organisations have tried to estimagefitjures. Estimates vary but all studies
show a double digit growth for the industry by 202 estimate by the National Skill
Development Corporation (2008 shows that demand for human resource in trangjmrta
logistics, and warehousing sectors of India widrease from 7.3 million in 2008 to about 25
million workers by the year 2022° This will specifically include higher demand for
warehouse managers, truck drivers and coastal reemfamong others. The accelerated
growth of the industry, along with promising newrtds for future has made India a large
untapped market. The Government also now placds imgortance of logistics sector as a
support system for increasing trade flows and esvogrowth in future?’ Private sector
investments are being encouraged in many segneegenerate new revenue sources as well
as improve service efficiencies and delivery statsla Public investments have also
increased over the years and continue to be suladtatespite the recent economic
recessiont®® The industry itself has already invested heavilgew intermodal infrastructure
extending the use of intermodal transport signifigain the current times. The Government
is making efforts in removing obstacles to growdlclsas poor infrastructure, regulatory and
other barriers at the same tirre.

Growth rates of the European logistics market amsiclered to range around 5 percéfit,
which is lower than that of India. In the EU, thexdis of logistics policy for future is on
developing sustainable and eco-friendly systenth@éneconomy. However, there are certain
areas of concerns in the EU. As put forward in Bwrostat Yearbook 2011, ‘strains on
transport infrastructure (congestion and delaysypted with constraints over technical
standards, interoperability and governance issugg stow down developments within the
sector'*** Costs incurred through congesti$fJabour shortages and dependency on fossil
fuels are also increasing in the region. Identifara of obstacles to efficient provision of
logistics services is an on-going process and wftorcombat worsening network congestion
are recognized as crucial to decrease costs ancbemental damage in the EU.

3.3 Bilateral trade flows between India and the EU

Both EU and India are among the top exporters anbrters of transportation services in the
world. In the year 2011, EU27 ranked first in wéslaéxports of transportation services
accounting for about 43.3 percent share (approeindS$ 372.5 billion), while India’s
rank was 8th, with a share of 2 percent (approxehgdt/S$17.5 billion). The EU27 ranked
on top accounting for 30.7 percent share (approvaipdJS$ 338.3 billion) of world’s total

135 Human resource requirement and skill requireméntsransportation, logistics and warehousing and
packaging sector (2022) (accessed on March 2, 2012)
13 http://www.nsdcindia.org/pdf/transportation-logistipdf

137 See Planning Commission, 2009 and; Planning Cosioms2011.
138

http://www.mckinsey.com/locations/india/mckinseyadia/pdf/building_india_transofrming_the nationsyith

ics_infrastructure.pdf

139 For details of the recent initiatives in the secsee Union Budget 2012 of the Government of India
http://indiabudget.nic.in/index.asp

140 http://iwww.pwe.com/en_GX/gx/transportation-logistid2030/emerging-markets/pdf/tl2030_vol3_final.pdf
According to Deloitte, 2009, the Indian logistimarket is projected to reach about US$ k@iibn by 2015.
Frost & Sullivan project it to reach around thigdein 2014, with a CAGR of 9.9 percent between2@éd
2014.

1L Eyrostat Yearbook, 2011.

142 Congestion costs Europe about one percent of GBF) gear.
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imports of transportation services. India rankedirfo with a share of 5.2 percent
(approximately US$ 56.9 billion) of world’s totdhlobally, the EU and India are key players
in logistics. EU has supplier and demandeur pasiéind India a recipient and target market.
The EU has a positive trade balance while Indiaghasgative trade balance in transportation
services with rest of the world.

Logistics is a crucial segment of India-EU tradel anvestment as well. There are three
dimensions to India-EU trade. These are governmgewernment, government-business and
business-business collaboration in various segments

In 2004, India and the EU signed a Customs Co-tiperéAgreement to make customs
procedures less complex and facilitate trade imm@ance with international standards. The
two sides also signed a Horizontal Aviation Agreamia September 2008 to restore legal
certainty to the bilateral air services agreemeetsveen India and the EU member statds.
A 'Maritime Agreement' is also being negotiatedwssn the EU and India since 2003, in
order to improve the conditions and legal framewankder which maritime transport
operations to and from India is being carried dutis is expected to bring down delivery
time and costs in the sector. The Framework PrograrfP) of the EU, started since 1984.
Since 1984, the research and innovation activitfdebe EU have been grouped under the FP
which focuses on research and innovation activitiesluding transport. The Sixth
Framework Programme (FP6) (2002-2006) had a budy&tS$ 23.14 billion. About 80
projects (out of 5,300) funded through FP6 involMedian researchers. Currently, the
Seventh Framework Programme (FP7) (2007-2013) goiog and the programme has a
strong focus on India. Collaborative research reenhdentified under nine priority areas in
the FP7 programme, one of which is transport (diclg aeronautics) with an allocation of
US$ 5.55 billion.

India and the EU are negotiating a comprehensilegd3al Trade and Investment Agreement
(BTIA) since June 2007 in which logistics is reczgal as a crucial sector. After
liberalization of the economy, growing containetiga of cargo, possibility of
subcontracting services and greater demand forntdopy and efficient transportation
opened up new avenues for inward investments iral#k a result, many leading logistics
companies from the world including those from thé liave made investments here in recent
years. Table 3.4 shows that EU’s exports of trartapon services to India increased at a
cumulative average growth rate (CAGR) of 12.24 getdetween 2006 and 2010, while its
imports from India grew at 6.5 percent in this pdriTrade balance has been in favour of the
EU and has been growing over the years.

Table 3.4: EU27 trade in transportation services vih India (in million US$)

Flow 2006 2007 2008 2009 2010
Exports 3002.55 3626.52] 3767.99 3161.14 4729.15
Imports 1885.31] 2042.64] 2407.54 1967.28 2426/05

Trade Balance 1094.70 1583.88 1360/44 1193.86 2G0B.

143 The agreement brings several provisions in théiRferal air services agreements between EU Member
States and India in line with EU law. It removediomality restrictions in bilateral air servicesragments
between EU Member States and India and therebwslémy EU airline to operate flights between |raiial
any EU Member State where it is established andrevhebilateral agreement with India exists andfitraf
rights are available.

The EC and India have also agreed on a JoiribA&lan setting out the priorities and modalities future
technical cooperation in a broad range of aviadogas including aviation safety, security, airp@msl air
traffic management, environment and economic reigula
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Percentage Share in total
Exports 31.05 28.71 31.89 26.17 32.938
Imports 24.72 22.01 22.4 20.14 21.11

Source: Eurostat Statistical Books, various issues

Primary Survey

Data on segment-wise bilateral trade between lad@ the EU in logistics services is not
available. A primary survey was carried out to gealthe extent and nature of cross-border
trade, investment and collaboration between theseregions. This also helped identify
barriers to free entry and operation in these marke

The sampling frame is given in Table 3.5. The syrevered a total of 30 logistics firms -
including 15 EU multinational firms with collaborans/tie-ups in India, 10 Indian firms with
offices and collaboration in the EU and five Indfams planning to expand operations to the
EU next year. It was based on semi-structured tprestires - each for EU companies with a
base/tie-ups in India and for Indian companies withase/tie-ups in EU. Information was
also gathered through discussions and onsite wgits representatives of companies,
industry associations, government bodies and endsass

Table 3.5: Sampling Frame

Respondents Number of Respondents
EU companies in India 10

Indian companies 11

Industry Associations 5

Embassies of EU member states in India and EC &xper 4

Indian Ministries/ Government departments 4

Total 34

Since the sample size is small, qualitative apgrdes been used to analyse the information.

The range of services provided by Indian and EU mammes include third-party logistics,
ground and air freight forwarding, logistics conslg, customs brokerage, air, ground and
maritime freight transportation, and storage andeWausing. The EU, being a region with a
long history of economic advancement and traded]agrhome to a large number of logistics
companies. Over the years, many of them have atjairprominence in delivering high-
quality and modernized services and have spogaiations in a number of countries
beyond Europe. They have large capital base, sargamow-how, aggressive marketing and
a global network. On the other hand, the Indianistogs  sector traditionally being
underdeveloped and fragmented has been home mtstlymall and medium sized
companies. The companies have also largely beeiinedno domestic operations and only
recently started venturing abroad. However, whilé &mpanies generally provide all of
these services in India as well, Indian companegehbeen contributing in a few selected
segments - such as logistics consulting and supbbeafarers globally. It was found that
most logistics services trade between the EU ada ltakes place primarily through Mode
1(cross-border), Mode 3 (commercial presence) andevit (movement of natural persons).
Mode 1 involves the transportation of goods betwleeim and EU through sea or air. Trade
in Mode 3 is dominated by EU companies. It was ébtimat Indian companies do not have
large investments in the EU and operate thererditineugh a network of agents/associates or
through functional tie-ups. Trade in Mode 4 is doatéd by India. It involves the cross-
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country temporary movement of professionals (cdastd, managers, technicians, engineers,
etc.) to provide logistics and transport servicésade also takes place through Mode 2
(consumption abroad) where services providers fiwnand India use each other’s port and
airport facilities.

The size of investments by EU companies in Indigubstantial and many of them have
offices across India. Most of them are multinatisrend provide integrated and door-to-door
services including outsourcing and third-party $bigs services. The survey found that they
generally enter through joint ventures in ordergein local market knowledge, and get
assistance from their local partners in acquirimgl detting up offices and establishing
operations. Other common modes of entry are cansorand representative offices. Some
companies such as the DHL Express took the acmuisibute. However, about 75 percent of
EU companies set up wholly-owned subsidiaries afigal entry.

EU companies view India, along with China amongrthep business destinatio{¥. The
reasons include — the underdeveloped nature dftlogimarket and the high growth potential
it offers to company-specific issues such as establent of infrastructure such as
warehouses for the already established companies.

In comparison, Indian companies’ investment in #l@ is not significant. The survey
revealed that they enter the EU primarily to meedstang customer requirements. Two
observations in this context were noteworthy. Qhe,Indian companies still possess limited
knowledge about the EU markets and two, due tor threialler size and underdeveloped
specialities, they prefer not to make large investte but have small tie-ups involving
minimum commitment and cost& Indian companies stated that they saw substamtar&et
potential in the emerging European markets of thetéftn Europe.

As of now India’s share in the EU logistics marigetery less (less than one percent). Indian
companies stated that less than five percent af tbeenues were from operations in the EU
markets. On the other hand, EU’s share in the inttigistics industry is significant. In fact,
EU firms such as DHL and Maersk Line dominate ared@unted among the top ranking
players in the Indian supply chain industf§.

The strengths of Indian companies is in their Idgadwledge, experience with procedures
and handling government, flexibility, strong custanbase and lower costs of operation.
Their weaknesses are small financial base, lackoaipetitiveness on a global scale and
problems in meeting international service standatds contrast,the strengths of EU
companies are in their large capital base, widebalonetwork and access to latest
technologies* Their weaknesses are lack of local market knowleatyg not being able to
get through procedures in India. These are sumethiiz Table 3.6 below.

Table 3.6: Strengths and Weaknesses of Indian andJEcompanies in India

Indian Companies EU Companies

144 Many EU companies started operations in Chinareedatering the Indian market and felt that Chias &
distinct advantage over India due to betteastfucture facilities.
145 These associates in the EU contact the supplien(s pick up the cargo, select a particularimédocean
carrier,
and complete the customs duty.
16 DHL has a 60 percent market share in India andrskalsines with P&O, accounts for nearly 30 percent
share of
all incoming and outgoing containers in therdoy
147 All EU firms also have investments offices andwaeks in other developing country markets such bisig
Malaysia, Thailand, Korea, the Middle East etc.
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Strengths Weaknesses Strengths Weaknesses
* Local market * Financial base is | « Large financial base | « Strict policy on
knowledge, weak —limited /Large assets corporate governance
experience and capital availability| allowing companies (they are not allowed
contacts. e Smaller work| to take larger by company policy ta
» Ability to handle network  which| contracts give bribes)
cumbersome limits their reach ¢ Large global * Not able to get
procedures and and ability to take  multinationals with through the
work with large contracts wide global network bureaucratic process
government. * Inability to | » International best in India.
» Expertise in provide practices * Inability to get the
recruitment. comprehensive |+ Access to latest right skills
end-to-end technologies
services
» Lower technology|
» Largely SMEs

3.3.1 Areas of future collaboration between Indiaad EU

Even at a modest annual economic growth rate ofp@rSent; it is estimated that India’s
freight traffic is likely to more than double froourrent levels by the year 2025 The
survey found that the EU companies are optimidbicué their future growth prospects in
India and most of them predict a very high growdlter At present, companies from EU
member states are present across all segmentansptrt and logistics services. Since the
Indian government is focusing on infrastructure elegment, there is further scope for
investment in India. In the long run, as infrastawe develops, there will be scope for new
services such as toll management and traffic amkinga management. The investment is
already shifting from provision of infrastructure tarriage, i.e., facilitating movement of
cargoes and passenger using the newly createdstinftture. The scope for collaboration
investment in cold chains and integrated logistievices is increasing with liberalization of
cold-chains in India. Co-operation in environmem+idly fuel technologies and lighter,
safer and cost-competitive engines and batteryabpercars can be mutually beneficial.
Indian and European companies can have joint R&Dgnammes for fuel-efficient
technologies. The present technical standardsrdiffelndia and the EU. Thus, sharing
knowledge and information on technical standardslevbenefit companies from both India
and EU member states.

Regarding future potential in collaboration, a nembof respondents stated that the
penetration of third party logistics (outsourcinglagistics services) was still low in India.
Much efficiency and value-addition can be achievfedpecialized service providers start
providing the solutions. Complexities of a multi-dab logistics network are also giving rise
to the need for software applications to cover ¢hére supply chain and EU companies
specializing in providing high-end and automatetkgnated services see opportunities for
collaboration here.

148

http://www.mckinsey.com/locations/india/mckinseyudia/pdf/building _india_transofrming_the nationsyigh
ics_infrastructure.pdf
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The sectors where the EU appears to have a kdggtranterest in the Indian market include
maritime services. Indian seafarers are recogremebisought after by the companies which
were interviewed. Some respondents recommendedhth&ndia government and companies
can analyse the technology and processes beingnmapited in EU, for instance at sea ports
and in freight loading/unloading, and learn howeplicate these in the Indian market. Table
3.7 shows the top five opportunity factors and oesients’ views on how they perceive the
Indian/EU markets and which show growth potentaltheir businesses.

Among Indian companies, there is not much enthosigs establish greater presence in
Europe (through Mode 3) as of now. Key reasonslaitere lack of knowledge about the
market and the ongoing economic recession in tg@me Also, many of them are not large
enough in size or advanced in operating standardsrnpete with the established European
companies in the EU. However, they did mention thetess to wide networks, global
clientele and exposure to international best prastivere important to them, and they could
explore possibilities of providing software plangimanagement and consultancy services in
segments such as ‘advanced trucking’ and construgirojects for future. Some company
representatives pointed out that there was a reetttease awareness on how EU functions
as a union in terms of vast hinterland connectivitiie Indian government can take an
initiative to study the EU market and learn froneithmodels of seamless transport, green
channelling and their customs risk management sy@&MS).

Table 3.7: Top five opportunity factors

Indian Companies for EU market EU Companies for Indian market

» Better network and access to global | « Greater access to the Indian market,

clientele including trucking and third party logistics.
* Exposure to international business | ¢« Potential in Indian market is huge as Indian
practices and technical procedures consumer is moving towards express
* Global connectivity delivery modes

* |ndia can serve as a hub for South Asia

3.4 Barriers in India’s and EU’s Logistics Sector

The information on barriers to logistics trade begw India and the EU is compiled based on
secondary information analysis and the primary eyarvio start with, it is noteworthy to
mention that average logistics costs in India améo@around 13 percent of GDP, which are
much higher than developed countries such as th¢9Usrcent), Europe (10 percent) and
Japan (11 percent}? Transportation is the most important segment amonts for about
62 percent of total logistics costs.

Barriers in logistics services mainly arise fronttlemecks in infrastructure and complexities
in policies and regulatory environment. For Indrarious studies (Planning Commission,
2009; Deloitte, 2009; KPMG, 2010 etc.) have revidwine inefficiencies impacting
productivity, performance and revenue of compamesgistics. The World Bank’s ‘Doing
Business Report 2012°? ranks 183 countries in terms of ‘trading acrosslers’ indicator,
India has a much lower rank (109) than China (6@) the simple average for EU27 (37.43).
The World Bank’s Logistics Performance Index (LEP12 shows India’s modest ranking

149 Deloitte, 2009 antittp://www.nsdcindia.org/pdf/transportation-logistipdf
150 For details, see World Bank-International FinaBeeporation (2010)
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(47) - reflecting its weaknesses in selected patermdncluding customs, infrastructure,
international shipments, logistics competencekirgrand tracing, and timeliness.

Overall, the EU is much ahead of India in many peaters such as infrastructure and
customs, and has made great strides in establighihigeralized and efficient market in
logistics. However, its transport sector contintepresent various legal barriers to market
entry. Administrative, technical and regulatoryrizs also exist>

The trade barriers between India and the EU aredli; terms of specific problems as well
as Mode 3 (commercial presence) and Mode 4 (moveaieratural persons).

European Union
Infrastructural bottlenecks

* The availability and quality of infrastructure vesi between member states and is
particularly low on the eastern part of Europe (Bula, Greece, Poland, Romania and
Slovenia), where renovation and upgrading of anemitise extensive railway
infrastructure is a challenge. Quality of port adtructure is low in Bulgaria, Italy,
Poland, Romania and Slovak Republic. For air trartspnfrastructure, Bulgaria,
Lithuania, Poland, Romania and Slovak Republic fexze. For inland waterways,
significant bottlenecks need to be removed in Biuggand Hungary, which could
improve efficiencies in the entire EU transportwaik.

* There is good provision of infrastructure in Belgiuthe Netherlands and Luxembourg,
Germany and the UK, but these states suffer frangla level of road congestion, calling
for better exploitation of transport modes, deplentof intelligent transport systems and
adequate pricing for use of infrastructdt®@These are also lacking in eastern member
states such as Hungary, Cyprus and Malta.

Inter-state variations

« The EU transport policy-making has its disadvargageirst, the structure of the
implementation authorities vary from country to ooy which leads to delays in impact
of policies. Although the EU has shared responsgslwith the member-states in terms of
transport policy instruments, the implementatiorchamism can be vague. There are also
differences in national regulations and standandsrey member states.

» There are huge disparities in the regional freigehicle equipment rates. The highest
freight vehicle equipment rates were in Greecejrsgad Austria, along with Cyprus and
Finland while low rates are in the Norwegian regitt

51 The EU transport policy has developed progresgit@bards an integrated policymaking mechanisme&in
the first White Paper appeared in 1992, the gerierall has been to facilitating the movements afdgoand
services within the single market. This process based not only on dismantling internal barriers ddso on
integrating national markets. In due course thigettgpment led to separation of the maritime polésyan
integrated policy.

32| jke India, in the EU too, the pace of deploymehsmart mobility systems such as intelligent tpans
systems for road, the air traffic management syS&8AR and the European rail traffic managemeriesys
was slow.

133 http://epp.eurostat.ec.europa.eu/statistics_exgiiimdex.php/Transport_statistics_at_regional_level
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Complex regulatory environment

» Companies pointed out that thecounting standards and fiscal disclosure req@nésin
the EU are very strict and complex. Currently, &mdicompanies are not prepared to
follow their accounting and disclosure standardg &scostly to follow them in terms of
training of manpower and investment in softw&fe.

» The regulatory burden has been high in states asdBreece, France, Hungary, Italy as
well as emerging economies such as Slovenia an8ltwak Republic in the road freight
sector in terms of increasing burden of taxatioharges and duties which poses
constraints to entry of new players.

* In the maritime sector, some Indian companies pdimut the cumbersome regulations in
advance declaration of cargo at EU ports, makiegptiocedures of loading cargo a hassle.

Incomplete liberalization

» Administrative, technical and regulatory barriemit free market access of private
operators and competition in rail transport. In gpn@ases, the incumbents still own or
operate services or facilities (such as marshaliagls), hampering free competition by
private operators. Rail liberalization is delayad.ithuania, Greece, Latvia, Luxembourg,
Spain and Ireland. There is also incomplete sejparaf infrastructure management from
operations>°

Discriminatory Policies

* The Indian companies opposed the EU’s proposavp ¢arbon emissions taxes under its
emission trading scheme (ETS) on ships in July 2@%pectively>°The EU proposed to
regulate emissions arising from all ocean-goingpshwhich touch their boundaries or
ports by including their emissions in the EU-ETS.

* Prospective non-EU investors in Greece’s maritime air transport sectors are required
to obtain licenses and other approvals that arerequired of Greek or other EU
investors.

 The EU Uitilities Directive (2004/17), covering pheses in the transportation sector
requires open, competitive bidding procedures, distriminates against bids with less
than 50 percent EU content that are not covereanbwyternational or reciprocal bilateral
agreement. The EU content requirement applies teigio suppliers of goods and
services.

Barriers in government procurement — lack of traargmcy and corruptioh’
* There are problems such as lack of transparency candiption in the government

procurement markets of some EU member states sschtaly where a lack of
transparency creates obstacles for firms biddinguinlic procurement. Corruption also

134 For details, see Beke, 2010.

1% Cefic, 2012.

136 http://www.livemint.com/2012/07/23231420/After-atian-India-to-oppos.html

57 These have been largely compiled from US Traded®eptative Barriers (2012) since presence of india
companies in public procurement project is limited.
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exists at the local level. In 2010, the Italiangsreeported on alleged corruption involving
the abuse of emergency procurement laws. In Litteuand Bulgaria toothe public
procurement process is not very transparent. Inescases, tenders are narrowly defined
and appear tailored to a specific company. In Si@mand Portugal, there are short time
frames for bid preparation, lack of clarity in temehg documentation, and opacity in bid
evaluation process. There are preferences for Epeagally local firms. In addition bid
documents in local language create problems faaimdompanies.

Mode 4 related barriers

An examination of the schedules of commitments WisERevised Offer (2005) in the
WTO shows that most member states (such as UK, &grirance, Denmark, Greece
etc.) made no binding commitments with respect mvement of natural persons to
supply services in many logistics segments suctaego handling services, storage and
warehouse services and maritime services. Thisuss of both the market access and
national treatment commitments. In addition, theiZzemtal commitments of the EC
Schedule impose conditions are stringent and thesg not easily be met by persons
from developing countries such as India. Theseautelresidency requirements, specific
educational degrees or technical qualifications amembership of specific
associationd>® Such access can be useful for drivers, and otleesops such as
warehouse operators and managers.

India

Infrastructure bottlenecks

In India, with the increasing economic activitidsgre have emerged significant demand-
supply gaps in transport services in road, watesveand airline networks.

First, domestic freight movement is heavily skewethvor of the road sector. Nearly 60

percent of cargo is moved by roads as comparedhaateB7 percent in the US and 22
percent in China. Moreover, the national highwaysciv constitute only about 2 percent
of road network have to carry nearly 40 percenfreight load of the country causing

congestion problems. Underdeveloped infrastructanrshipping and aviation and the

Indian Railways’ policy of cross-subsidizing paggenby freight transport among others,
have led to the road sector being over-burdened threeyears. Inadequate road network
coverage and poor road quality at many stretch@sphlr logistics operations in the

country. They also suffer from issues of accessesaguation of traffic.

In railways, there is a problem of freight congastin most high density corridors. The
route network of Indian Railways has expanded whowly in the past. In 1947, Indian
Railways had 53,996 of route kms of track netwonkl @aoday the length is just over
64,000 kms.

In sea transport, lack of facilities at ports sashParadip and Mangalore allow the entry
of only small vessels. There are problems suclads ¢f deep water routes, insufficient
dredging and berthing capabilities which make isgdbole to handle just about 5,500
TEUs in one ship whereas ports in China and Eufapiétate around 13,000 TEUs per
ship. This causes the companies to use smalles s¥ijch increases costs to end users.
Congestion problem at major ports causes a badklolgarance process. Ships may have

18 For details on EU’s commitments in the WTO, seayitér 7.
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to wait for upto four days for offloading cargo.e@rance of cargo containers takes about
seven days which creates complications and delaysHipping lines and customers.
Coastal shipping is characterized by inadequategrat land side infrastructure (such as
inadequate depth at ports) which hampers large s for freight movement. Lack of
hinterland connectivity is also reported.

Airport infrastructure is also weak in terms of dlmg cargo. An integrated system of
handling cargo at terminals is also lacking oftansing chaos in the clearance process.
Round the clock custom facilities at air cargo atgo missing at many ports. One
company pointed out that in Singapore, for instamtehe automobile industry, Roll in
and Roll out (RoRo) take about eight cars per neinuile in India, it is three cars per
ten minutes.

There is a lack of adequate number of cold stofagdities and warehouses in the
country. Moreover, according to Deloitte-ICC (2018D-85 percent of warehouses are
traditional with sizes of less than 10,000 squaet.fMany of these are not equipped with
cemented roofs, efficient security systems, rackglities and consistent electricity
supply. Their owners are private sector players viinited capital for investmerit®
Land availability at affordable rates in many @tisuch as Delhi and Mumbai is also a
cause of concern.

Lack of chain control

Chain control is also lacking and integrated seryicovision, outsourcing or 3PL/4PL
logistics are still underdeveloped. Large multimottaistics parks with facilities for
consolidation of large land parcels, integratedsiogs and value addition have also not
been

developed yet because of lack of recognitiwoh fanding by the state governments.

Government procurement market

There are problems in the public procurement markaated to lack of competition and
transparency. In India, procurements are carriedtlmough three channels of tender
invitation. Open Tender Enquiry (OTE), limited temcenquiry (LTE) and Single tender
enquiry (STE). LTE is recommended in cases of peoent where pool of vendors has
been established. STE is recommended under onlgpéroal circumstances such as
national calamities or other emergencies. The ehdtietween these can significantly
impact participation level in the tender. Organimas often (unknowingly or purposely)
fail to utilize the OTE and tend to depend on LFECVC Report on public procurement
points out, “in the process of neglecting OTE gthenpetition is restricted which in turn
results in cartel formation, higher rates and faitmum to select firms”. According to
Malhotra (2012), there are numerous cases wherpréseribed rules and guidelines are
not followed and available channel of OTEs are igdo There are also bureaucratic
hassles and complex procedures.

Technology related barriers

%9 The large warehousing owners are mainly governneggncies such as the Central Warehousing
Corporation (CWC) and State Warehousing Corporati@WCs) whose focus area is mainly the storage of
food grains.
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» The logistics sector is hampered by low rates ofitelogy adoption and automation in

areas such as vehicle tracking and warehouse maeageln the rail segment, most
terminals (goods shed) used for loading/unloadinigeaght are antiquated due to lack of
investment over the years.

An Intelligent Transport Systerwhich includes high tech logistics technology and
tracking systems is the need of the hour. Use tdnaatic transit network for freight
corridors is also unexploited. Like the EU, Indiacaneeds to focus on alternative fuel
technologies to reduce air pollution and dependemctyaditional fuels.

Lack of standardisation in equipment is anotheiblgm in the industry. Most of the
ports/airports lack testing facilities for key pumdis such as textiles. There is also lack of
officers to coordinate the testing process. Lalwies$ are located far away from the ports
such as those in Mumbai which acts as a barrifastioclearance of goods.

Lack of coordination in infrastructure planning

Numerous industry players stated that there ik litbordination amongst the various
agencies of the government in creation of infragtme. For instance, according to
Deloitte-ICC (2012), if creation of additional paapacity for container handling is being
planned little thought is given to evacuation ldgse When main network roads are
developed the links remain of poor quality. Integma of facilities is needed to reduce the
high transaction costs prevalent in the economy.

Fragmentation

There is high level of fragmentation in the indystrhis is especially true of the trucking
segment wherein nearly 70 percent of the owners logiween one-five trucks. Intense
competition among operators has led to many probtesach as low margins and limited
capacity of operators to invest in trucks, tackamgl safety equipment. This has also led
to a trend of overloading and inefficiencies in segment.

Fragmentation is also a problem in the warehousnuustry partly because of a
complicated tax regime involving payment of mukiptate and central taxes in the
country by owners. Currently, owing to multiple awfferential state-level taxes,

companies in India have set up multiple warehoustten one per state (to minimize
intra-state movements and associated taxatioryjcgsey various parts of the country.

This is highly inefficient and leads to higher uaitd inventory carrying costs.

Inter-state variations in laws

There are also variations in implementation ofdaaeross states in India. For instance,
one of the companies stated that the registratfothe Multiple Trailer Single Horse
under which a trailer and the engine can be regdtseparately is allowed in certain
states such as Maharashtra but not in others sudebni and Haryana. This hampers
efficient use of engines and trailers. The varyinlgs and regulations also impede the
process, with bribes being common to get the cargaing faster.

Skill related barriers

Various segments of the Indian logistics sector heenpered by lack of skilled
workforce, lengthy procedures, and bureaucraticdlesr particularly at the sea
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ports®*These include technology skills and driving skiltsluding safety procedures,
industry understanding and multi-operational ski¢sich as maintaining of delivery
records, negotiating and handling of queries) itemanding market like Indf&’Also, in
ports such as Paradip and Mangalore, there ardfioisnt number of tug operators,
berthing staff and pilots.

Customs Procedures

» The USTR (2012) reports that there are concernardaty India’s customs valuation
criteria to import transactions. India’s valuatiprocedures allow its customs officials to
reject the declared transaction value of an impdrén a sale is deemed to involve a
lower price compared to the ordinary competitivecqr India’s customs valuation
methodologies do not reflect actual transactiomuesland raise the cost of exporting to
India beyond applied tariff rates. Also, India doest assess the basic customs duty,
additional duty, and special additional duty sefmyaon the customs value of a given
imported product. The additional duty is assessethe sum of the actual (or transaction)
value and the basic customs duty, while the spedditional duty is assessed on the sum
of the actual (or transaction) value, the basidaras duty, and the additional duty. This
can result in importers paying higher duties tHagytshould be liable for on the basis of
actual value of their imported product.

* India’s customs officials generally require exteesdocumentation. Despite automation
of trade procedures, there are complications dued@’s complex tariff structure and
multiple exemptions, which may vary according twmduct, user, or intended use.
Physical inspections by customs, multiple docuntemtaequirements and bribes cause
unnecessary processing delays and hassles fordrddetor vehicles may be imported
through only three specific ports and only from teentry of manufacture.

» Companies pointed out that risk management systeimghfollowed at portdy the
custom authorities was weak and inefficient. Théhauities often indulge in random
sample checking without checking the past recondd eredibility of the shipping
companies. This delays the clearance procedures.

Constraints in inter-state movement of goods

* Trucks in India have to pass through multiple chpokats in their journey and have to
stop at state borders, for payment of toll taxesjrispections, octroi etc. An estimate of
the time taken at check points shows that in aneyrof 2150 kilometers between
Kolkata and Mumbai a truck had to stop for as masl82 hours at various checkpoints
on 26 locationd®

10T hese are sometimes on account of multi-layeredrisimation systems and multiple regulations. OR@r
government bodies govern this sector throughentban 40 Acts, resulting in high administrationd an
compliance
costs. Presence of a large number of ministeisslts and lack of coordination among them hagsltexsin a
fragmented approach and delayed developmehedddctor.
®1This problem is related to fragmented nature ofsénetor. The supply chain has many sub-segmentthare
are
different stakeholders, operators and size efrajpns. Most companies handling these operatoasmall
or
medium-sized.
1°2 Deloitte-ICC, 2012
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* There are state level taxes such as sales taxseeand octroi toll which are to be paid at
the entry of every state border. A lot of time thats wasted while paying these different
taxes at different locations.

High tariff rates

* Indian Railways follows a policy of subsidizing pasger tariff by freight tariff. This has
resulted in sharply rising railway freight rateseothe years, one of the highest in the
world. Deloitte-ICC (2012) states that the railigtg rates in India are nearly four times
of that in USA™®?

Other problems

* Ports in India suffer from high turnaround times $bips. The JNPT has more than two
times the turnaround time of Colombo and Singapmds because of congestion on
berths and slow evacuation of cargo which are widdat the berth'$?

» Companies complained about higher charges are paideby terminal handling agencies
to port authorities for handling more number ofpshihich acted as a disincentive for
expanding operations and added on to their costgpefation. This was also leading to
shifting of cargo from Tariff Authority for Major étts (TAMP) regulated ports to other
ports and a conscious slowing down of clearing @gedy port authorities.

Cargo traffic handled at Indian ports is still mstdd-or instance, in the year 2010-11, the
highest volume of cargo traffic handled by any porindia was about 82 million tonnes
(Kandla). All major ports of together handled ab660.91 million tonnes, while in the
same year the Rotterdam port in Europe handledtat3fumillion tonnes of traffic.

» Pilferage at ports (both air and sea), mainly atdhstoms level, is a common problem,
which has become a part of business to the paattnttost companies plan for such cases.

* The companies stated that the Authorised Econonper&or (AEO) norms in India
under which a certification is given to logistiagangpanies making them liable for benefits
at customs were not made clear in the policy. Ltagiscompanies have taken this
certification but they cannot claim the benefitdlare is no clarity.

Mode 3 and Mode 4 related barriers

* There is cabotage restriction on movement of foreiggistered ships which prohibits
them to move cargo from one Indian port to anothdian port. This wastes a lot of time
and adds to the costs of companies. For instanceias mentioned by one of the
companies in the survey that the Vallarpadam PorCochin (Kerala) was initially
supposed to be a hub in southern India but duba@abotage movement restriction; this
port has been utilized only to an extent of 15-2fcpnt.

183 Movement of freight traffic is frequently subordied to passenger traffic on the railway netwoikis T
results in

a freight train taking as much as 6-8 daysafgourney of 2000 kilometers. Also there are delaysansit
time

for freight trains on many routes.
184 For details, see CRISIL, 2012.
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* Inits WTO Revised offer of 2005, India only offdreo allow the entry of natural persons
to technical and managerial personti@Moreover, in specific category of services related
to logistics such as services related to managermensulting, technical testing and
analysis services, and air transport servicesaldii not offer to take commitmerif§.

3.5 Addressing barriers through international negotations

In the WTO’s Doha Round of Negotiations and inbiisteral trade agreements, the EC has
been a demandeur to liberalise various segmentsheflogistics sector in emerging
economies. It had also made significant commitmenitss WTO Revised Offer in the year
2005. In comparison, India did not make substactahmitments in its WTO Revised Offer
in the same year. However, India’'s FDI regime isrently far more liberal and it is in a
position to undertake greater commitments in alnatissegments of logistics. These can be
offered under the ongoing negotiations for a prepdd3TIA between India and the EU.

The sectors where the EU appears to have a kdggtranterest in the Indian market include
cargo reservation, inland transport and cabotagsveder, there seems to be limited scope
for further liberalization in this as both Indiachthe EC have imposed a cabotage condition
and post 9/11 coastal areas of India are sensitivdndia there is no clear policy on
development on inland transport and this makes ifficat to take international
commitments.

Overall, since Indian and the EU maritime sectmes considerably open and there are no
major FDI restrictions, they can bind the existimgime. Greater harmonization of port

policies across EU Member States, centralized archdnized recognition procedure for

Indian seafarers, and cooperation in port manageet training are issues that can be
raised in the BTIA.

At present, India and the EU are negotiating atdriéd maritime agreement. During the
survey, it was found that entering into a maritiagreement with a regional block like EC
has certain advantages. The basic focus of themgnmat is on enhancing market access, right
to establishment and non discriminatory accessutaliary services. Non-discriminatory
access to port facilities in both EU member states India will be mutually beneficial. India
and EC in their respective revised offers submittedhe WTO in the Doha Round have
made additional commitments in non-discriminatorgcess to port facilities. Similar
commitments should be made under the India-EU BTChmpanies operating in the EU are
treated as EU companies if they have a wholly-owswdasidiary. The EC-China agreement
allows shipping companies from the two trading ipars to establish different forms of
operations including joint ventures, branches, @mpiesentative offices. Since in India there
is no restriction in form of operations, Indian quamies would benefit if such restrictions are
removed in the EU. Additionally, calling for inciseag transparency and covering visa work
permit facilitation, removal of barriers to foreigaxchange, profit repatriation and
cooperation in areas like safety, security, conmigaterrorism and training can benefit both
Indian and EU companies.

From the EU, India should request full commitmefds Mode 3 in segments such as
engineering and integrated engineering servicedinteal testing and analysis services
(Cyprus, Czech Republic, Malta, Poland, Slovak Répuand Sweden); and services

185 However these are less complex than those intthe Eevised Offer and also appear with much less
frequency.
1% For details on India’s commitments in the WTO, €bapter 7.
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incidental to energy distribution. In road freighmdia can offer full market access and
national treatment commitments in Mode 3 sinceifpreservice suppliers are already now
providing these services in India. In rail freigMpde 3 could be encouraged for certain
segments such as warehousing and dedicated fremidors where FDI is already

permitted. India can also offer binding commitmeirts warehousing in exchange for

commitments in other areas of export interest. Caments in Mode 1 in road freight to

gain from the new form of trade in transport mamaget software systems can also be
sought. It can also seek assistance and coopefabionthe EU in developing its Dedicated
Railway Freight Corridors (DFCs). In services amaxiyl to all modes of transport, India can
ask EU for binding commitments in Modes 1 and 2lidncan offer to bind the existing

regime (India has autonomously opened up all tiessgators under services auxiliary to all
modes of transport) and also offer commitments od&1 and Mode 2 in maritime auxiliary

services in exchange for reciprocal commitmentsiftoe EU.

As out-sourcing logistics functions increasinglycbmes common, companies in Europe are
likely to seek innovative and cost-effective sajas to their IT needs in the sector. This will

open opportunities for Indian companies to provagstics and related services in Europe.
Since India has substantial offensive interestdlagle 1 and Mode 4 for IT-enabled logistics

services, India can ask for greater commitmenthése categories in exchange for Mode 3
commitments in freight logistics from the EU.

Mode 4 in road freight is kept unbound by all EUmfiers. The EU divided Mode 4 into
three major categories: intra-corporate transferan@gers, specialist and graduate trainees),
business visitors, and contractual service sumpliG@mployees of juridical persons,
independent professionals). Contractual servicelgarp (CSS) can offer their services in
management consultancy. The definitions of intngeorate transfers are narrow and restrict
the activities that can be undertaken by foreigfgssionals, especially managers. This issue
can be raised by India and addressed in the BTom@anies pointed out that the BTIA was
a positive step but there needs to greater codrdmdetween the government and the
industry to resolve specific issues. The BTIA skloldok into deeper aspects of domestic
regulation such as national carriers not beingwadlb to create artificial monopoly (for
instance, in inland transport of freight througla)sd=nvironment related regulations and the
issue of carbon emission mitigation can be adddegeugh a balanced mix of taxation and
emission trading scheme.

3.6 Reforms and Policy Recommendations

There are many problems in the logistics sectocwicannot be addressed in the BTIA, but
require domestic reform measures in both IndiaEEddo improvise on efficiency levels and
further attract investments and trade volumes.

The most common recommendation made during theapyireurvey of companies was for
infrastructure development in all segments of lioggsin India. For instance, for freight
transport, the freight forwarders stated that airpdrastructure should be further improved
to allow enough clearance facilities to make sina& goods get cleared on time. For sea
connectivity, development of minor ports and expam®f existing capacities of major ports
are required. To develop a balanced modal logigtitastructure, there is a need to develop
a National Integrated Logistics Policy. This woeldtail developing long-distance corridors,
medium-distance connectors and last mile interfaa®sopposed to supporting diffused
geographic development. A shift from a road-focusetivork to a balanced modal network
that leverages rail and waterways to transport yehvoughput over long distances is
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required. To ensure non-stop movement of carrign®ad at the state borders, computerized
networking between the state tax authorities islegt’

State level taxes are a big issue for the logistmsipanies. Delays caused by these tax
payments is a concern as freight forwarders arpasgu to meet the delivery timelines, but
due to delays at the state borders it is toughdmtain delivery standards. Kerala and West
Bengal are the most problematic states for tax gaysidocumentation. It was found that a
speedy and full implementation of the GST wouldphel streamlining the tax payment
system in the country and bring down the cost omelstic transport. However, the
respondents also stated that for the logisticsstrgiito benefit from GST there is a need to
develop a well connected network between varioate stuthorities. A lack of coordination
between state authorities on various issues suchppsovals for land acquisition and
environmental clearances among others, often calsteof unnecessary delays and financial
losses.

Other areas where reforms are required pertaindioirastration and governance issues -
improving system efficiency by streamlining custoarsl approval processes, transparency
and greater coordination in government proceduaed, labour reforms among others. The
entire documentation process at ports and airparidoe made smoother with introduction of
a single processing window/ single levy system. Téx tape involved in local transport,
especially trucking is a deterrent for foreign istees as welt®® Coordination among various
agencies for infrastructure planning is also rezpito reduce transaction costs and
operational bottlenecks.

Another recommendation was regarding the non-exigtert community system in India. It
is an electronic platform or an association of lstgkeholders that connects the multiple
systems operated by a variety of organisationsrttete up a seaport or airport community -
members from port authorities, shipping compargastoms, and municipal authorities. It is
shared in the sense that it is set up, organisédis@ed by firms in the port community. These
communities are existent in the E®.If such communities are formed in India, they vebul
help in streamlining processes in and around ortsform the foundation or backbone of a
Single Window system.

When asked about reforms in the EU, the respondsated that they did not possess in-
depth knowledge about the entire EU market and walleexploring the same. However,
they stated that the EC is still working towardsating a fully integrated transport network
in the region. Many Member States would benefitifdowering barriers to market entry and
reducing regulatory burdens in transport marketss s especially true in case of Germany,
France, Italy, Spain, and Austria - which are laage/or transit countries. Such efforts are
likely to have a positive impact on the EU as a l@ho

Transport infrastructure presents different issoeslifferent Member States. While for some
the main issue is to upgrade and maintain existifrgstructure, others need to develop or
expand networks. However, most Member States fagelgms of financing investment in

transport infrastructure, exacerbated by tight letidgnstraints resulting from the financial
crisis, and of creating a network that integrated eonnects the different transport modes.

187 Some respondents mentioned that poor infrastrecipened up possibilities for corruption by officas

well.

188 Companies’ expansion plans are into smaller citiesl towns (Ludhiana being one), and also into
warehousing and distribution, which is directlyesfied by the local transport industry.

189 pCSs have a long tradition in Europe. The firdhécestablished in ports in Germany, France ancdeidan

to operate in late 1970s or early 1980s. Counsigh as the Netherlands and Spain started theis RCBe
1990s or at the turn of the century.
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Another common challenge is creating conditionsfaf competition between various
transport operators in a market that is not distbtiy state aid or other measures to control
the market. For instance, in maritime transportitgbave no obligation to keep separate
accounts of economic activities that are subjedbtier- and intra-port competition and their
regulatory/public activities within the port. Iniliaseparation of infrastructure managers and
service operators is required for fair competitma efficient exploitation of infrastructure.

3.7 Conclusion

This study analyzed the opportunities, prospects @nstraints for trade, investment and
collaboration in the logistics sector between Iratid the EU.

Based on secondary information and a primary syr¢eyas found that the Indian and EU
companies have complementarities and there arerdoeruof areas where they can further
collaborate to benefit from each other’'s expertidege investments are likely to be made in
the Indian logistics sector over the next decaderiofy opportunities for private sector
participation. There is scope for increased collabon in maritime auxiliary services, port
and warehouse management (especially cold stor&f)/4PL, clean-fuel technology
transfers. There is scope to benefit from the teldgical and R&D capabilities of EU
companies and even enter into PPP arrangemerkdl itnagning of workforce. India can also
learn from the experience of EU in creating a gnglarket for transport and its advanced
regulations in logistics in the process of creaingpmpetitive business environment.

However, there are also various barriers betwedrma land EU, which need to be removed to
enhance efficiency and India-EU trade in the sedtor instance, both India and the EU
suffer from congestion in transport infrastructateh as roads. Each mode of transport also
has its own particular areas for urgent reform thete are also some reform requirements
common across all modes such as capacity additianpower training, and on another level
developing a common window system and simplifyingelaucratic procedures. While the
EU has started development of an inter-modal fteigansport system, multimodal
transportation in India still has a long way to §be EU needs to ensure a more harmonized
logistics market and fair competition, and Indied® to remove procedural bottlenecks and
develop an integrated transport policy.

Recommendations have also been made for negosatiothe India-EU BTIA. Although
India has not made any commitments in the GAT Sdgistics services, such as road freight,
cargo-holding, storage and warehousing, and trahggency services, it has autonomously
opened up most sub-sectors and FDI up to 100 persemdlowed through the automatic
route. India can offer to bind these commitmenthweciprocal commitments from the EU
and also ask for harmonized recognition procedimeprofessionals through Mode 4 in road
freight and maritime sectors.

References

Beke, ‘The Practical Experience of Adapting to th&ernational Accounting Standards’.
Review 110 of International Comparative Managem¥olume 11, Issue 1, March
2010.

Cefic, ‘The European Chemical Industry’s Prioritiedndustrial Policy’, 10 October 2012.

ClI-KPMG, ‘Skill gaps in the Indian Logistics SectoA White Paper. CII-KPMG.
September 2007.

CRISIL, ‘CRISIL Customised Research Bulletin’. Felry 2012.

82



Draft not for citation and quotation

Colliers International, ‘Logic of Logistics’, JuB0O9.
Deloitte, ‘Logistics and infrastructure Exploringmortunities’, 2009.

Deloitte, ‘Developing supply chain excellence: @p#ing inbound and outbound logistics’.
April 2010.

Deloitte-ICC, ‘Logistics Sector: Present situataomd way forward’, January 2012.

European Commission EC Statistical Pocketbook, TEbhsport in figures’, ISBN 978-92-
79-21694-7, 2011.

Eurostat, ‘European Union international trade imviees Analytical aspects Data 2003-
2007, Euro Stat ISSN 1725-4477. 2009.

KPMG, ‘Logistics in India’, Part 1-3. KPMG Busineasad Industry Issue. November 2010.

KPMG-CII, ‘Competitiveness through Efficient Logrsd’, 20009.
http://www.kpmg.de/docs/India_Competitiveness _thlolEfficient Logistics2009.p
df

Leunig, T., Minns, C. and Weinhold, D., ‘Internatal trade, express logistics and
globalization: Part and parcel of the solution torent economic problems’. DHL-
LSE White Paper. September 2009.

Liu, Shuang, ‘A Research on the Relationship of iktics Industry Development and
Economic Growth of China’, International BusinesssBarch, July 2009.

Malhotra, D., ‘Study on Government Procurement.d$ttor Evidence Based Competition
Advocacy’, January 2012.

Mckinsey & Company Infrastructure Practice, ‘Buildi India: Transforming the nation’s
logistics infrastructure’. July 2010.

Mukherjee and Miglani, European Business and TedogyoCentre (EBTC), Research
Report on ‘Non-Tariff Barriers in the Transport anobistics Sectors: India’. August
2010.

Mukherjee and Miglani, ‘Logistics Sector in Indi@pportunities and Constraints for EU
Business’,Journal of Indo-European Business StudiRsutlingen, Germany ISSN:
2192-7332. November 2011.

Mukherjee Arpita, Parthapratim Pal, Subrata MiRamneet Goswami and Souvik Dutta,
‘Facilitating Trade and Global Competitiveness: g3 Delivery Services in India’.
Oxford University Presslanuary 2012.

Navickas, Valentinas, Leila Sujeta and Sergej Waogio, ‘Logistics Systems as a Factor of
Country’s CompetitivenessEconomics and Managemen®SN 1822-6515, p. 231-
37.2011.

Planning Commission. ‘Report of the Working Group loogistics’, Government of India.
May 20009.

Planning Commission (2011), ‘Report of Working Govaan Warehousing Development And
Regulation for the Twelfth Plan Period (2012-10ttober 2011.

USTR, Office of the United States Trade Represa@a®?012 National Trade Estimate
Report on Foreign Trade Barriers’. 2012.

World Bank - International Finance Corporation, ibgpBusiness’, Washington. 2011

83



Draft not for citation and quotation

WTI, ‘Trade facilitation, logistics services andeferential trade agreements (PTAS): The
case of the CARIFORUM EPA’, MILE 11 Thesis by Tindaeser. 2011.

WTO. Services Sectoral Classification List MTN.GM&120. July 10, 1991.
WTO. ‘Freight Logistics Checklist’ TN/S/W/20. Ju@8, 2004.

WTOa,http://trade.ec.europa.eu/doclib/docs/2008/septetnbedoc 140506.pdf
TN/S/W/34, 18 February 2005.
WTODb. ‘EC’s Conditional Revised Offer’, TN/S/O/EBRXv.1, June 29, 2005.

WTOc. ‘India’s Revised Offer’, TN/S/O/IND/Rev.1, Aust 24, 2005.

WTQO, ‘International Trade Statistics 2012', Retedv 26 November, 2012.
http://www.wto.org/english/res e/statis e/its201s&2 trade cateqgory e.htm

WTO, ‘Note by the Secretariat on Logistics Servic84C/W/317. 10 June 2010.
Yang, Wang and Lugian Wang, ‘The Economic Growtlfeéif of Logistics Industry FDI
Analysis’, Business and Economjgs 377-81, December 2010.

Yuan, Huaiyu and Jianmin Kuang, ‘The Relationshgtween Regional Logistics and
Economic Growth Based on Panel Datadgistics Policy and Strategy. 618-23,
2010.

Websites and other reports

http://dipp.nic.in/

http://epp.eurostat.ec.europa.eu/

http://www.frost.com/

http://www.thehindubusinessline.com/industry-andremmy/logistics/article2373408.ece

http://www.mckinsey.com/locations/india/mckinseyuagia/pdf/building_india_transofrming
the_nations_logistics_infrastructure.pdf

http://www.nsdcindia.org/pdf/transportation-logistipdf

84



Draft not for citation and quotation
Chapter 4: Energy services

Smita Miglani

Introduction

Energy plays a vital and pervasive role in allleg economies in the present world. It is seen
as a strong determinant of quality of living and amportant driver of economic
developmerit® and international trade. This is all the more tfielarge economies of the
world such as the European Union (EU) and India.

The energy market broadly comprises of four maay@is: energy consumers, producers or
generators, equipment suppliers and service supplle is often difficult to distinguish
between energy goods and services when comparge®femn vertically integrated and
perform all energy-related activities, namely proithin, transmission and distribution
simultaneously. In such a scenario, the producisiwtan be easily stored - such as oil and
solid fuels, are considered as goods, while vatloeed to energy goods produced is classified
under ‘energy services’. Energy services thus wolwll services related to energy
production, distribution and transmission such aslaggical mapping of exploration and
production (E&P) sites, drilling, technical testjngnarketing, transportation, distribution,
energy efficiency, maintenance, consulting servicesnstruction, auditing, network
maintenance, and metering and biling among oth€hese can be rendered across all
segments of energy - primary (fossil fuel) and sdeoy (i.e. electricity) - and across
renewable and non-renewable enerdyElectricity, however, has characteristics of both
goods and serviceé?

Enhancing energy production and attaining highcefficy standards have emerged as key
areas of concern for both India and the EU in regears. Over 80 per cent of their energy
consumption is based on fossil fuels; and they boghnet importers of these resources. The
use of both renewable and non-renewable energyndseasing in these regions and

competition is seen as one of the ways of promagifigiencies in the sector. For all these

reasons, energy services are a crucial part ofIndia and the EU in their international trade

engagements.

This chapter analyzes the nature and potentiahefgy services sectors in India and the EU,;
prospects for enhancing mutual trade and investnaemt key constraints to the same. The
assessment is based on an in-depth research sdd¢tw and discussions with stakeholders. It
then analyzes negotiating strategies that woulthéurindia-EU collaboration in the sector.
The structure of this chapter is as follows: Sectiwo discusses the classification and
coverage of energy services under the GATS. Setti@e and four respectively provide an
overview of India’'s and EU’s energy sectors, emiag on the liberalization process.
Section five outlines the trade and collaboratictivety in energy services between India and
the EU and the domestic and external barriersesethSection six analyzes whether and how

10n fact, energy availability and consumption hileeome so important that ‘energy consumed peraagit

one of
the key indicators of modernization and progidss country. Provision of energy services in aacate,
affordable and reliable way is considered esakfar economic welfare, eradication of povertyrastructure
development, growth of health services, commearammunication and other economic activities.

" For details, see Mukherjee and Goswami, 2009.

172 Electricity may be considered as a good in thesehat it is manufactured through the processaiérially
transforming fuels into electrons, and a seriricthe sense that it cannot be stored and mugtdzkiced and
consumed simultaneously.
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the recognized barriers in India-EU can be adddeskeough bilateral negotiations and
reform measures. The last section draws out tha nmiclusions.

4.1  Classification and coverage of energy servicaader GATS

Energy services were not negotiated as a sepageti@ sluring the Uruguay Round of World
Trade Organization (WTO) negotiations (1986-94)riby that Round, it was decided that
production of primary and secondary energy shoelddvered under the General Agreement
on Tariffs and Trade (GATT), and transmission arstrithution of energy services should be
subject to GATS rule¥®> WTO member countries drew up the ‘WTO Servicest@at
Classification List’ (MTN.GNS/W/120) based on thenitéd Nations Provisional Central
Product Classifications (UNCPC) for the purpose negotiations. This list (known as
‘W/120") covered over 150 sub-sectors in 12 broadt@al categories. However, ‘energy
services’ was not covered as a separate comprekenategory in the W/120 and the
majority of global energy services are not covebgdspecific commitments under GATS.
Important energy services (transport, distributioonstruction, consulting, engineering, etc.)
are covered by the respective horizontal categovwbile some energy-related services are
listed as separate sub-sectdfsUnder each broad category, there is a correspgrndPC
number for energy services. For instance, CPC @B#es to non-food retailing services
under which CPC 63297 covers retail sales of filebottled gas, coal and wood. After the
Uruguay Round, the coverage of energy servicebendNCPC has undergone changes in
line with developments in this sector. For instanceCPC Version 1.0, new services such as
electricity distribution services (69110) and gastribution services through mains (69120)
have been included.

Thus, energy services do not constitute a sepa@iromic sector, but cut across several
other service sectors such as construction andramaental services. Complexities of
classification under the GATS mean that India needsake a cautious stand during its
negotiations and scheduling of commitments at titermational level, especially since the
sector is continually evolving. From the beginnimigthe Doha Round, a number of WTO
members including the EU raised concerns abouinddequate classification and provided
alternative classifications. The EC (European Caossian) Communication (S/CSS/W/60) of
March 23, 2001 focuses on a number of sectors/eatois in which the EC would like WTO
members to undertake commitments, and highligbtewn interest in liberalizing trade in
energy services. Nuclear materials are excluden f&C’s bilateral negotiations since they
are sensitive. The EC recognizes the need for aéggl this sector to achieve public policy
goals, and emphasizes establishment of a trangpaobective and pro-competitive
regulatory framework.

For the purpose of analysis in this paper, we areguthe W/120 classification as per the
GATS framework as shown in Table 4.1.

Table 4.1: Coverage of Energy services
| W/120| CPC No. | Description

13 The General Agreement on Trade in Services (GAWB)ch came into force in January 1995, established
rules and disciplines governing trade in services.
" For instance, services incidental to mining amises incidental to energy distribution are clfiedi under
‘Other
Business Services’, and pipeline transportaocovered under ‘Transport Services’. One of #esons for
the
poor coverage of energy services in the W/12Bdsthe UNCPC, from which it is drawn, does nsiténergy
services as a separate category.
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1.Ae | 8672 Engineering services
1.Af | 8673 Integrated engineering services
1.C.a | 85103 Research and experimental development ssrgit@atural sciences

and engineering and technology for casting, metahchinery,
electricity, communications, vessels, aircraft, ilciengineering,
construction, information, etc.

1.F.c | 865 Management consulting services
1.Fd | 866 Services related to management consulting
1.Fe | 8676 Technical testing and analysis services
(partial)
1.F.h | 883 Services incidental to mining
5115 Site preparation work for mining
1.Fj 887 Services incidental to energy distribaitio
1.F.m | 8675 Related scientific and technical consulting serwice
(partial)
1.F.n | 8861-8866 | Maintenance and repair of fabricated metal produutchinery and
(partial) equipment, and electrical machinery (excluding tmag vessels,

aircraft or other transport equipment)
3.B 5134-5136 Construction work for civil enginegrifor long-distance pipelines,
for local pipelines, for construction of mining

3.E 518 Renting services related to equipment dostruction or demolition
of buildings or civil engineering works with opevat

4.A 62113 Commission Agents Services — sales oeeaof contract basis of
fuels

4.B 62271 Wholesale trade services of solid, ligamd gaseous fuels and
related products (excluding electricity and tows)ga

4.C 63297 Retailing services of fuel oil, bottlekgcoal and woods

11.G.a| 7131 Pipeline transportation of fuels

Source: Compiled by the authors from W/120 and CollectiveegRest in Energy Services.
(http://commerce.nic.in/wto_sub/services/Plurilaif&r20Request%200n%20Energy%20Service$.pdf

Note: Services incidental to mining covers services aglrilling services, derrick building,
repair and dismantling services, and oil and gdsaasings cementing services, rendered on
a fee or contract basis at oil and gas fields.

4.2 Overview of Indian and EU Energy sectors

As with all major economies of the world, energyais important ingredient of growth and
development in India. High and speedy economic grawer the past few years has created
high demand for it and India has emerged as botiajar energy producer and consumer on
the world map. Its total energy reserves, prodacaad consumption as compared to EU
countries and its global ranking are given in Takle2 and 4.3, respectivel{

Table 4.2: India Energy Statistics by source in 20 (% of world total)

Fuel Reserves Production Consumption
Coal 7.0 (6.5) 5.6 (4.2) 7.9 (7.7)
0]] 0.3 (0.4) 1.0 (2.0) 4.0 (15.9)

75 Like the EU, India has a shortage of fossil fuech constitute a major proportion of its impostsket.
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Natural Gas 0.6 (0.9) 1.4 (4.7) 1.9 (13.9)
Nuclear - - 1.2 (34.3)
Hydroelectricity - - 3.8 (8.8)
Other renewable* 4.7 (41.5)

Source:Compiled from BP Statistical Review of World Enei2y12.

Note: The corresponding figures for EU are given in pdreses.
* These include wind, geothermal, solar, biomashaaste.

Table 4.3: World Ranking of India and EU-27 in setcted energy sub-sectors (2011)

Fuel Reserves Production Consumption
Coal UG 47 (6™ 37 (4™
Qil 18" (19" 215 (17" 5" (2"
Natural Gas Z1(18" 16" (4M) 12" (2
Nuclear Energy - - 15(1%)
Hydroelectricity - - (5™
Other renewable* B(1%)

Source:Compiled from BP Statistical Review of World Enei2y12.
Note: The corresponding figures for EU are given in pdreses.
* These include wind, geothermal, solar, biomash\aaste.

In the year 2011, coal accounted for a majoritypewd 53 percent of India’s primary fuel

consumption (Figure 4.1). In the same y@drand gastogether comprised about 40 percent
of India’s primary energy consumption; in contratste corresponding share for EU was
about 62 percent. India also has low domestic veseand production of oil and gas, and in
2011, it was the world’s fifth largest oil and $ixiargest natural gas importer. In refining
capacity, it accounted for about 4 percent of werldtal.

India accounts for only about one percent of theldi® total uranium reservé$® Due to
lack of raw material, it has not been able to uselear energy extensively to generate
electricity in the past. In 2011, India ranked déhth in the world in nuclear energy
consumption (EU ranked first). The share of nuckraergy was only about 1.3 percent in its
primary energy consumption in India as against ézgnt in the EJ’” However, India is
abundantly endowed with sourcesrehewable energguch as solar, wind, hydro and bio-
energy and has significant potential for generatibelectricity from these. These resources
are environment friendly and create employment dppidies in rural area¥®india is the
world’s seventh largest hydroelectricity consumpauntry, while EU is the fifth largest.
Biomass along with dung cakes accounts for almdsird of India’s total primary energy
consumptiort.””

Electricity is a key input for India’s economic growth and intstalled capacity increased
from 1,362 MW in 1947 to about 186655 MW in 20#4 Thermal electricity accounts for

% World Nuclear Association, 2008a.

" India has around 12 percent of world’s total thotireserves, and is actively developing technotogytilize
thorium as a nuclear fuel.

78It is now the fourth largest wind electricity geamr in the world (after Germany, Spain and the Wgh a

total installed capacity of 6270 MW. Wind energyngeates around 3 percent of all electricity produicelndia

and a substantial part of this is under privatgdtives. Source: Global Wind Energy Council (2Q07)

9 Planning Commission, 2006.

180 Ministry of Power, 2008.
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around 64 percent of total electricity generatitmllowed by hydro-electricity (around 25
percent). The share of nuclear (3 percent) and eémewables (8 percent) is much lower in
India than for the EU. India is the fifth large$t@ricity generating country, and accounts for
about 3.9 percent of world's annual electricity eyation'®! However, its current per capita
electricity consumption at 630 kW is only about one-fourth of global avera§&There is
an average energy shortage of around 10 percerd aedk-level shortfall of 13-25 percent.
Aggregate technical and commercial lo$&®se a grave threat to the viability of the sector
which, on average, is incurring losses of more tb&$7920 million annually. Many rural
communities lack access to reliable energy senatesthe poor have to rely on traditional
sources for their daily energy needs. With econogrmwvth and rise in population, total
electricity demand is expected to increase by a@r@!b times in the next two decad®s.

Figure 4.1 shows that for the EU, about 80 peroéenergy use is based on fossil fuels - oil,
gas and coal. Oik the most important energy source for the chenaid transport industry,
while natural gass important for power generation and for heatipgliances in hous€$4n
spite of the low reserve of oil and gas, the Ed major player in world’s energy market and
is the second largest consumer of energy in thédwdrAmong EU-25 countrie¥® the UK

is the leading energy-producing country, accounforgnearly 30 percent of EU’s annual
energy production. Other major energy-producingntaess are Germany, the Netherlands
and Poland. The leading energy-consuming counaresGermany, France, and the UK,
which together account for about 48 percent oftded energy consumed.

Figure 4.1: Primary Energy Consumption by Fuel inindia and the EU (2011)

181Bp, 2008.

182 kilowatt per hour.
B3http://www.eksporttilindien.um.dk/NR/rdonlyres/340629-3355-430E-9E66-
6A2AF16CF2AC/0/Energysectorinindia.pdf

184 Technical losses are mainly due to inadequatestnents over the years for system improvement works
resulting in unplanned extensions of distributimes$, overloading of system elements (transforrands
conductors) and lack of adequate reactive powgs@tipCommercial losses are mainly due to low nieger
efficiency, theft and pilferage.

185 Planning Commission, 2002.

188 http://www.eusustel.be/public/documents_publ/TheZ2@®pean%20Union_final.pdf
187 http://www.eurunion.org/eu/index.php?option=com_teom&task=view&id=2403

188 Excluding Romania and Bulgaria.
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India
Hydro-
0,
Nuclear Energ 2% 2%
1%
Qil
29%
Total: 559
Natural Gas
10%
m Ol m Natural Gas
= Coal (Hard Coal + Lignite) ® Nuclear Energy
= Hydro-electricity = Renewables
Hydro- E U
electricity. Renewables
4% 5%
Nuclear Energ
12%
Coal (Hard Co Total: 1691
+ Lignite)
17%
m Qi ® Natural Gas
u Coal (Hard Coal + Lignite) ® Nuclear Energy
® Hydro-electricity H Renewables

Source:Compiled from Primary Energy: Consumption by fugP, Statistical Review of World Energy 2012.
Note: In BP Statistical Review, primary energy comprisasy commercially traded fuels. Excluded are fuels
such as wood, peat and animal waste, wind, geotiiernd solar power generation.

There is wide variation across EU member couninegerms of reserves, production and
consumption of energy. Some small members such akaMCyprus, Slovenia, Latvia
Estonia, and Luxembourg have negligible reservesnefgy resources and account for less
than one percent of EU’s production and consumptibnere are also differences in
endowments of fossil fuels, degree of exploitattdmesources and member states’ domestic
policies. Important EU countries in production amhsumption of selected energy are given
in Table 4.4.

Table 4.4: Major EU Players in terms of productionand consumption of Selected
Energy

Energy Segment In terms of Production In terms of Gnsumption
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Coal Czech Republic, Germany, | Czech Republic, Germany,
Greece, Poland, Romania | Poland, Spain, UK
ol Denmark, Italy, Romania, UK France, Germany, Italy, Spain,
UK
Gas Germany, Italy, Netherlands,France, Germany, lItaly,
Romania, UK Netherlands, UK
Hydro | France, Germany, Italy, Austria, France, Italy, Spain,
Renewabled Spain, Sweden Sweden
Wind | Denmark, Germany, Denmark, Germany, Netherlands,
Netherlands, Spain, UK Spain, UK
Biomas | Finland, Portugal, UK Finland, Portugal, UK
S
Nuclear France, Germany, Sweden France, Germargd&Sw
Electricity Generation France, Germany, Italy, 8palK

Source:Compiled from (i) BP Statistical Review of World &gy 2012 for coal, oil and gas and; (ii) Energy
Mix Fact Sheets and Renewable Energy Fact Sheets) ruclear and renewable energy.
http://ec.europa.eu/energy/energy  policy/factdtem.

Coal is an important source of energy consumptiothe EU. However, its production and
consumption differs across the member states. M&jbplayers in terms of production and
consumption of selected energy segments are givarable 3.1. Oil is the most important
primary fuel for many member states. The UK is thegest oil-producing country,
accounting for about 68 percent of EU’s total ahrmubkproduction, and Germany is the
leading oil-consuming country, accounting for abb6itpercent of its oil consumptidtt. EU
member states are dependent on oil imports, birt slberce countries vary. For instance,
while Germany and Poland rely mainly on RussianEgeameets its requirements from the
Middle East, North Africa, the North Sea and Rud¥iafter oil, natural gas is the most
important primary fuet’ Most natural gas produced in the EU comes fromttNSea gas
fields which are shared by the UK and Netherlamdsdqunting for about 70 percent of total
natural gas produced by the EX.

In 2011, the EU’s share in nuclear energy accounted for t@al33u percent in world
consumption. It contributes to around a third o tbnion’s electricity production and at
present, represents the largest source of carleeneinergy in Europ&® EU members have
varied policies related to this sub-sector whichffecting the use and production of nuclear
energy. While some members such as France are dimmeon this energy source for
electricity generation®® others including Austria, Denmark, Portugal andiSfave been
opposing the use of nuclear power as an energycso@ome such as Italy, Germany,
Sweden, the UK and the Netherlands that were fdynogyposed and/or had banned the use
of nuclear power are now rethinking and supportiglear development. Environmental

189Bp, 2011.
190 Geden et al., 2006.
191 http://ec.europa.eu/dgs/energy transport/stated@iffom 2007 0253 en.pdf
192
BP, 2011.
193 Commission of the European Communities, 2006.
194 http://www.eusustel.be/public/documents_publ/The®&a®pean%20Union_final.pdf
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concerns, especially issues such as nuclear wastesafety, are a major obstacle to the
expansion of this source of energy.

Renewable energy accounts for a significant sheEJs energy production, and the EU as
a whole and individual member states are focusimgemewable energy due to concerns
related to global warming, inadequate domestic lsupfphydrocarbons, energy security, high
prices of fossil fuel, and environment-friendly lteclogies among others. The volume of
renewable energy produced within the EU-27 incréaserall by 60.2 percent between 1999
and 2009, equivalent to an average increase opdr8ent per annum. Among renewable
energies, the most important source in the EU viasdss and waste, accounting for about
68 percent of primary renewables production in 2008owed by hydropower (19 percent of
total). Although its level of production remaindatevely low, there was a particularly rapid
expansion in the output of wind energy, which acted for 7.7 percent of EU’s renewable
energy produced in 2009. The largest producer méwable energy within the EU in 2009
was Germany, with an 18.7 percent share of the EUWe?al; followed by France (13.2
percent), Sweden (10.7 percent) and Italy (9.9gye)c There were considerable differences
in the renewable energy mix across Member Statdiecting to a large degree natural
endowments and climatic conditiohis.

External dependence on energy is a key concerthéomdian government. Table 4.5 gives
projections about the primary commercial energyumegnents for India until 2016-17 as
made by the Planning Commission. It shows that mspaccount for a large proportion of
energy requirements of India. Given the shortagdossil fuels, India, like the EU, is
focusing on renewable energy and issues of demidednsanagement, energy security and
efficiency, and sustainable development. In nexb wecades, the main challenge is to
provide access to cost-effective energy servicks.development goal of providing access to
convenient energy needs a significant increaseemices supplied. The challenge lies in
expanding access to basic energy services forge laumber of energy poor while also
keeping it environmentally sustainable.

Table 4.5: Projected Primary commercial energy regirement (mtoe)

Type 2010-11* 2016-17@

Ol

164.32 (76.4%)

204.80 (80.5%)

Natural Gas and LNG

57.99 (19%)

87.22 (28.4%)

Coal

272.86 (19.8%)

406.78 (22.1%)

Lignite 9.52 14.00
Hydro 10.31 (4.6%) 14.85 (3.5%)
Nuclear 6.86 9.14
Renewables 0.95 1.29

Total Energy 522.81 (36.53%) 738.07 (37.95%)

Note: (a)* Provisional data; @ on the assumptiai #nnual demand/growth would be 6.5 percent, BDi6-
17

These figures include use of oil and gas feedstmctertilizer and other non-energy usage.

(b)The parentheses show proportion of imports Ergynrequirement

Source: Planning Commission Statistics

195 For statistical data on sustainable developmeatéas of climate change and energy for the EU, see
http://epp.eurostat.ec.europa.eu/statistics _expidindex.php/Sustainable development_-
Climate _change and_energy
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Like India, given the gap between demand and sugipgnergy, the EU too is a net importer
of energy and in the last five years and on anameeiit imported about 50 percent of its
energy needs. The domestic resources of the El¢dedly in oil and gas) are limited. Coal
is mainly available in central and eastern Europeamtries such as Poland, Germany and
Czech Republi¢?®Energy imports represent six percent of total intgdprty-five percent of

oil imports are from the Middle East and 40 peragmatural gas is imported from RusSia.
Energy demand has been rising every year by abeltpgrcent® However, energy
inteng(i)toyL99 in the Union is falling. It fell by 1.6 percent pannum between 1990 and
2009

The EU depends on imports for more than 50 peraieits energy needs and is susceptible to
energy price fluctuations in the global market. Téeernal dependence on energy is an
important issue in political debate and energy sgcand it plays a crucial role in EU’s
international engagemerftSThe EU leads the world in energy demand managearehin
development of low-carbon technologies. Althouglisitalready the world’'s most energy-
efficient regions, it has the potential to go mdgtther. This is recognized by the EC. The
2005 EC Green Paper on Energy Efficiefitgtated that up to 20 percent of EU’s energy use
could be saved between 2005 and 2020 by improvingesicy. From time to time, the EC
identifies bottlenecks that prevent use of costatife technologies such as lack of
appropriate incentives, information and financingctmanisms. Measures to overcome these
bottlenecks are proposed at all levels - EU, natiaegional and local.

For India, data from the &6 Round of the National Sample Survey Organisation,
Government of India conducted during July 2009 reJ2010 reveals that energy sector
employed about eight lakh peopf&.In terms of contribution to the domestic prodiN§SO
statistics are compiled for selected sub-sectoesicl, it is difficult to give an exact estimate
for the entire energy sector. However, in 2009+hhing and quarrying; and electricity, gas
and water supply together contributed about US$4Bmillion to GDP (about 4.3 percent
share) at 2004-05 prices. As regards the EU, in720@ total number of employees in
energy sector was 1.6 millidfi* Though an exact estimate for the entire energtoséxnot
availazlg)ge, the electricity sector alone was wontbuad 5 percent of EU GDP in the year
2008:

The governance structure in the sector reflectsaledquasi-federal setup. Different
ministries of the central government, namely, thmisdry of Coal, Ministry of Petroleum

1% Bp 2008.

197 http://europa.eu/scadplus/leg/en/lvb/I27037.htm

18 EC, 2006.

199 The energy intensity of an economy is a measuréa@famount of energy needed to produce one unit of
economic output. A reduction in energy intensityame that less energy is need to produce the satpatou
and is thus related to energy efficiency. The iattic presented here is calculated as the ratioasfsgnland
energy consumption (in tonnes of oil equivalentlsOP (in constant 1995 euro).

290 http://forum.eionet.europa.eu/nrc-energy/librargtdr?_final/download/1/ENER17_final.doc

201 Directorate General for Energy and Transport, 2004

22EC, 2005.

203 s per the four digit classification under the N2G04, the sub-sectors included in this figureranging of
coal and lignite; extraction of peat; extractioncafide petroleum and natural gas; service activitieidental
to oil and gas extraction, excluding surveying; atettricity, gas, steam and hot water supply.

204 As per the National Income Accounts Statisticsrr@SO, the combined share of electricity, gas aatbw

supply
in total employment was 1.1 percent and renthimehanged between 1999-2000 and 2009-10.

205 By the end of 2010, the EU renewable energy ingleshployed over 1.1 million people. Source: EC120

and
EC, 2011.
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and Natural Gas, Ministry of New and Renewable BwnerMinistry of Power and
Department of Atomic Energy play a crucial rolepwlicy formulation. Under them there are
various public sector undertakings, technical aesearch institutions, organizations and
agencies (either under the purview of nodal mi@stor autonomous) and state-level nodal
agencies (to formulate and implement policies atdfate levels). The Planning Commission
coordinates and integrates energy policy proposhlgelevant government agencies as a
comprehensive energy policy into the five-year plahich is then implemented by different
government agencies. The Parliamentary CommitteErmrgy and Energy Policy Division
of the Planning Commission are involved in policgkimg. In the EU, energy is a policy
responsibility shared between the EU and membtessta

The EC creates appropriate framework conditiongHersector through its directives (laws)
which come into force in any country when the nadlogovernment takes steps to introduce
and implement them within national laws.

4.2.1 Market Structure and Liberalization of energysector in India

Over the years, the energy sector of India hasngote substantial changes. In the past, due
to its public good characteristics, energy-relasedvices were mostly supplied by state-
owned monopolies and involvement of the privatemewas limited. However, since the
1990s, the sector has undergone substantial refanchdéiberalization, as also in case of EU,
and now private players have an important role he tdevelopment of this sector.
Privatization has led to emergence of global playerenergy services and enhanced global
trade in the sector.

Coal, a sector of prime importance for the econdfoy thermal power generation) was
nationalized in the post-independence period. €0 1890s, private players were allowed in
captive mining for electricity generation, coal Wwegy and other industrial end uses. The
deregulation of coal prices began in 1996 and tb#iefy Control Order in 2000 fully
deregulated the coal pricing regime under whichgbeernment PSU, Coal India Limited
(CIL) was allowed to fix the prices in relation noarket prices and revise them from time to
time. India’s total coal production is falling shaf demand and there is a paucity of funds
with the nationalized sector for investment andaggion. Various recommendations have
been made to encourage private participation argtdwe productivity and efficienc3f®
Development of appropriate technology and reformthe sector has been emphasized from
time to time to increase competition. These inclide amendment of the Coal Mine
Nationalisation Act to allow specialized privatet®s owned mining companies to enter the
sector, allow coal to be traded on real-time, etext exchanges to discover its present and
future prices as well as monitor sales and setegmasector regulator.

The oil and gas sectors were also nationalizedhan post-independence period. Post-
nationalization production showed an upward treatstarted to decline in the 1980s. At the
same time, there was a steady increase in consamgiéimand for oil and gas. This created
the need to expedite exploration efforts, develog manage newer reserves and, a series of
measures followed which encouraged private/forgilgtyers to participate in the sector. In
the eighties, the government started to offer effié sedimentary basins to foreign oll
companies for E&P. To generate additional investnagnl upgrade technology, in 1997 the

2% For instance, the Shankar Committee Report oEtEert Committee on Road Map for Coal Sector Reform
(Part I, December 2005 and Part I, October720ind the Ashok Chawla Committee on Allocation of
Natural
Resources (May 2011).
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government introduced the New Exploration Licensiaicy (NELP). Under this policy,
off-shore and on-shore exploration blocks were reffeto private/foreign companies.
Interested parties could bid directly without thendatory participation of National Oil
Companies (NOCs) and carried intef&sof the government/NOCE? Till now, nine rounds

of the NELP have been completed. Various otherntices, such as seven years of income
tax holiday from commencement of commercial productnd abolition of customs duties
on import of equipment for exploration operationgre given to encourage investment. EU
companies such as Cairn Energy, British Gas, Bristroleum and Premier Oil (UK), ENI
(Italy) and Geopetrol (France) have been awardeckslin the past®

India started focusing on renewable energy after dh shocks of the 1970s. The early
programs were initiated with a target-oriented $yympish approach and were driven by
direct subsidies from the government. In the 1990sre were changes in regulatory
structure and policy and there was a shift fronaricial to fiscal incentives and renewable
energy programs focused on commercialization aadtgr involvement of the private sector.
By the end of 1990s, more than 80 percent of en& @y renewables was generated by
private sectof:® At present, foreign investment and technology dfen is encouraged
through various policy initiatives. In recent paite government has been giving greater
importance to development of India’s huge hydroeptiafto meet its ever-increasing
power demands.

Indian electricity sector is covered under the corent list and is administered both by the
central and state governments. The Constitutionh@sgever, given supremacy to the central
legislation. The transmission network across thentty has been demarcated by the central
government into five separate regions forming regia@rids. The sector was brought under
government control after independence and postd@9@as progressively liberalized. To
expand generation capacity, the central governnogegned electricity generation for
foreign/private investment and encouraged the &shabent of Independent Power
Producers (IPP) projects to attract additional tehpn the sector. Concessions such as 100
percent ownership, long-term purchase agreement@ssured profits were also offered. In
June 2003, the Electricity Act was enaétédhich provided a framework for a more
competitive, transparent and commercially drivemw@osector. It recognized power trading
as a distinct activity, provided open acé&s the transmission and distribution network,
allowed third-party sales, and introduced the cphoétrading bulk electricity.

FDI up to 100 percent has been allowed in generaticansmission, distribution and
electricity trading subject to the provisions ofsttAct. Private entities were permitted to
establish, operate and maintain generating powantpland enter into long-term power
purchase agreements with the SEBs. Provisions Of d€rcent FDI along with fiscal

27 Carried interest was exercised by the NOCs ortigr afommercial discovery. In pre-NELP rounds, NOCs
had the right to take up to 40 percent share infédired blocks (mandatory 10 percent in the beagoand
30 percent after commercial discovery).

208 Government companies were required to competétairooil blocks instead of being given to themaon
nomination basis as had been the practice.

299 hitp://petroleum.nic.in/speeches/08-01-2008.doc

219 Guru, 2002.

21t has been estimated that about 69 percent @d’stbtal hydro potential remains untapped to date

12 ith its coming into force, the Indian Electricijct, 1910, Electricity (Supply) Act, 1948 and Higgity
Regulatory Commissions Act, 1998 were repealed.

3 The Electricity Act, 2003 aims to create a contpetielectricity market in India through open access a
first step in the process, a generating compamgisitted to sell a portion of the power it genesato any
distribution licensee in the country. In the secatabe, the generating company will be able to Eaiver
directly to bulk consumers, bypassing the distidoutompany.
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incentives such as zero customs duty on imporapital goods for mega power projects and
an income tax holiday for generating plants for yigars will make India an attractive

destination for foreign investors. The per capiecteicity consumption in India has been
increasing. FDI norms are continually being relagad up to 100 per cent FDI is allowed in
most segments now. Table 5A.1 in Appendix 5A giaeverview of the FDI regulations in

the energy sector.

Overall, reforms in the electricity sector havetmestured the vertically-integrated market
structure to a competitive one. Market efficien@s hmproved; mobility and the number of
players have increased. Regulations have contddotéhe creation of a competitive market
place, which in future will bring open market iretalectricity sectof**

4.2.2 Market Structure and Liberalization of energy sector in the EU

Like India, the energy markets of EU member coestalso underwent rapid changes over
the past two decades. These changes are not atiesobut in line with the worldwide trend
towards liberalization, restructuring and privatiaa. Before the 1980s, energy generation,
grid expansion and selling were undertaken predantip by public-owned vertically-
integrated monopolies or oligopolies that were tgdrexclusive rights. They mainly catered
to the domestic market in a non-competitive enviment and government intervention was
limited to subsidies, price setting and volume igniThis resulted in monopoly profits and
monopoly-induced inefficiencies. The liberalizatiprocess began in the 1990s. Given the
scarcity of fossil fuels, increasing demand pressuand need to increase supply efficiency,
the liberalization process focused on improvindcedhcy, transparency in a market where
private and public generators and retailers competa regulated and unbundled system of
energy infrastructure. It was envisaged that exppkirge parts of the energy supply chain to
competitive pressures would reduce prices andlibasfit users in the long term.

Much liberalization process across member statesbban due to initiatives undertaken at
the EU level. These pertain to common charactesissuch as unbundling, independent
regulators, public service provisions and secuftgupply in each member statg.

Given that the EU is a net importer of energy, thector has been accorded central
importance in the supranational and national pdlieynework. All energy policy decision-
makers at the EU level (Commission, Parliament@adncil), have emphasized that energy
policy must form part of the general aims of them@aunity’s economic policy based on
market integration, deregulation, limited publiteirvention (to safeguard the public interest
and welfare), sustainable development, consumetegion and economic and social
cohesion. However, beyond those general aims, gipaiicy must pursue particular aims in
the energy sector that reconcile competitivenessurgy of supply and protection of
environment ¢

Overall, the reforms were pursued at two paradéiekls. First, under the EU Electricity and
Gas Directives, member countries were requireclke at least a minimum number of steps
by certain key dates towards liberalization of theational markets. Second, the EC
promoted efforts to improve interfaces betweenamat markets by improving cross-border
trading rules, and expanding cross-border transomdmks. The aim of these policies was to
enable companies to compete with national incunsbecdmpetitive pressure being such that

Z4Table 5B.3 in Appendix 5B gives the regulators aathe key regulations/programmes in the Indianggner
sector.

215 hitp://www.euractiv.com

8 hitp://www.europarl.europa.eu/factsheets/4_12_(ten.
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operators are able to realize productivity gaind/@ndecrease marginga economies of
scale. Realizing the need for efficient and flegilfunctioning of renewable markets,
important directives in these segments were ieitiaince 2001.

A series of Directives were passed to set up ayflamework and a time-frame for member
states to work towards creating a competitive mabmarket to enable efficient use of scarce
resources. The European Directives (approved byHGein the second half of 1990s)
designed a common framework for energy marketg buailcertain objectives and principles.
Member states were allowed some flexibility in iemplenting the intended outcomes and
they could develop their own plans in line withgaeDirectives. Some of these (such as the
electricity and gas Directives) directly impact thumctioning and outcomes of EU energy
markets, while others such as those on intern&icgs market integration or recognition of
professional qualifications indirectly influencesthnergy sectdt’

Market integration and liberalization in the coat®r began in the 1950s as it was seen as a
necessary component of an open market for steel.opening up of the gas sector followed
the liberalization of the coal and oil sectors. d.ikadia, restructuring of electricity and gas
markets across EU member states began in the 30s. The extent of liberalization varied
across countries and the 1990s saw the governmémeny EU member states reducing
their shares in prominent petroleum companiesidBriPetroleum (UK), ENI (Italy), Repsol
(Spain), Total (France), ELF (France) and MazeMaitu (Lithuania) underwent a transition
from being state-owned to becoming publicly listethpanies™®

The liberalization process can be analyzed in tlWwasps. In the first phase, the EC made
efforts to ensure competitive market conditiongha distribution of the gas and electricity
sectors. Council Directive 90/377/EEC (June 19983 wdopted to improve transparency in
gas and electricity prices charged to industrial-esers (amended by Commission Directive
93/87/EEC of October 1993). The importance of distailpg an efficient internal energy
market in the EU was recognized in Council Direet8d/296/EEC (May 1991) on transit of
natural gas through grids which aimed at makinddraetween different EU members more
efficient. Greater integration of the market anficednt and transparent energy practices were
encouraged by Directive 94/22/EC on conditions gmanting and using authorizations for
prospection, exploration and production of hydrboas?*°This Directive complemented the
Directive 90/531/EEC on procurement procedures rdfties operating in water, energy,
transport and telecommunications sectors (repeahedreplaced by Directive 93/38/EEC,
which was further repealed and replaced by Direc004/17/EC). The second phase of
EU's deregulation program introduced more compraiRerregulatory measures to establish
common rules for an internal energy market. Dikec88/30/EC (June 1998) laid down a set
of common rules and procedures on the organizaiwh functioning of the national gas
sector. The Directive of 1998 (98/30/EC) was reptaby Directive 2003/55/EC for gas,
which came into operation at the same time as Dwe@003/54/EC for electricity. Both
directives were concerned with common rules foermal markets of natural gas and
electricity. The Gas Directive 2003/55/EC soughathieve full opening of the gas markets
while maintaining high standards of public sernac®l a universal-service obligation. A two-

2 50me major directives in the sector have been sarimed in Table 5B.1 under Appendix 5B.

218 A company which is owned by the public throughrebkdisted on a stock exchange and traded on the op
market (widely acceptable to all investors/conswgnelt can raise capital through sale of stocks and
convertible bonds.

219 All the member states (except Luxembourg and Rihlavhich are exempt from transposition becausg the
do not have any potential hydrocarbon resourcesg lieansposed Directive 94/22/EC into national law
(http://europa.eu/scadplus/leg/en/lvb/I27007 )htm
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phase timetable was laid for fully opening the geskets - Phase | which came into force on
July 1, 2004 opened the non-residential marketlenPihase Il which came into effect on July
1, 2007 aimed to fully open the market.

The Directives were adhered to by member statesrdiog to their individual country
situations and levels of political autonomy. The Was one of the early countries to
liberalize. Italy, the Netherlands, Austria, Belgiuthe Czech Republic, Denmark, Germany,
Ireland, and Spain also opened their gas marketsotopetition for all consumers and
households before July 1, 2007. France, Bulgariangdry, Poland, Romania, Slovakia,
Slovenia, Lithuania, Luxembourg, Sweden and Estdidaso on July 1 2007, while Finland,
Latvia, Greece and Portugal were granted deroggfibon gas market openirigit was
believed that the internal market would give smiatlempanies easier access to the energy
market and ensure sufficient investments in powantp and transmission networks which
will, in turn, reduce interruptions in suppli&s.

On its part, the EC is continuously trying to fustHiberalize the market by ensuring the
implementation and enforcement of market openimgctives and by taking steps to break
the vertically integrated players. On September2D®7 the EC adopted a third package of
legislative proposals to further its energy polimyjectives’*Under this, the EC proposed
two options to EU member states to complete lilatibn of the gas and electricity sectors.
The first option was legal disintegration of supplyd production activities from network
operations (‘ownership unbundling’). The secondmptvas to allow energy supply firms to
maintain ownership of their transmission assets laalve their management to an
Independent System Operator (ISO) for taking inmestt and commercial decisioff8.The
EC stated that 'ownership unbundling’ was the pedeoption. This will ensure non-
discriminatory access to energy grids by smallemdi wishing to compete in markets
dominated by vertically-integrated energy compar(®sch as EdF in France and E.ON
Ruhrgas AG in Germany). Subsequently, however, d&aiermany, Austria, Bulgaria,
Greece, Luxembourg, Latvia and Slovak Republic spddhe EC’s proposals and outlined a
'third option’ (regulated unbundling) for liberaton. This states that fair competition can be
achieved without full ownership unbundling or th80O option and national regulatory
authorities could request Transmission System Qperato legally invest in grid and
infrastructure upgrades (if safeguards for the petelence, management and investment
decisions of TSOs are taken into consideratfon).

Effective regulation is perceived to be necessargrisuring fair competition practices after
privatization at the EC level. Under the provisiafishe Gas Directives, regulators now hold
a minimum set of powers in every member state hAtEU level, the European Regulators’

20 Derogation is a provision in an EU legislative @ which allows for all or part of the legal memsto be
applied differently, or not at all, to individualgroups or organizations.

221 Europa Press Release, 2007b.

222Fyropa Press Release, 2007b.

22 1t was mentioned that shortcomings in the gas elrdtricity markets included lack of adequate rudes
transparency and access to market information laatdvertically integrated incumbent companies diffety
remain dominant in their national markets, leadimgmber states to implement regulated prices. Failsle
see
http://europa.eu/rapid/pressReleasesAction.doznete=SPEECH/07/562&format=HTML &aged=1&langua
ge=EN&guilLanguage=en

224 proposal for a Regulation of the European Parli@rnaed of the Council establishing an Agency fae th
Cooperation of Energy Regulators.
http://eur-lex.europa.eu/LexUriServ/LexUriServ.da2CELEX: 52007PCO530:EN:NOT

22 hitp://renewenergy.wordpress.com/2008/02/03/eighstates-oppose-unbundling-table-third-way/
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Group for Electricity and Gas (ERGEG) was set uR2@®3 as an ‘Advisory Group’ of

independent national regulatory bodies to assest&8 in consolidating the internal market
for electricity and gas. Development of the Tramsdpean Energy network (TEN-E) was
considered as a prerequisite for internal markegnation, diversification of energy supplies
and sustainable developméfiin 2003, the EE€’ also emphasized the importance of
increased interconnection for reduction of intemtiny price differences and associated
benefits to customers. In the year 2009, with tdep&ion of Directive 2009/72/EC and

Directive 2009/73/EC, new rules were introducedumbundling for transmission system
operators and distribution system operators.

The structure of EU's energy industry has underganeonsiderable change today.
Deregulation and privatization increased competitio international market, expanding
companies’ efforts in exploration and exploitatiohoil fields both inside and outside the
EU. It also led to a number of mergers and acqaisitin this secto?® Harmonization of the
EU internal market is still in progress and theeextto which the Directives have been
implemented in member countries varies. There iit &tvarying degree of legal and
ownership unbundling within the EU. There is abgeota coherent approach meaning that
the pan-EU playing field for energy giants is cotitpe but not completely level. Moreover,
there is also an issue of trade-off between trexmal market, climate policy and securities of
supplies policy. The development of grid infrastase is at the same time an enabler for
creating the internal market is also pending.

The EU has also adopted a framework for energyusedefficiency and energy services.
This includes an indicative energy savings targetniember states, obligations on national
public authorities for energy savings and enerdjcieht procurement and measures to
promote energy efficiency and energy services. Ehmpean Energy End-Use Efficiency
and Energy Services Directive (2006/32/EC), als@mvkn as the Energy Services
Directive (repealing Council Directive 93/76/EEC)svpassed to establish frameworks
(institutional, financial and legal) to eliminatearket barriers and imperfections which
prevent efficient end use of energy. This directi®gquires member states to achieve a nine
percent reduction in final energy use by 2016 goplies to distribution and retail sale of
energy, the delivery of measures to improve endemsegy efficiency’The EU's European
Energy Service Initiative (EESI) promotes developtnand implementation of innovative
projects in energy service contracting and contebio establishing efficient energy service
markets in Europ&® The ESCO business is fast evolving in the regmthay have become
very important to implementation of EU’s vision femergy efficient buildings. A significant
push is underway in EU to make new buildings angbm@novation “nearly zero energy” by
2021.

% The Trans-European Energy network (TEN-E) is mérthe Trans European Networks (TENs) program
(including transport, energy and telecommunicafjionkich aims to provide high-quality infrastructure
supporting links between EU member states and etlier European countries. It is due to be complbted
2020.

227 Commission of the European Communities (2003).

228 hitp://www.eurofound.europa.eu/eiro/2004/05/feaplB#05104f.htm

22|t requires the Government to place an obligatiorenergy suppliers, to provide and promote fuitiehcy
improvement measures and/or fuel efficiencyitaum their customers, but also allows the Governinto

adopt
either a mandatory or voluntary approach.

230 At the local and regional levels, the EESI suppaiévelopment and consulting by national onlineiclv

centres,

training for local authorities, enterprises aiisseminators and provision of advice for implatagon and
further development of ESC in pilot projects.
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As a result of all these measures, in the postdibmation period, EU companies have
expanded operations across the US, Asia, AfricataedMiddle East and developed core
competencies in local and neighbouring mark&®hey have grown through mergers and
acquisitions, and acquired latest technical know-bad best management practices over the
years. Four European companies listed in the glodoaking of top 20 companies in 250
global energy companies in 203%2.

4.3 Bilateral trade flows between India and the EUn energy sector

Both India and the EU have liberalized their enesggtor and are important players in global
trade in energy services. They have similar resoarmdowments, but in energy services they
have trade complementarities. For instance, Indaatsvforeign investment and the latest
technical know-how which EU companies possess. Bldpanies, on the other hand, are
exploring investment opportunities in developingimies. In fact, EU companies are one of
the major foreign investors in the Indian energgt@e From April 2000 to July 2012, total
FDI inflows into India were US$ 1, 76, 882 millioof which the share of the energy sector
(including petroleum, power, non-conventional amalcproduction) was US$ 14, 510.02
million (8.74 percent) and it ranked third largestterms of FDI inflows. Table 4.6 gives
some recent company wise FDI inflows received uelBB SIA other than acquisition of
existing shares.

Table 4.6: Some recent company wise FDI inflows retved under FIPB SIA other than
acquisition of existing shares

Month- | Name of Foreign RBI Amount Of.
Year Collaborator Regl_onal Item of Manufacture FDI Inflqws in
Office US$ Million
Construction and
maintenance of power
Alstom Power New plants  except hydro-

Feb-12 | Holding SA Delhi electric projects 1.29
Construction and
maintenance of power

Alstom Power New plants  except hydro-

Apr-11 | Holdings SA Delhi electric projects 6.07
Construction and
maintenance of power

Alstom New plants  except hydro-

Apr-11 | Powerholdings SA Delhi electric projects 10.57
Construction and
maintenance of power

Alstom Power New plants  except  hydro-

Apr-11 | Holding SA Delhi electric projects 1.13
Idemitsu Kosan | New Manufacture of refined

Apr-11 | Co. Ltd Delhi petroleum 2.01

BiThey have benefited from expanding their presemcéightly adjacent markets of Europe. Given their
geographical, cultural and linguistic proximityete markets were easier to operate but there wehaital
and regulatory barriers to cross-border trade.rAtenoval of these barriers, operation within thé liecame
easier and efficiency improved through competition.

%32The ranking is provided by Platts, a division oeTMcGraw-Hill Companies.
http://top250.platts.com/Top250Rankings
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products(includes
manufacture of variety o
products extracted/OBT
Manufacture of refined

—

petroleum
products(includes
Idemitsu Kosan | New manufacture of variety af
Apr-11 | Co. Ltd Delhi products extracted/OBT 2.01
Energy
Infrastructure
Butano (Asia) New Bottling of natural gas or
Apr-11 | B.V. Delhi liquified petroleum gas 0.08
Construction and

maintenance of powe
Cvcigp li Client Hyderaba | plants  except  hydro

=

Feb-11 | Rosehill Limited | d electric projects 14.07
construction and

Cvcigp li maintenance of power
Employee Rosehil| Hyderaba | plants except hydro-

Feb-11 | Limited d electric projects 7.88
Middlesbrough New Extraction of crude

Feb-11 | Oils UK Ltd Delhi petroleum 2.99
Alstom Power New Manufacture of

Jan-11 | Holdings SA Delhi generators/generating sets 0.86

Generation and

Indus Power transmission of electric
Infrastructure Hyderaba | energy produced in coatl-

Jan-11 | Mauritius d based thermal power plants 1.99
Energy
Infrastructure New Bottling of natural gas or

Dec-10 | Butano(Asia) B.V.| Delhi liquified petroleum gas 0.04
Rio Tinto Minerals| New

Jun-10 | Development Ltd. | Delhi Other mining services neg 2.68
Alstom Power New Manufacture of generators

May-10 | Holdings SA Delhi / generating sets 0.63

Source: DIPP

4.3.1 Government-Government Collaboration

Energy and climate change are areas of major stgnife for India and the EU. Both sides
recognize the need to work towards achieving sseure, affordable and sustainable energy
supplies. Joint efforts in the development of meffecient, cleaner and alternative energy
chains have been taken in the past. In the IndicBEbtegic Partnership Joint Action Plan of
September 2005, efforts in the following areas waken:

India and the EU agreed to launch an India-EUdtiite on Clean Development and Climate
Change. This included:

» Identifying and developing ways of widening aceand overcoming barriers to
dissemination
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of such technologies in India and the EU;
* Increasing funding and promoting public-privatetperships for R&D of cleaner
technologies;
* Promote adaptive research and development téhsuresource endowment of both parties;
* Reduce price gap between ‘clean’ and ‘less effititechnologies via economies of scale;

It was decided that India and the EU would takpste encourage and promote sustainable
patterns of consumption and production to lessenditiverse impacts of climate change.
India and the EU also agreed to strengthen theemghtation of the CDM to promote
cooperation between India and the EU and encowagganies to engage in such projects.
They also agreed to cooperate on improving adaptad climate change and integrate
adaptation concerns into sustainable developmestegies. Both sides agreed to cooperate
to enhance the scientific, technical and institudlocapacity to predict climate change and its
socio-economic impacts. Energy is of major sigaifice for both India and the EU. Both
sides recognize the need to work towards achiesaig, secure, affordable and sustainable
energy supplies. Joint efforts in the developmédninore efficient, cleaner and alternative
energy chains have been taken in the past.

Efforts have been made at the government level reompte India-EU trade in energy
services. Apart from the Joint Working Groups ia tioal sector, at thé"3ndia-EU Summit

in Hague, energy sector was recognized as a keyfarecooperation. An India-EU Energy
Panel was set up in the year 2005 as a formalum&int of cooperation in the energy sector
to coordinate joint efforts and matters of mutudérest. The Energy Panel decided to set up
Working Groups in the following areas:

* Energy efficiency and renewable energies;

 Coal and clean coal conversion technologies;

* Fusion energy including India's membership irhkigch civilian thermonuclear project
(ITER).

Both sides agree to cooperate closely in the asepsomoting energy efficiency and energy
conservation; development of affordable clean enetgchnologies; identifying new
technologies in new, renewable, conventional/namseational energy sources; oil and gas.
This was with a view to promoting security of suppland stability in prices; technology and
expertise in exchange of energy between differeidt gystems and development of energy
markets; development of hydrogen and fuel celld; methane recovery and use.

There is significant scope for collaboration in R&Dthis sector. Since 1984, the research
and innovation activities of the EU have been gemlipnder thé&ramework Program (FP),
which allows researchers from a third country tdipigate in EU research projects funded
by the EC. Under the SevenBuratomFramework Program (2007-2013), fusion energy
research, nuclear fission and radiation protedtiave an allocation of €2.8 billion. In 2001,
the EU and India signed a Science and Technolo§y \#\greement; the two economies
and agreed to strengthen cooperation in areasasucbw and renewable enefdy.

Primary Survey

There are hardly any studies on India-EU bilatéede in energy. Moreover, disaggregated
data on bilateral trade in energy services is matlable. To fill this lacuna and understand
the trade and investment patterns and identifytridge barriers, a survey was conducted. A

23 |ndia and France signed the Indo-France Nucleap€tion Agreement on civil nuclear cooperatiothi
year 2008. With this agreement, India and Franc#dcalso cooperate in other areas such as nudéstys
radiation and environment protection and nucleal ¢ycle management.
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total of 38 respondents across various metropotita@s in India participated in the survey.
The sampling framework is given below.

Table 4.7: Sampling Framework

Respondents Number
EU companies in India 12
Indian companies 10
Industry Associations 7
Embassies of EU member states in India and EC t&xper 6
Indian Government Bodies 3

Total 38

The survey revealed that the EU companies are niajeign investors in Indian energy
sector. EU companies usually get their projectsudh competitive bidding. They apply to
advertisements and tenders floated by governmeahbtrer nodal agencies. However, most
EU companies were unwilling to disclose their irtwgsnt plans. They are spread across all
segments of energy. Many of them are large eshadisMNCs and have been operating in
India for decades now. For instance, in the E&Rvemy, there are large EU multinationals
such as Cairn Energy (UK), Hardy Oil and Gas plK)UPremier Oil India (a subsidiary of
Premier Oil Plc, UK), and ENI India (headquartemsltaly but this is the wholly-owned
subsidiary of the UK company). There are also conigmin other segments of oil and gas
such as fuelling and terminalling services, mosthpugh joint ventures. For instance, Indian
Oiltanking infrastructure and Energy Services Ledit(IOT) is a joint venture of Oiltanking
GmbH (Germany) and Indian Oil Corporation Limité@CL) where the German partner has
a 50 percent equity stake to build and operateitaliing services for petroleum products.
IndianOil Skytanking Ltd (IOSL) is a joint ventureompany formed by Indian Oil
Corporation Ltd, IOT, and Skytanking Holdings GmbHGermany, with equal participation.
The company designs, finances, constructs and tgseaaiation fuel farm facilities and into-
plane fuelling services. The joint venture compariyShell B.V (Netherlands) with the
Mangalore Refinery and Petrochemicals Limited (MRRhown as Shell MRPL Aviation
Fuels and Services Private Limited supplies aunatighine fuel to 12 Indian airports. Shell
has one of the largest FDI inflows in this secemognd US$1 billion) and operates through
multiple subsidiary companies across a range afymioand services.

In the gas segment, SHV Energy (known as Superitiasdia) of Dutch origin has been
involved in trade and distribution of LPG cylindesigce 1996 and now operates in 17 Indian
states* Gaz de France (France) has a 10 percent staketionet LNG Limited and is
involved in developing facilities for import and-gasification of LNG at Dahej (Gujarat) and
Kochi (Kerala). In April 2012, GDF Suez SA agreed dollaborate with GAIL (India)
Limited to set up India’s first floating terminaihondia’s east coast to import liquefied
natural gas>® BG India (a subsidiary of BG Group plc, UK) ha8@ percent share in two
offshore fields, namely, Tapti and Panna/Mukta5gércent controlling stake in Gujarat Gas
Company Limited and a 49.7 percent stake in Mahan&gs Limited. In 2009, BG India
Energy Solutions Private Limited (BGIES), a wholbwned subsidiary of BG Group,
commenced midstream gas marketing operations iia kedundertake wholesale marketing
and distribution of natural gas. BG Group also ha65.12 percent controlling stake in
Gujarat Gas Company Limited (GGCL) which is therdoyis largest private sector natural

234 |n the year 2010, it even acquisition 100 perstiaires of Caltex Gas India Private Ltd. (CGIPLjhef US
based Chevron Group, engaged in import, storag#ingoand marketing of LPG.
23> GDF Suez will hold a 26 percent stake in the inhpenminal.
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gas distribution company in sales volume. Elf Gadid Limited (a subsidiary of Total)
imports LPG and operates its storage facility ainlyedore. A case in point is the French
major Alstom which has a well established eledfyicransmission business in India. The
Group’s India subsidiary, Alstom T&D India, currgnaround 7 percent (US$792 million) to
its overall grid business sales revenue and exgectxpand this further in coming years.
India is the single largest market for the groug ey see more business in the country than
China®*®

There are also many EU consultancy companies ttargrovide consultancy services to
the government, companies, and international orgéions in India or have partnered with
Indian companies. For instance, Wardell ArmstrotdK)( has provided modern coal
technologies to companies in India. Rock Mecham@shnology (UK), a leading supplier of
rock mechanics consultancy and geotechnical sevyvibas undertaken projects in India
where it has provided services related to roof mdnmmanagement systems and stress
measurement services in coal mines. IT Power IRdiate Limited (UK) offers consultancy
services in renewable technology and managementticud. Wartsila India Limited
(Finland) provides solutions for captive power parits areas of expertise are electrical and
automation services, engine and propulsion serviseme energy-related consultancies are
closely linked to environment consultancies andehapened up or plan to open R&D/
technology centers in India. One such example &l Skechnology India Private Limited in
Bangalore which delivers advanced technical stuainesservices for Shell activities in India
and abroad. Some Indian software companies als® d¢@laboration with EU companies; for
instance, Infosys has teamed up with Alstom PowewiSes (France) to set up an R&D
center in Bangalore to provide engineering solgion

Some companies have also diversified their ranggpefations beyond their traditional work
areas in India. For instance, Electricité de Frafie@F) provides consultancy services to
Indian firms and the government, rather than payegreration, which is their core expertise.

Subsidiaries of EU companies in India are exploopgortunities to export to the EU. For
instance, Vestas RRB India Limited, a subsidiarye$tas Wind System (Denmark), imports
raw materials from the EU and is exploring posgibag of exporting there.

EU companies hiring in India

All EU companies hire their workforce locally. Tesre mostly skilled workers, but
sometimes technical personnel are sent from thenpaompany in the EU to train Indian
personnel. Likewise, Indians are also sent aboardchdquire training. The number of
employees and condition of employment varies deijpgndn the requirements. Some large
companies such as Enercon India Limited (Germamd Alstom Transmission and
Distribution (T&D) India which conduct the businessinstalling wind energy converters
have employed more than 3500 people in India. Gteech as Fugro (Survey) India Private
Limited (Netherlands) has 180 engineers and seisntand IT Power India Limited has
around 30 employees (mostly engineers). ENI (Itag3 20 direct employees and employs
up to 600 people through contractors during expilomaoperations. Companies have hired
European experts (reservoir engineers, geophysesiaists, petroleum engineers and
geologists, among others) for specialized servibksst of them are employed on a contract
basis for a period ranging from one to three years.

238 hitp://www.thehindubusinessline.com/companies/irslianger-base-than-china-says-alstom-grid-
chief/article3874738.ece

104



Draft not for citation and quotation

Indian operations in the EU

Only a few Indian companies were found to have atp@rs in the EU. For example, Suzlon
Energy Limited, one of the world’s top players itemative energy with a global market
share of 6 percent, has a presence in over 40dosaaround the world including Denmark,
Italy, Portugal and Greece. It offers total windwgo solutions including consultancy,
manufacturing, operations and maintenance suppovices. Suzlon has a large clientele in
Europe in countries such as lItaly, Portugal, Sgaid Romania and has benefited from
collaborating with EU companies and hires localiythe EU-27. Lanco Solar International
Limited, an integrated solar value chain develgeexice provider and a subsidiary of Lanco
Infratech, has operations and experts based ifEgigpean countries (with headquarters in
London). Acquisitions of local firms by Indian coampes have helped them with local
market knowledge and in hiring local skills. Fosti@nce, Essar Energy acquired Stanlow
refinery in the UK in July 2011. Among consultanoympanies, Engineers India Limited
(EIL) has an office in London which provides thpdsty inspection services and
procurement services for equipment manufacturirggtions in Europe. Tata Consultancy
Services (TCS), which has IT operations in a nundbdfU countries, provides consultancy
services to Scotia Gas Networks (UK). NTPC alsoviglkes services such as conducting
feasibility studies, engineering, planning andrirag in coal, oil and gas fired power plants
in the EU, including France and Sweden.

Only a few Indian companies currently export sersito the EU. However, many of them
have some form of collaboration with EU companiégbeg in India or in third-country
markets and found the collaborations fruitful. kmstance, Hindustan Petroleum Corporation
Limited (HPCL) has a 50-50 joint venture (known&asuth Asia LPG Corporation Private
Limited or SALPG) with Total Fina Elf (France) taild an underground storage facility for
LPG at Visakhapatnam and a joint venture with C@ds (France) known as Hindustan
Colas (HINCOL). It also has long-term licence agneats with EU companies such as M/S
Axens (France) for a DHDS unit and M/s Porner (Aagtfor a bitumen blowing unit. RPG
Transmission Limited has collaboration with RollsyRe Power Engineering Plc (UK) in the
power transmission segment. Oil India Limited (Olbps signed production-sharing
contracts with Polish Oil and Gas Co. (POGC) anddapro Petroleum for E&P in the oil
and gas sector. It has also partnered with Sparlisind gas company, Repsol S.A for E&P
in two oil blocks in Venezuela. The project invavexploitation of extra heavy crude, setting
up of up-grader and marketing of products. ONGC ¢igeed MoUs with ENI (Italy) for
joint operatorship in the upstream oil and gasaseitt India and abroad, and with Shell
(Netherlands) for technical collaboration in suefacoal gasification. Bharat Petroleum
Corporation Limited (BPCL) has a joint venture wiEncore for oil well drilling operations
in the North Sea; the skilled workforce was supplig Encore for seismic studies in drilling
and exploration. Gujarat State Petroleum Corpanatimited (GSPC) has collaborated with
Fugro Robertson Limited (Netherlands) and SchlugpdreOilfield Services (France) for
seismic survey and weather forecasting. Most cotiaiion is done on a project-to-project
basis, mainly due to the nature of energy business.

The reasons for limited presence of Indian commamethe EU include the enormous
opportunities they see domestically or other caestof South Asia and Africa, the saturated
EU market and need for huge investments, the simelgource endowment, barriers to entry
and operation in the EU and the fact that they heoteexplored the market as part of their
international business plans.
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It was pointed out that EU companies are technoddlyi advanced and have a strong R&D
teams, managerial expertise and financial base.r TlWweaknesses however are high
processing and manpower costs which are the shemdtindian companies. This way, they
Indian and European companies have trade complanitesd. Respondents also pointed out
that the BTIA negotiations have been going on sk@@7, but companies have continued to
collaborate before that period. The PSUs have htewffrom collaboration with EU
companies and said that the Indian government dhiagilitate such collaborations in the
domestic market and encourage PSUs to form coasweitih EU companies in third-country
markets.

4.3.2 Areas of future collaboration

Survey participants agreed that energy should keyachapter covered in the BTIA and that
it should focus on renewables, energy-efficienhitetogies to reduce carbon emissions,
technological assistance and technology transifienfian resource management, training, IT
related to this sector, project management and R&D.

Companies pointed out that the Indian market offeige potential. EU companies are world
leaders in E&P and renewables, and collaborationthése segments are likely to benefit
Indian companies, both in India as well as othedtbountry markets. About 30 percent of
the population has no access to grid-connectedrieieg and this segment needs expansion
and new investment. In the coal sector, India drel EU can collaborate in clean coal
technologies, liquefaction of coal (countries sashthe UK and Germany have experience in
this area), development of UCG (underground codifigation) and CBM (coal-bed
methane), underground mining technologies, and R&D.

In the oil and gas segment, potential for collaboraexists in deep water E&P technology,
gas hydrates exploitation, IOR/EOR and oil processiechnologies, geophysical and
geological data development etc. India has a resoarunch of geoscientists, petroleum
engineers, drillers, etc. and training by EU conigsimas been beneficial in the past and can
be explored furthe?®’ Collaboration can also be in technology transferslubricants
segment, underwater pipelines, and refinery maamea (where Indian companies have an
edge).

Companies pointed out that there is huge scopeinfaesting in the renewable energy
services, especially the solar segment. EU companmiech as Enercon India Limited
(Germany), Conergy Renewable Energy Limited (GegpaBun Technics Energy Systems
(Germany), Bosch Rexroth Limited (Germany), the iJ@roup (Germany), Abakus Solar
AG (Germany) and Mita-Teknik (Denmark) are presdiese companies have set up small
teams, seeking to explore opportunities in off-gndcro-grid and roof-top applications to
serve their clients. Most companies have set upl $ezans, seeking to explore opportunities
in off-grid, micro-grid and roof-top applications serve the larger private consumer market.

In the renewable energy segment, collaborationumalrelectrification is likely to benefit
India. So far, this segment has largely focusedvord and solar energy, but there is also
scope for collaboration in biofuels (such as bagrssed plants) and hydro electricity. EU
member states such as Germany, the UK and Denmaskeps technologies such as
installing offshore wind turbines in the sea whiaok useful for Indian companies.

%7 some top oil and gas companies which have eniateccollaborations with Indian companies mentioned
that they benefit from access to geological dai lamowledge about prospective exploration sites landl
market.
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When asked about their plans for expanding operst@nd investments in each other’s
markets, many EU companies disclosed their planexpainding operations in India. The
reasons included the unsaturated market, avathabif a high-skilled workforce, and
workers’ flexibility in adopting new technologieS'hey also pointed out that Indian
entrepreneurs have local market knowledge and statet local governance systems,
making collaborations usefti® Indian companies, on the other hand, except foraice
segments such as renewables, did not show muateshte expanding their operations in
EU. They stated that as the EU internal markeséovices in general and energy in particular
becomes more integrated, operational hurdles kedylto reduce. However, as of now the
ongoing crisis had their businesses prospectsarEth and they find opportunities African
countries, Middle East, South Asia, and even NArtterica.

4.4 Barriers in the energy sector
European Union
« Barriers related to Government Procurentént

In 2004, the EU adopted a revised Utilities Direet{2004/17), covering purchases in the
energy (gas and heat) and some other servicesrsedhis directive requires open,

competitive bidding procedures, but discriminatgaiast bids with less than 50 percent EU
content not covered by an international or recigrdilateral agreement. This requirement
applies to foreign suppliers of goods and services.

In the government procurement markets of Ireland bmthuania, lengthy procedures for
budgetary decisions delay procurements, and unssitdesuppliers often have difficulty
obtaining information regarding the basis for ademaward. There are also complaints about
significant delays in finalizing contracts and coemuing work. There are transparency
problems in public procurement process in Bulgdtaéy, Hungary, Slovenia and Lithuania.

There is a strong pro-EU bias in government coh@aa@rds in Austria. Although Austria’s
power utilities are majority government - owneddenan EC ruling (2008/585/EC), they are
exempted from having to issue public tenders fowgrogeneration projects. In Portugal,
there are complaints of the Portuguese governnasatrihg EU firms.In Spain,companies
in the energy efficiency sector have reported beimgt out of tenders for public projects due
to bid design that favored Spanish companies.

In Slovenia, other complaints include short timanies for bid preparation, lack of clarity in
tendering documentation, and opacity in bid evahmaprocess. One specific complaint
involves the quasi-judicial National Revision Comssion (NRC), which reviews all disputed
public procurement cases favouring the EU, and @albe Slovenian firms under its
“national interest” standard.

In Greece, prospective non-EU investors in miniegtar are required to obtain licenses and
other approvals that are not required of GreektberoEU investors. For example, non-EU
investors need special approval from the Greeknedbiior exploitation of mines. Greek
authorities consider local content and export perémce criteria when evaluating

238 They rated states like Gujarat and Rajasthan\asufable states for EU companies due to single ewind
clearance and better governance in these states.
#9USTR, 2012.
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applications for tax and investment incentiveshalgh these are not prerequisites for
approving investments.

* Regulatory constraints — discriminatory policiedasomplex regime

In Italy, the government in May 2011 announced a new incergcheme for photovoltaic
solar energy production that reduced previous, ajuaed feed-in tariff rates and included a
new bonus of 10 percent above the normal inceméitesfor projects with at least 60 percent
EU content. this discriminates against some foreimgyestors. In some states such as
Romania and Spain, there is uncertainty and a lclpredictability in the legal and
regulatory systems which pose an impediment tadaravestments. In Romania, tax laws
change frequently, and many companies experiemgedelays in receiving VAT refunds to
which they are legally entitled. Deadlines for gssing and payment of refunds as stipulated
by law are often not respected. There are alscspaency issues with legal decrees or
regulations.

* Incomplete liberalization

Energy market liberalization in the EU has beeffidlift and is likely to remain so. While
some countries, notably the UK, have created fotynpetitive markets within their own
borders, other countries have concentrated on dewg “national champions” to compete in
an expected Europe-wide energy marketplace. Foarins, in the Italian energy sector the
government took liberalisation reform and estalgiéslan Independent Regulatory Agency
(IRA) but did not accord sufficient capacity to tleempetition authority, Autorita. The
conflict of interest resulting from thirty perceptiblic stake in ENI and ENEL has kept
liberalisation process incomplete, and created liwbrdf interest within a state that is both
shareholder and regulator.

The level of liberalisation of European electricitparkets remains low while large

incumbents, high market concentration, subsidiesossil fuels and nuclear energy and
regulated prices are common. Subsidies in someatsaénable them to lower their costs and
therefore place non-subsidising firms at a compagatisadvantagé™®

» Fiscal Regime and fiscal disclosure requirements:

Some companies pointed out that #teounting standards and fiscal disclosure req@ngsn

in the EU are very strict and complex. Currenthgdibn companies are not prepared to follow
their accounting and disclosure standards ascibssly to follow them in terms of training of
manpower and investment in softwafeé.

India
* Monopoly-induced inefficiencies

Despite liberalization, the sector continueséadbminated by the public sector or PSUs
and faces monopoly-induced inefficiencies. Pricefgrence and subsidies (on LPG and
kerosene) are given to PSUs which results in aaoonpetitive business environment.
Within the PSUs, there is lack of corporate govecea the decision-making process is

20 Eor details, see EWEA, 2012 and Buchan, 2012.
241 For details, see Beke, 2010.
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long and cumbersome, and many of them, in spiteeaig overstaffed, do not have the
required skills.

* Multiple governance bodies

Multiplicity of ministries has resulted in multipleegulations. As different sub-segments
of energy are under different ministries, they aiften regulated separately rather than in
an integrated manner. Moreover, many sub-sectats &l mining are regulated by central
and state governments. All of these create cosfbiftinterest, delays in decision making
and result in requirements of multiple clearanées. example, in the oil and gas sector,
companies require more than 70 clearances for o and over 20 clearances for
marketing. Since the sector is highly regulate@rd¢hare bureaucratic delays in getting
approvals. For example, it takes 4-5 months fotirggtinstallation certificate for solar
projects in India.

It takes a long time to initiate regulatory reforr&®r instance, it took four years to ratify
the PNGRB Act, 2006. The Coal Mines Nationalisatiéimendment) Bill, 2000 is still
pending with the Parliament. Lack of coordinaticgtvbeen planning and implementing
agencies, lack of a comprehensive energy policyvesmk corporate governance are also
major barriers in the sector.

» Tax related problems

There is no uniformity in different levies such@astom duties, excise duties, third-party
sale, wheelintf? charges and buy-back of power across differenestdror example, 30
percent VAT is imposed on high speed diesel in Magtatra compared to 8 percent in
Punjab. Lack of uniformity in taxes has resulted/amiation of petroleum products prices
in states. The proposed solution for this indifféraxation system is the GST.

» Distortionary pricing regime

Prices of crude oil, natural gas and petroleum petslat retail level are not market-linked
in India. This results in lack of level playing Ifiefor private companies. Certain users
such as fertilizer producers also receive statsidyb

* Resource and infrastructure-related bottlenecks

Uncertainty of coal supplies: There are problemd ancertainities related to securing
coal supplies by independent power producers (IPEsal India Limited, the state-
owned coal producer, has agreed to enter intodupply agreements (FSAs) with 48
new projects, albeit with a very low penalty (Ofdrcent) for non-supply. Many private
sector IPPs, hard-pressed for domestic coal, hmyred FSAs with this low penalty
clause.

High cost of borrowing in India: Most private secfarojects tend to source the debt
portion of their funds in overseas markets becalisthe substantially higher nominal
interest rates in India. Financial institutions anere willing to fund projects that are
backed by state guarantees. Aggressive biddingrtaake funding more challenging as
margins have become thin or non-existent. With tawiff rates, much higher borrowing

22Transfer of electricity between utility companiespecially through networks of one company on Hesfal
others.
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costs create risks for developers. Renewable enegypanies find themselves
competing with the coal or other conventional egesgctors while borrowing from
Indian banks.

* Other problems

Local content requirement: There is a local contegquirement of 30 percent under the
National Solar Mission. It is a deterrent to thenpanies which want to set up a wholly
owned subsidiary in India.

Skill-related problemsAlthough India has an abundance of high-skilled poaver, there
is a shortage of specific skills, especially spksts® and engineers. Therefore, Indian
companies often depend on foreign geologists amer @pecialists.

Some private companies mentioned their apprehermoimdian Government’s plan to
implement an overall 21 percent duty on electrieiqgipment imports in July 2012, as an
additional factor that increased cost of electyigéneration.

4.5 Addressing barriers through international negotations

Maintaining a high rate of economic growth, redgcexternal dependence for fuel supplies
and attaining energy efficiency are key concerns both India and the EU. With
liberalization, energy services have become a kayponent of India’s trade in services and
FDI inflows.

India progressively liberalized this sector in gely 1990s and, at present, there are only a
few market access barriers. In the revised offénstied by India to the WTO in August
2005, there was substantial improvement in comnntmé terms of sectoral coverage and
modes of delivery in various segments. The regufatgime is continually evolving and the
sector is undergoing reforms. However, India $idks the standing of a global player and
needs foreign investment, technical know-how arsl bbenagement practices.

The EU had started liberalizing the energy markeha same time as India but is now an
important global player and investor. The survewnfd that collaborations with EU

companies will not only make the domestic indugglybally competitive but also enable
Indian companies to enhance their know-how andbkstaa presence in third-country
markets.

The EU market is yet to be fully harmonized andidndand other foreign companies are
facing various barriers in member states, many lmthvare regulatory in nature. Although

the EU’s revised offer shows various restrictiotig EU is the coordinator of plurilateral

requests in energy and it seems that it has amfe interest. On the other hand, India
seems to have a defensive position in the WTO.

An analysis of India’s revised offer shows thatcsinthe sector has been unilaterally
liberalized, it would not be difficult for India taccede to the EU’'s demands in most sub-
sectors. In the revised offer India has alreadyreff to bind the unilateral regime for
engineering services (CPC 8672), integrated engiggservices (CPC 8673), R&D services
on natural science and engineering (CPC 85013),ageanent consulting services (CPC
86509), services related to management consult@®®C( 86601), technical testing and
analysis services (CPC 8676 partial), servicederdal to energy distribution (CPC 887),
construction work for civil engineering for longstiince pipelines, local pipelines and
mining (CPC 5134-5136) and renting services relatedequipment for construction or
demolition of buildings or civil engineering workegth operator (CPC 518). Although no
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commitments were made in sub-sectors such as eernwwidental to mining and site
preparation work for mining, related scientific atedhnical consulting services, these sub-
sectors are unilaterally open otherwise. It may d#icult for India to undertake
commitments in Mode 1 in pipeline transportatiomvEes due to security concerns and
sensitivity issues. Also, the EU’'s commitment irstbub-sector is limited. India can bargain
for greater market access and removal of discritoigebarriers especially in Modes 4 and 1
with the EU.

Indian companies pointed out that they need forégghnology and finance in sub-sectors
such as services incidental to mining and the gowent may consider scheduling it subject
to existing regulations. In scientific and techhicansultancy, India with a strong knowledge
base can be an R&D center for EU companies.

In the BTIA, requests in this sector overlap witthey sectors such as environment,
construction and R&D. Due to the cross-cutting rextof energy services and absence of a
clear definition, it is important for India to céwély undertake commitments in this sector so
that they are synchronized with commitments in o#&etors. The EU may want to link the
sector with sustainable development, climate chasgees, etc.

Mode 4 is an important mode of trade in this sutiese Indian professionals are facing
various market access barriers related to nativeatment and domestic regulations in EU
member states as highlighted before. EU members $aveduled hardly any sector-specific
Mode 4 commitments and the horizontal offers astricted to business visitors and intra-
corporate transferees. India has the potentialffer gonsultancy services in energy sector.
These are largely offered on a project-by-projezsid and often do not require physical
presence. India should ask the EU to undertake a¢oments in CSS and IP delinked from
commercial presence in sub-sectors in which Indmdn export interest. It should also push
for removal of residency requirements that theisergrovider should be a natural person. In
order to enhance the EU’s attractiveness and fasteers in R&D. on October 12, 2005 the
Council adopted Directive 05/71/EC on Scientifis®>*Jprescribing specific procedures for
admitting third-country nationals for the purposas scientific research*’Different EU
member states are offering flexibilities to sciBatresearchers from a third country subject
to certain conditions. During the negotiations,idgnshould push for greater market access for
Indian scientists. It is difficult for India to siga mutual recognition agreement (MRA) with
the EU in professions such as engineering, sinealtimestic EU market for this profession
is yet to be harmonized.

India has a comparative advantage in providing witeuscy services. Mode 1 in the revised
offer of the EU is full of restrictions and the &s of commitments differ across the 27
member states. For instance, Portugal and Italyt képde 1 unbound for engineering
services and integrated engineering services. t@earsuch as Austria and Hungary have
kept Mode 1 unbound for R&D services, while new rbems such as the Czech Republic,
Cyprus and the Slovak Republic have kept Mode Jount across many sub-sectors such as
technical testing and analysis services and adviand consulting service related to mining.
India should push for removal of such barriershie BTIA.

The EU’s commitments in sub-sectors such as R&Dhédural science, technical testing and
analysis services, and related scientific and teahrconsulting services are extremely

243 gcientific visas are fast-track visa and work gerarangements for third-country researchers, dirae
easing researchers’ legal and administrative praesdand requirements with respect to travel asideace.
Details in http://www.eu-delegation.org.eg/en/Scientific%2 C/sdf and
http://ec.europa.eu/research/researchers ineumpefients/media_fact sheet scientvisa_en.pdf

244 This Directive provides a common definition ofeaschers.
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limited. India should push for broadening the cager of commitments. In the EU, different
modes of entry such as wholly-owned subsidiary brahches are treated differently; the
company is treated as an EU company if it is a Whmlvned subsidiary. Since energy
services are often delivered on a project-by-ptdpasis, establishing a presence in the EU is
expensive and companies often need to evaluatentdrket through other modes such as
branches and representative offices, India shoukh dor removal of barriers to specific
modes of entry. Apart from these, Indian compafaeg other barriers in the EU. Some of
these such as real estate restrictions, restretionimport of machineries, and local content
requirements which have been imposed by EU merobentries to reduce influx from
countries such as China can be discussed bilategtikeholders pointed out that an MRA in
technical standards of equipment in the electrisggtor will facilitate trade.

4.6 Reforms and Policy Recommendations

Several estimates have focused on India’s everiggenergy needs. For instance, the 2006
Planning Commissidf® estimates show that energy utilization is likelyniore than double
between 2005 and 2030. There is thus an urgentreagent for investments in this sector.
Such massive investments cannot be made by thécmditor alone and there is need for
more private sector participation. There is need risforms to improve the efficiency,
productivity, technology, and skill availability dmoverall competitiveness of the sector.

One of the main objectives of the government isettuce vulnerability to price and supply
shocks, lower the demand-supply gap, and attairggrsecurity in the long run. Reforms are
needed to ensure a competitive investment envirahm@otect consumer interests and
ensure access to the poor and needy. These willleeadia to benefit from its various

international agreements.

One common problem across all segments is the natisbg/oligopolistic structure in which
the government protects the interests of PSUs reltlyecontrolling prices or providing
subsidies (such as oil bonds). This has led to malyeinduced inefficiencies, price
distortions, a non-competitive operating environtnand lack of level playing field for
private investors. The PSUs should be given motenaumy, encouraged to run as corporate
entities and made responsible for their profits lxsdes. There is need for tariff reforms and
phasing out subsidies so that they do not distvstment. Subsidies should be given on a
need-basis, should be directed to fuel-efficienhi®logies and an upper limit should be set
to reduce wastage.

The regulatory regime in the electricity sectostil evolving. Regulatory uncertainty creates
an uncertain business environment for sectorsdikergy where there is need for long-term
investments. India needs to learn from the EU thirgeup the regulatory framework. There
is a need for a regulator in the coal segment. iplelttaxes and variation in taxes across
states distort relative prices of fuels and investta across states.

There is an urgent need to formulate an integratetgy policy at the center which will link
the separate policies of the different ministrisgsch as coal, power, petroleum and natural
gas) so that there is efficient allocation of r@ses, a proper mix of energy, and fairness,
transparency and harmony in the operation. Theaensed for greater coordination between
the Ministry of Environment and Forest, State Rallu Control Boards, etc. in allocating
new projects so that delays and uncertainty releteshvironmental concerns are minimized
and the approval process is streamlined. In renlesabthe involvement of local

243 pPlanning Commission, 2006.
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administrative bodies likpanchayatss crucial. Private sector can be encouragedvesinin
R&D through various fiscal incentives. The MinistyScience and Technology should work
closely with different ministries/departments ireegy sector to access EU funding under the
FP7 program.

While many PSUs are overstaffed, there is stillearth of skilled professionals such as
petroleum engineers, geologists and geophysicsiadigés. There is an urgent need for
public-private investment in higher education amihing institutes that cater to requirements
of the energy sector. The higher education systas tb be at par with international
standards. India cannot sign mutual recognitiore@ments with important trading partners
unless international educational standards aréairepn the country.

In the coal segment, an estimated 66 billion torofeal reserves are below a depth of 300
meters and exploration at that depth is expensidergeds modern technology. There is an
urgent need for domestic investment and importechmologies to facilitate deep mining.
India also needs to import efficient technologiesxhs asin-situ coal gasification and
liquefaction technology. Regulation facilitatingiyate participation should be enacted.
Delays in enacting the Coal Mines (Nationalisatidmendment Bill, 2000 and amending the
Land Acquisition Act (1984) is restricting privatevestment. Forest areas where mining
exploration should not take place should be cleatgntified as this will save time and
resources for pre-exploration studies. There i@dnto set up an independent regulatory
body for coal mining (upstream exploration, andlexation and allotment of coal blocks to
interested parties) and pricing. This body can leguensure transparency in bidding and
allocation processes, monitor trading margins, lvessafety and environment issues, and
help facilitate healthy competition in the sector.

In oil and natural gas sub-sector, there is a rfeedncreased transparency in the NELP
bidding procedures. The service tax on risk expionainvestment should be made
conditional on actual oil discoveries in the fielthis will encourage private investment. Oil
and gas prices should be market-driven. There dhbelprice competition at the refinery
gate and at the retail level. This will reduce irfteel distortions and indirectly support the
development of renewable energy sources, as theelp to uncover the true cost of power
generation in the country. All price subsidies dtdae on a need-basis (for example, families
below the poverty line). There is a need for tedbgical upgrading especially in the E&P
segment. The private sector needs fiscal and stimgort from the government to import the
latest cost-effective technologies and equipmemtthe past, collaborations with foreign
companies have largely been asset-based rathetdblnology-based; the focus should be
diverted to the best international technology. €ntly, India’s product handling
infrastructure - ports, tankages, pipeline, storage other distribution assets - has a limited
export orientation. Refining hubs are centered @omports in many advanced countries
but, in India, ports face severe capacity shortagjlee downstream logistics are primarily
designed to deliver products from refineries to detit demand centers and little
infrastructure has been built to transport refipgdducts back to ports. Investment in
infrastructure is a pre-requisite to sustain Ingliakports. Open access to all transmission
networks is needed for development of gas netwdtgs gas blocks given on bidding basis,
the process for discovering prices needs to belglad out.

Renewable energy is environment-friendly and cdp heduce India’s dependence on fossil
fuel imports. India is rich in sources of renewabhergy and the government is encouraging
private participation. The heavily subsidized natof electricity and lack of finance with
state governments to meet high costs of renewdelerieity are restricting the use of
renewable energy. The fiscal cost of switching énewable is high due to cross-subsidy

113



Draft not for citation and quotation

charges, wheeling and transmission charges, etgul&ery certainty on tariffs and
conditions of power procurement are crucial toaattprivate investment. Poor infrastructure
such as insufficient capacity of transmission nekwand lack of grid presence and
connectivity in remote areas needs attention. Teldgy access and availability of wind sites
is important for development of wind energy. Theégntial of small hydro-power projects is
estimated at about 15,000 MW and the country réiftksin the world in terms of exploitable
hydro potential. These projects have potential tovide energy in remote and hilly areas
(through decentralized off-grid applications) armé positive impacts on employment. They
are also relatively free of problems concerningimmental impacts and rehabilitation of
the displaced population. However, only about 2icgrt of it has been developed so*far.
Untapped potential lies in the north and north-etates of India. There are difficulties in
land acquisition, rehabilitation, environment- dndest-related issues, inter-state issues, and
long gestation periods. There is a need for investrn basic infrastructure such as roads to
facilitate access. Such investments can be madeughr private-public partnership.
Alternative rehabilitations sites will have to kb#entified and the government should work
with industry to provide training to local peoplehish will increase employment and,
therefore, reduce the backlash. The maintenance data on topographical and
physiographical conditions of potential sites wilinimize risks. India has the potential for
developing as an equipment manufacturing hub fodwurbines, solar PV, and equipment
for SHP projects. There is a need for standardimaibf equipment, procedures and
guidelines, and marketing so that India can becamexport hub. Biogas plants, oil seed
plantations and large solar water heaters (wittciap@mployment opportunities for local
women) have the potential to generate employmestallishment of community-based
initiatives, such as cooperative societies andwentapital funds for penetration of these
fuels in target segments of remote agriculturalagigés where people currently use diesel-
operated shallow water rotary pumps, can bring @aidgges of efficiency/cost gains and
growth impetus for the economy.

Power sector reforms in India should focus on inap@ the financial viability of state
utilities, reducing aggregate technical and comméribsses of state transmission and
distribution utilities and improving reliability.mproving the financial health of SEBs is,
therefore, a priority. Time-consuming and complexdaucratic procedures should also be
addressed to increase private participation. Thet ob power in India is higher than in
countries such as the US, France, the UK and Safniba. Efficiency enhancement at the
power generation stage and creation of a competgiwironment in the market will help
reduce costs. Constraints related to transmissiades for open access and network
limitations should be addressed. In the transmissegment, there is a need to expedite the
bidding process for transmission projects at tharaélevel, establish a national grid (with
simultaneous strengthening of intra-state trangomssetworks), and link hydro and pit head
plants with load centers. Comprehensive transmmsglianning should also include a proper
policy for emission-sensitive technologies, and abelltra high voltage in transmission of
power, and ensure that there is no cascading m$rimesssion costs especially when it involves
access through multiple grids. Aggregate techracal commercial losses need to be reduced
and lack of connectivity between load dispatcherd @om captive power plants (CPPs) to
the grid needs to be addressed. Effective usefafiration technology can play a major role
in improving the quality of supply and moving towaran intelligent grid system. GIS and
air-insulated sub-stations; remote managementeafrétal plants; and monitoring of quality
of power, such as web interface using GPRS techgadad in-built sensor networks should
be encouraged. Other reforms include investmergnovation and modernization of existing

24® Government of India, Economic Survey 2007-08.
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distribution networks, cross-country grid, reductiof T&D losses through energy

audit/metering, conservation and demand-side manage The regulator should also look
into constraints such as low voltage, over drawaficelectricity from the grid by states,

inadequate maintenance and poor repair serviceeTdre also problems with competitive
bidding process including delays in issuance ofirenment and forest clearance, and
reluctance of certain state governments in notifydistribution of open access regulations. A
review of these issues is essential to furthedifat® investment of the private sector in the
power sector.

4.7 Conclusion

India and the EU have similar energy resource enaents but have trade complementarities
in energy services. In order to tackle its incnegsnergy demand, international fuel supply
volatility and global warming concerns, India ned¢olsensure energy security for itself. For
this, it needs foreign investment, the latest tesd@inknow-how and experience of best
practices in management in areas such as coal, &&P renewable energy which EU

companies possess. EU companies, on the other &ianfilhancially strong and are exploring

investment opportunities in the unsaturated enengykets of developing countries like

India.

Mode 3 is an important mode of trade in the seatak EU companies have emerged as major
foreign investors in India. Currently, only a femdlan energy companies have operations in
the EU due to the latter’s saturated markets, ynr@@pmpportunities in domestic and other

international markets and barriers to trade inEkke High market concentration has been a
major cause for worry as it adversely impacts tithdeugh both Modes 1 and 3. Some Indian
companies have world-class expertise in some sttibrsesuch as petroleum refining and

wind-power generation. With specialization catching, these companies have shown

interest in exploring the possibilities of invesgtim EU markets in the near future.

EU is a major proponent of multilateral liberalipat of energy services. Although its energy

sector has undergone significant liberalizatioth@ past two decades, the EU market is yet
to be harmonized. Indian and other foreign comaare facing various barriers in the EU

region, many of which are regulatory in nature. B@mber states are at various levels of
liberalization and barriers to market entry are enprominent in the East Europe. Moreover,

most energy services trade remains intra-EU andstingdy has highlighted various market

access and discriminatory barriers for Indian playehich need to be addressed during the
negotiations. In Modes 1 and 3, there is significmope for removal of barriers.

Indian companies pointed out that since a major giathe sector is unilaterally liberalized
and EU companies already operate in India, theyatoanticipate any major threats. The
BTIA should facilitate know-how exchanges and bassito-business collaboration; and
enhance opportunities for SME collaboration ancegtmnent by EU financial intermediaries
in India. Indian companies can gain from the exg®ae of EU companies in unbundling,
privatization, and restructuring, and learn froraitiglobal best practices. India’s medium to
long-term goal of establishing a national grid banefit from the TEN-E program of the EU.
Their experience in opening up the energy marked ancouraging competition and
efficiency can be re-utilized through collaboratiand technology transfers for India and
third-country markets.
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Chapter 5: Strengthening Trade and Investment Tiedetween India and
the EU - The Case of IT/ITeS Sector

Divya Satija
Introduction

Over the past few decades, international offshoghgroduction and services has grown

considerably. It took off in the late 1990s witlkchaological development, globalisation,

changes in business models and liberalisation ohesdtic markets. Despite the global

slowdown, the global sourcing market (includingald business process outsourcing (BPO))
grew from around $106 billion to $118 billion be®ve2010 and 2011 and IT/ITeS revenues
in India are projected to grow by around 12-15qest by 2013*’

Today, growth in the Information Technology/Informa Technology enabled Services
(IT/ITeS) sector provides great business advantageity and Willcocks 2001, 20082
Multinational companies from developed countriesvrehdeen outsourcing back office
operations such as payroll and core operations aadimancial analysis to skilled, but low
cost suppliers in other countries such as India (¥¢h-Vincent, 2004). In return host
countries have benefitted in terms of higher empleyt opportunities, skill and
technological upgradation, greater capital infloavel trade flows, among others (Ghibutiu
and Dumitriu, 2008).

India is a key player in the global IT/ITeS tradedost to many global IT/ITeS firms. Over
the years, the nature of services offered by IndiidiTeS companies has changed as they
have matured. Earlier India was a preferred desbimdor setting up captive units and for
body shopping, but as Indian large firms and small medium enterprises (SMEs) are
innovating new service offerings, clients are dediag more diversified and complex
services. In fact various Indian companies areviafyito strengthen their on-site delivery
models to expand from being mere offshoring comgmrfsince IT services are cross cutting
and impart efficiency, their usage across diffesadtors and verticals have been increasing.
While mature verticals such as banking and findregavices and manufacturing, continue to
drive the sourcing market, emerging verticals saghealthcare, communication and media
have recorded growth of over 6 per cent in 28/#1There has been an increase in
diversification of delivery locations due to evalgi buyer requirements and to mitigate risks
associated with labour markets and currency flumoa. Evolution of the global
communications network, falling prices of high-teetuipment, economic and competitive
pressures to reduce costs and improve productwitytrade liberalisation, among others are
some of the contributing factors to enhancing Itsdi&/ITeS trade (Wunsch-Vincent, (2004)
and Abramovsky and Griffith, (20063}°

India along with the European Union (EU), Unitecht8s (US), Philippines, Brazil and
China, rank amongst the major exporters and impodecomputer information and services
in the world. While clients from the US and the Elarticularly the United Kingdom (UK))

continue to dominate the sector, majority of thdTe&S offshoring has been going to India

2TNASSCOM (2012).
248 Ruohonen, 2009
29bid.

20 jona-Lasinio, 2010
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and the trend is expected to continue (PalugodPatagod, 2011). In 2008, India accounted
for 55 per cent of IT offshoring and about 35 pentcof BPO services outsourced globally
(NASSCOM-Everest India BPO Study, 2068) Among India’s major export destinations of
computer software and services, the US, with aesb&rb5 per cent, topped the charts in
2009-10. It was followed by the EU countries paraely the UK, Netherlands and Hungary
with a total share of 22.87 per cért.

Over the past two decades, India has emerged aatteattive investment destination
particularly a leading IT services off-shoring destion. According to theAT Kearney’'s
Global Services Location Index (2011ndia ranked first among the leading sourcingshub
followed by China, Malaysia, Thailand and IndonéstaThe global slowdown adversely
affected the investment attractiveness quotietiténEU and ranking for majority of member
states plummeted. However, ranking of key customarkets for IT/ITeS such as the UK
(16"), Germany (26) and France (42 revived in 2011.

India’s skilled and cheap manpower offers compleiar@res to the EU, which is facing
shortage of labour due to a huge ageing populdithICT Task Force report, 2006). Due to
its low labour costs and availability of huge hunrasources with technical and language
skills, India has been a major offshoring destoratbover more than a decade (Ghibutiu and
Dumitriu, 2008). The EU has a comparative advantagéechnology and research and
development (R&D), which is beneficial for Indialthough Northern European countries
such as Nordic countries are small in size theyehgood information and communication
technology (ICT) network readiness and thus theycampetitive on the global scale (Dutta
2008Y°* These mutual complementarities have accentuatss-border movement of Indian
IT/ITeS professionals to the EU market and preseridadian and EU companies in each
other’s territories has increased (Chanda, 2008is Mas contributed greatly to the growing
bilateral trade in this sector across Modes 1, @ 4f the General Agreement of Trade in
Services (GATSY>®

Against this backdrop it is important to identifjnat can be India’s offering to the EU in the
ongoing Bilateral Trade and Investment AgreemefitlAB negotiations and its expectations
from the EU. Globally there is substantial empirie@adence and literature on IT offshoring,
mapping India’s growth, but studies on identifyitgde complementarities between India
and the EU so as to aximise the benefits of theABdile limited. To fill the lacuna, this
primary survey based study will analyze the pattdrbilateral trade and investment flows in
IT/ITeS sector between India and the EU and idgngifeas of future cooperation and
collaboration between the two economies and barfered by the EU companies in India
and Indian companies in the EU. The study will apgovide recommendations for the
negotiating strategy particularly in this sector.

The layout of the paper is as follows: SectionWill briefly define the sector and outline its
coverage in India and the EU. Section 5.2 willhight the recent trends and developments

1 palugod and Palugod, 2011

%2 Electronics and Computer Software Promotion Cduhwlia, Statistical Year Book, 2009-2010

53 This index included 50 countries which were evaldaon 43 measurements across three major categorie
financial attractiveness, people skills and avdlitgktand business environment.
http://www.atkearney.com/index.php/Publicationsgbfiring-opportunities-amid-economic-turbulence-dlite-
kearney-global-services-location-index-gsli-201fhiht

%4 Ruohonen, 2009

2% According to the GATS classification, the modesuaply can be defined as, Mode 1 — Cross-bordéetr
Mode 2- Consumption abroad and Mode 3- Commercedence.
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in the IT/ITeS sector in India and the EU. SectmB will provide an overview of the
regulations affecting this sector across the twanemies. Section 5.4 will provide bilateral
trade trends between the two economies. Sectiowtl.@nalyse the key survey findings.
Section 5.6 and 5.7 will highlight the barriers ardommend the reforms required in the two
economies.

5.1.Definition and Coverage of the sector

Globally there is no universal definition of the/lllleS sector. As discussed in Chapter 2, the
IT/ITeS sector like any other services sector canclassified either on the basis of the
country’s own definition or the United Nations Pigignal Central Product Classification
(UNCPC). According to Services Sectoral Classifarat(MTN.GNS/W/120) the IT/ITeS
sector is broadly categorised under computer amatece services, which includes a)
consultancy services related to the installation aomputer hardware, b) software
implementation services, c¢) data processing sesviaed d) database services and
maintenance and repair servicds This classification is used during the World Tead
Organisation (WTO) negotiations. To classify IT/8eector in India, the National Industrial
Classification (NIC) 2008 is used and in the EU e tinformation and communication
technology (ICT) sector is covered under the NAWEsion 2 (for details see Appendix
5A, Chapter 2). There are no differences acrosswheclassifications and both countries
classify these services under computer programnuagsultancy and related activities and
data processing, hosting and related activities.

Among other sources, in India, majority of disaggted data on the IT/ITeS sector is
collected by the National Association of Softwanel &ervices Companies (NASSCOM) and
the Electronics and Computer Software Export Praano€ouncil (ESC) on a regular basis.
Even official sources use these data. Howeveretlage some discrepancies related to
definition, method of data collection and constiarctof indices, across different sources in
India. The Eurostat provides disaggregated datahierlCT sector of the EU on a regular
interval. The recent trends and developments adiwes two economies in the next section
use these data sources.

5.2.Recent Trends and Developments

The IT/ITeS sector is one of the fastest growingises sectors in India. The total revenue of
this sector has increased from $8 billion in 2000 $88 billion in 201£>" According to
an estimate® the IT/ITeS sector is expected to generate t@atnue of $225 billion by
2020. It is a major contributor to the GDP, inciegdrom less than 2 per cent in 2000-01 to
7.1 per cent in 2011-1%° Though the ICT services sector in the EU has lygewing and
value addition in the ICT services sector was ano$6i75.42%, its contribution to the gross

%% Dye to the evolving nature of the services sether CPC has been revised frequently and the dugieg
1.1 provides a relatively more comprehensive scleediccording to the CPC Version 1.1, IT/BPO seggiare
broadly covered under CPC 83 (Other Professionadjri#ss and Technical services), CPC 84,
(Telecommunication services; information retriezatl supply services) and CPC 85 (Support servi€Eisg
classification is given in Appendix 5A.1).

ZTNASSCOM (2012).

Z8DIT (2009).

ZINASSCOM (2012).

20 Exchange rate:€1= $1.4715, period average for the time period danQ1, 2008 to December, 31, 2008,
last retrieved August 04, 2012ttp://www.oanda.com/currency/historical-rates/
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domezggic product (GDP) is lower than India’s. Inttdbuted 3.7 per cent of EU’'s GDP in
2008:

The evolution of the sector is interesting and medbgy driven. The emergence of internet
services is changing the landscape of this sectosa the globe. It is leading to higher use of
IT services across sectors and establishing gréatnconnectivities between them. It has
been reducing requirements of physical movemenprofessionals and time taken to
complete tasks, hence global trade ties are strengty. The growing need has been
facilitating innovations. As a result, R&D expende in the IT/ITeS sector across both
economies has increased. According to NASSCOM, 2ldia, engineering and research
and development (ER&D) expenditure grew by 2.2qmart in 2011. India is emerging as a
leading ER&D offshoring destination. The ER&D exjsoirom India are estimated to reach
$10 billion by 2012. Majority of the exports arealited towards North America and Europe.
Though adversely impacted by the global slowdS%nR&D spending in the EU ICT
services revived and increased by 2.2 per centOPO2Business R&D in ICT industry
accounted for 1.7 per cent of the GDP in 2639.

The IT/ITeS sector in India matured from being sEvproviders to becoming strategic
partners to their customers, thereby enabling tistomers to expand their operations across
different geographies. The domestic market is emglfrom existing captive dominated
market structure to third party transformationalsourcing relationships. It yields hybrid IT
services converging between telecommunications,paten technology and software and
more content-oriented industries such as broadhcpatid publishing. As a result, the use of
IT services is predominant across majority of teetars. For instance, there has been an
increase in IT adoption by the Indian governmentasoto deliver efficient government
services. In addition, sectors such as bankinganiral services and insurance,
telecommunications, manufacturing, retail, healtbct&ravel and transportation, construction
and utilities, media, publishing and entertainmemd education have increased IT adoption.
The ICT industry in the EU has also evolved sirte émergence of the internet in the late
1980s and early 1990s. Similar to India there hesnlconvergence across different services
such as telecommunications and broadcasting (segels, 2012).

The IT/ITeS sector is skill intensive. The sect@sha huge potential for employment
generation and skill development. Given the inigkdges across countries, IT professionals
benefit from percolation of technical know-how.gdarticular Indian workers have benefitted
greatly from the IT sector revolution. Abundant pad cheap and skilled labour has
facilitated the emergence of India as a major autsng hub. Huge ageing population and
constrained supply of labour in various developedntries have contributed to this greatly.
As a result, employment generation in this seddrigher in India compared to the EU. The
IT/ITeS sector in India employed around 40,000 peap the late 1990s that increased
continuously to an estimated figure of 2.0 millior2008%** This increased to 2.77 million in
2012222 In comparison, the ICT services sector in the Btpleyed 0.22 million people in
2008:

1 JRC European Commission Report, 2011

%2 For details see 2011 Report on R&D in ICT in thedpean Union
23 pigital Agenda Scoreboard 2012

24 NASSCOM (2008)

25 NASSCOM (2012).

%% JRC European Commission Report, 2011
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According to theAT Kearney’s Global Services Location Index (2011 )erms of industry
activity, India once again topped the chart meaguacross three indicators including BPO
services, voice services and information technologpgourcing services. In terms of people
skills and availability scores, India ranks secondh the highest score for size and
availability of labour force and education. On twatrary EU member states such as the UK
(0.55), France (0.53), Germany (0.31) and SpaiAOjOrecorded low scores for size and
availability of labour forcé®’

Availability of skilled workers along with a largensaturated market and government support
in the form of export promotion schemes and ins@stinad a positive impact on the foreign
direct investment (FDI) flows in this sector in iad Between April 2000 and December
2011, cumulative FDI inflows in computer servicestsr (including hardware and software)
$9.4 billiorf®® which accounted for about 6.9 per cent of thal toamulative FDI inflows$®®
The global slowdown and the euro crisis among othetors had a negative effect on FDI
inflows. As a result, FDI in this sector exhibit$lactuating trend during the period 2006-07
to 2010-11 and it declined particularly after thebgl slowdown.

In the EU, FDI inflows in the information and commnication services sector were 4.58 per
cent of the total FDI inflows in the services sedto 20082”° The UK among all member
states is a prominent destination for both inboand outbound FDI in this sector. Factors
such as UK’s conducive business environment antddeskloped infrastructure, its position
as Europe’s largest e-commerce market and Engpslking resource base, makes it an
attractive investment destination (Chanda, 2009)dian companies such as HCL
Technologies Limited, Infosys, Tata Consultancyvi®ess (TCS), Birlasoft UK Ltd. and
Wipro among others have operations in the UK. \&i&U companies such as Siemens,
Deutsche Bank, ABN-Amro, Daimler Chrysler, Philiped Bosch have operations in India.

In India, while there were few large enterprisesl @MEs in this sector catering to the
domestic market, new players both domestic andigoremerged after the economic
liberalisation of the 1990s. What is common acriogia and the EU is that the sector is
dominated largely by SMEs. Various entrepreneunge havested in start-ups providing
specialized services as it involves low initial @stment costs while promising high returns.
The Indian IT/ITeS sector consists of over 5,00t gmises offering services across different
verticals, majority of which are SMEs. Howevergarscale companies such as TCS, Wipro
and Infosys are some key players in the sector gkdbal presence especially in the US and
the EU. A number of global captive centres andifpreompanies have invested in India. In
the EU, SMEs represented 99.4 per cent of the mmes, and accounted for 69 per cent of
the employment and 58 per cent of the total turnane2006 for computer services and
related activities (NACE 72FWC Sector Competitiveness Studies, 2088yvever, the size
of EU software companies is, in most cases, coraitie smaller than that of their US or
Japanese counterparts.

7 This index included 50 countries which were evaldaon 43 measurements across three major categorie
financial attractiveness, people skills and avdlitgktand business environment.
http://www.atkearney.com/index.php/Publicationsgbfiring-opportunities-amid-economic-turbulence-dlite-
kearney-global-services-location-index-gsli-201fhiht

%8 The Exchange rate: Rs.1 = $0.0192 (average focVia4, 2012 — April 12, 2012).

29 Authors’ compilation from DIPP factsheets 2010 20d.1

270 Calculated from Eurostat, Balance of Payment Stesi

122



Draft not for citation and quotation

Another thing that is common across both econonsiesustering of IT firms around few
selected regions. In India, the IT/ITeS sectorigely concentrated in few states and some
cities within those states. Initially, the sectoevdloped in cities such as Mumbai
(Maharashtra) and Bangalore (Karnataka) mainly #fie establishment of a company called
Texas Instrument§' in mid 1980s. Delhi and the suburban regions oidBl@and Gurgaon
also known as the National Capital Region (NCR)ellgyed as popular IT/ITeS locations
simultaneously with other cities such as Chennan{il' Nadu) and Hyderabad (Andhra
Pradesh). These regions have witnessed an upstingeilonational corporations such as
Capgemini and Accenture, among others. Availabiifyhigh-speed data communication
links and built-up space provided in software tesbgy parks and the availability of high-
skilled manpower are some key factors behind ti@sd (Kumar and Joseph, 2005). With
increase in cost in tier | cities companies stati@delocate to tier Il and Il cities and
preferences for them cities is growing.

In the EU, majority of the ICT services sector twrer is generated in the EU5with
Spain, ltaly, France, Germany, and the UK accognfiin approximately 70 per cent of the
total turnover. In terms of employment generatithg sector is somewhat concentrated in
and around large cities and high tech countrieegog the South of the UK, the Benelux,
Denmark and Stockholm and the French region ofiéld-rance, the Western Region of
Germany and the North of Italy. There are also irtgra clusters in Madrid, Ireland, and
Finland, and emerging outsourcing destinations amtiern Ireland, Romania, Bulgaria, the
Czech Republic, and Poland. Various American, gneand Indian ICT services
multinationals have been establishing R&D, softwdegelopment, and services units in the
EU10*"® and the EU15 countries. According to ti€ Kearney Index (201 1jier Il cities are
emerging as attractive destinations of investm@anking of member states such as Poland
(24th), Estonia (11th), Latvia (13th) and Lithuar(ie4th), among others has improved
considerably.

The next section discusses the governance struahareegulations affecting IT/ITeS sector.
5.3.Governance Structure and Regulations

India and the EU have a quasi federal governamaetste. In India, policies and regulations
are formulated at the Central government level iammlemented at the state level and in the
EU, the ICT sector is governed by different EU Dinees which are formulated by the

European Commission (EC) and the European Parliatmgnimplemented at the member
state level.

The Indian government adopted a pro-liberalisaitamce towards the IT/ITeS sector, after
the 1991 reforms to act as a facilitator for foreigwvestment. The sector has been
considerably liberalised with abolishment of pubdiector reservations and relaxation of
industrial licensing norms and allowing 100 pertcEBI in the sector through automatic
route. To promote establishment of export orienteids in India, the government announced

2 Texas Instruments India Ltd started off by settipga research facility in Bangalore in August 1888
became the first global technology company to distaiis presence in India.

22 The number of member countries in the EuropeamtJpiior to the accession of ten candidate coutie
1 May 2004. The EU15 of Austria, Belgium, Denmdtigland, France, Germany, Greece, Ireland, Italy,
Luxembourg, Netherlands, Portugal, Spain, Swedaited Kingdom.

213 Nations that joined the EU in 2004: Czech Repuliligorus, Estonia, Hungary, Latvia, Lithuania, Malt
Poland, Slovak Republic, Slovenia). Nations thatgd in 2007: Bulgaria, Rumania

123



Draft not for citation and quotation

few schemes such as the special economic zone @tElZgxport oriented unit (EIU) scheme
under which units enjoy 100 per cent tax exemptinrprofits from exports. In addition, for
startups focussed on technology and innovationemwed deduction of 150 per cent of
expenditure incurred on in-house R&D is also a\@dainder the Income Tax Act, 1961.

In the EU too there are hardly any market accesticgons to investment in IT/ITeS
services. Both economies have offered to liberatigestments in services in their respective
WTO Revised Offers (for details 8. India offered to allow 100 per cent FDI undee th
automatic route in data processing, software deweémt and computer consultancy services,
software supply services, business and managenogisuitancy services, market research
services, technical testing and analysis servi€as. Indian government regulations do not
distinguish between domestic and foreign playensthe EU there are some distinctions
between EU and non-EU companies based on their srafdgperation.

In terms of regulations, the Indian IT/ITeS sedsogoverned and regulated at the Centre by
the Department of Information Technology (DIT), endhe Ministry of Communications
and Information Technology. The sector is primariiggulated under two acts, the
Information Technology (Amendment) Act, 2008, aneanted version of the Information
Technology Act, 2000 and the Semiconductor Integr&ircuits Layout Design Act, 2000.
Other acts such as the Copyright Act, 1957 andvdgous amendments govern the
Intellectual Property Rights (IPR) of computer s@fte. Since the sector is highly integrated,
policies of other government departments such gaib®ent of Telecommunications (DoT),
the Telecom Regulatory Authority of India (TRAI),ifistry of Finance (Taxation, Special
Economic Zones etc.) impact this sector. The sesvimarket in the EU is not harmonised.
However, various Directives are implemented to laguthe ICT sector. The Services
Directive (discussed in Chapter 2) aims to integthe services market. This Directive only
regulates computer programming and consultancycgsrvand excludes other services under
the ICT services sect8f>

Some regulations affecting the IT/ITeS trade aseulised in details below:
5.3.1. Data Protection regulationsin India and the EU

One of the key issues relating to IT/ITeS serviaed trade flows in this sector is data
security. Data protection in India is governed undbe Information Technology
(Amendment) Act, 2008, which is the key Act regugtthe IT/ITeS sector. This Act
provides legal recognition for the transactionsriedr out by means of electronic data
interchange and other means of electronic commtioicacommonly referred to as
‘Electronic Commerce’, which involve the use ofeaftatives to paper based methods of
communication and storage of information.

This Act does have some deficiencies. To overcomemt and to address the latest
developments in the sector, the Act was amendeadyéss. In April 2011, the Ministry of
Communications and Information Technology, Goveminaé India, notified the Information

214 EU’s Revised Offer; Communication from the Eurap@pmmunities and its Member States, Conditional
Revised Offer, TN/S/O/EEC/Rev.1, 29 June 2005,

http://www.esf.be/pdfs/GAT S%20Revised%200ffers/Eerised%20GAT S%200ffer.pdf

India’s Revised Offer: India Revised Offer, TN/SMID/Rev.1, 24 August 2005,
http://commerce.nic.in/trade/revised_offerl.pdf

2> For details see Section 1 on Definition and Coyeraf the Sector.
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Technology (Reasonable security practices and guwes and sensitive personal data or
information) Rules, 2011.

Few prominent changes to the Act include introductf digital signature, allowing public-
private partnership in e-governance delivery oVises, etc. To address concerns about the
“Data Protection and Privacy”, and to bring théiém regulatory regime in line with the
global regulations more stringent provisions haeerbprovided for data protection in the
new Rules. Some of them are listed below:

(a) Sensitive personal data or information to be hahaiéh reasonable security practices
and procedures,

(b) Gradation of severity of computer related offencesnmitted dishonestly or fraudulently
and punishment thereof ; and

(c) Introduction of additional section for breach ohfidentiality with intent to cause injury
to a subscriber.

Regulations governing data security are very ctameoss the EU. To provide a regulatory
framework to guarantee secure and free exchangatafacross the national borders of EU
member states, the EWDirective on the protection of individuals with eeg to the
processing of personal data and on the free movemiesuch data or “Data Protection
Directive” (95/46/EC) was formulated It restricts transfer of personatadtp locations
outside of the EU unless the importing country eesuadequate data protection under
domestic regulations or international commitmeiitge Directive establishes strict guidelines
for processing personal information based on thdefjues on the protection of privacy and
trans-border flows of personal data adopted byQBED?"®

It is an overarching Directive and has been complged by new legal instruments that are
Directives on data protection specific to differesgictors. One such directive is the Data
Protection Directive in the electronics communi@atisector — Privacy and Electronics
Communication Directive — 2002/58/EC. This Direetiyrincipally concerns with the
processing of personal data relating to the delieéicommunications services.

It is important to note that each member stateteldats own privacy regulation to meet the
requirements of the Data Protection Directive. Hgneach member state has different
regulations under the same Directive.

Some additional Directives that govern the datagay in the ICT services sector are given
below:

» Directive 2000/31/ECon certain legal aspects of information societyises, in
particular electronic commerce, in the Internal kétror “Directive on Electronic
Commerce”;

278 |t requires companies processing the data to appaiata controller who must register with goveznm
authorities. The data controller must notify theggmment authorities before processing any dats. Th
notification includes informing the individual di¢ purpose of the processing, providing a desonf the
data subject and of the recipients to whom the aédght be disclosed, proposed transfers to thiuhtiées, and
a description to ensure that basic security requérgs have been met. It also requires a governawthority to
oversee data processing activities. Individual E&inber countries are required to establish an irdbbgre
public authority, namely, Data Protection Commissido supervise the protection of personal data by
investigating and monitoring data processing ati¢isiand intervening in these activities where el
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» Directive 2002/20/ECon the authorisation of electronic communicatioe$works
and servicesr “Authorisation Directive”;

» Directive 2002/58/ECconcerning the processing of personal data angribtection
of privacy in the electronic communications seabor“Directive on Privacy and
Electronic Communications”

» Directive on legal protection of designs (98/71/E@y Directive on the enforcement
of intellectual property rights (2004/48/EC) anattBirective on harmonising certain
aspects of copyright and related rights in the infation society or the Copyright
Directive, (2001/29/ECyovern protection of intellectual property rights.

It is important to note that data protection regales play a key role in outsourcing of
services, contracting of foreign firms and employpinereation in this sector. Therefore they
have an overarching impact on trade, investmentcafidboration which are discussed later
in this chapter.

5.3.2. Labour Mobility and Labour Market Regulations

As discussed, the IT/ITeS sector is highly labatemsive. Hence, cross country labour
mobility is crucial to enhance trade in this sectorthe EU, work permits and visas are under
the purview of individual member states which restmobility of foreign workers. Unlike
the EU, movement of foreign nationals from oneestat another is not restricted in India.
Hence as a market the EU is relatively more rdstacdhan India. In India, foreign nationals
in IT/ITeS sector are treated as professionals amebrk permit is granted based on valid
working contract and an income of $25,000 and abOwvee a visa for stay of over 180 days
is granted, the foreign national can enter Indie laas to register at the Foreigner’'s Regional
Registration Office (FRRO) within 14 days of enimyo India. Each state has their FRROs
and hence an expat can register in the state wWieerell be working?’’ A foreign national
employed in India by an Indian company has to bd pelocal currency by the employer. In
addition, on September 30, 2009, the Reserve Bérnkdia issued a notification which
stipulates that a foreign citizen who is residemtimdia and employed with an Indian
company, can remit his entire salary received idiann Indian rupees, to any foreign
currency account in a bank outside India as longuas foreign citizen pays income tax on
his entire salary accrued in India.

A professional in India has to abide by the labmarket regulations, although there were
some relaxations for the IT/ITeS sector. The IndalsEmployment (Standing Orders) Act,

1946 formulated by the Labour and Employment Depant under the Ministry of Labour

and Employment is one of the main Acts that protbet interests of labour in India.

However, IT/ITeS sector was largely exempted frbis Act. This measure was initiated to
grant companies flexibility to hire and fire empé®g. However, given that the sector is
highly human-capital intensive, employing millionk people, the government recently felt
that there is need to protect the interest of labAs result, the Labour and Employment
Department rejected the exemption limit to the icthe year 2012. The IT/ITeS sector will

now be regulated under the purview of the Adtich requires employers to define and
inform workers the terms and conditions of emplogtnan their premises. This can lead to
greater interference by workers and strikes andralisturbances by trade unions. It is likely
to hurt this services industry which unlike the mifacturing sector heavily relies on

contractual labour.

277 http://www.realestatemumbai.com/Expatriates/FRR®efgners-Regional-Registration-Office.aspx
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At the state level some states such as West BamghKarnataka have implemented state-
specific labour regulatiorfé® to facilitate the growth of IT/ITES sector. Foraemple, in West
Bengal IT/ITeS companies are treated as publigiasland are exempted from strikes. There
are certain exemptions which allow employees tokwadX7 and 365 days a year.
According to an amendment of the Karnataka Shops@ommercial Establishments Act,
1961 in 2002women IT workers are allowed to work during nighifts.

Regulating labour mobility in the EU is a membatestspecific subject and each member
state imposes different conditions on labour mov@mehis restricts movement of non-EU
professionals/nationals. Over the years some measave been taken at the EU level to
facilitate intra-EU mobility, some of which has itigations for foreign nationals.

1. Non-EU nationals entering the EU for a short teanlusiness purposes can avail a
Schengen Visa (SV). With the SV, nationals can stag work in the selected EU
member staté8’ for upto 90 days. Nationals can visit other mensiates and other
countries in Europe in the Schengen territory @ signatories of the Schengen
Accord with this short term business visa.

2. The ‘Blue Card Directive”, (2009/50/EGJ° of the EU allows a high skilled third
country national to enter, re-enter and reside ffmre than three months-in the
territory of a member state of the EU. The objecif the Directive is to meet the
growing shortage of high skilled labour in the Ethe EU Blue Card once granted to
a non-EU national with a job offer, authorises amii entry and residence, in an EU
member state. It provides access to the EU labarkeh and residence rights. The
EU Blue Card holders enjoy equal treatment withiomals of the member state
issuing it as regards working conditions, sociatusgy, pensions, etc. After 18
months of legal residence in the first Member St&tele Card holders and their
family members may move to another member statetter purpose of highly
gualified employment. They will, however, need tiain the approval of the relevant
authority in the second member state. The EU Blaed Qvill be valid from one to
four years, with the possibility of renewal. A Blugard may also be issued or
renewed for shorter periods in order to cover tlekwcontract duration plus three
months. The EU Blue Card will be issued by the vate authorities of the
participating member states. The decision on anBil¢ Card application is taken
within 90 days of the application being lodged.

3. The EU “Single Permit Directive”, (2011/98/EU3eeks to establish a simplified and
harmonised procedure for non-EU nationals in otdesbtain a work and residence
permit in the EU member states. It defines a commen of rights awarded to
migrants in order to address the gaps between-toudtry workers and EU citizens.

2’8 Eor details on Labor Laws for IT/ITeS companieKiikata, see Appendix 5B.

2 Signatories to the Schengen Accord include AusBégium, Czech Republic, Denmark, Estonia, Fidlan
France, Germany, Greece, Hungary, Iceland, Itayyih, Lithuania, Luxembourg, Malta, Netherlands,
Norway, Poland, Portugal, Slovakia, Slovenia, Sp8imeden, and Switzerland.

280 The EU Blue Card is the authorisation entitlirghiblders to reside and work in the territory o
Member State. It is not a substitute for a visd,thase who have applied for the EU Blue Card aageh
received a positive response will be granted efaiity to obtain the requisite visas. The Bluer€®irective
(2009/50/EC) was adopted by the EU Council on 2% R209 and came into force on 19 June 2009. The
Directive determines in detail the common critéoimapplicants of the EU Blue Card. It also regsiitieat
Member States transpose its provisions into theional legislation by 19 June 2011.
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It necessitates a single application procedure wiemEU nationals apply for work
or stay in a member state. The Directive appliesM® main categories of non-EU
nationals. The first category covers non-EU nat®naho apply to reside in a
member state to work, to whom the single applicapoocedure is applicable. The
second group includes those who have already beéwittad to a member state for
the purpose of work or purposes other than workwand are allowed to work, such
as family members of migrant workers, studentssamehtific researchers.

Since the EU labour mobility legislations are natrhonised there are certain member state
specific legislations that affect labour mobili§ome of these are summarized below:

Table 1: Selected Member State specific Labour Moweent Regulations

Regulation

France

Ireland

Italy

No regulations on workers from EU-8 countries

For Bulgaria and Romania: French employers canause
simplified procedure for introducing foreign labdor 61
occupations from 7 major fields of activity. Foretie
occupations, foreign labour departments will no¢ tise
job situation in France as an objection

No special limitations on workers from EU-8 (sir&@04)
Restrictions on workers from Bulgaria and Romania
Bulgarian and Romanian Job Seekers will continue to
require a work permit. However, any of these citz@/ho
were in Ireland on 1 Jan. 2007 for a period of léhths

or more and holding a valid work permit for thahé will

no longer have any restrictions and will, alonghwtiteir
spouses, have unrestricted access to the laboketrard
state employment services

Since 27 July 2006 no restrictions concerning tree f
movement of workers from EU-8 are in force, thudrng

full effect to the free entry of all nationals frotihe new
member states to the

Italian job market. Restrictions on workers fromldgaria
and Romania.

There is a transitional arrangement for a periodoé
year prior to allowing citizens of Romania and Barig to
have full access to paid employment (except self-
employment). The transitional arrangement has apémne
following sectors: agriculture and hotel and towoms
domestic work and care services, construction,
engineering, managerial and highly skilled work,d an
seasonal work. Since 27 July 2006 no restrictions
concerning the free movement of workers from EU& a
in force, thus giving full effect to the free entof all
nationals from the new member states to the Itglndn
market.

Restrictions on workers from Bulgaria and Romaiay
employer who wishes to hire a Romanian or Bulgarian
worker for one of the above sectors must compl whe
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employment regulations currently in force and nottie
job centres as well as the competent social sgcaritl
welfare institutions.
Netherlands * No special limitations on workers from the EU-8 but
restrictions for workers from Bulgaria and Romania
* For workers from these 2 countries a work permit be
issued whenever there are no workers availablenén t
Netherlands or other EU member states and the geplo
concerned can offer proper working conditions and
accommodation
Austria * Restricts labour migration from the EU-8 under work
permit restrictions
* New EU citizens wishing to work in Austria still e a
work permit, which the employer must apply for. The
labour market service will confirm freedom of movemh
once the worker has been legally employed for @ae y
United Kingdom * No special limitations on workers from the EU-8
» Restrictions on workers from Bulgaria or Romania
* At the heart of the new regulations is the restncof low
skilled workers to existing quota schemes in the
agricultural and food processing sectors. Skilleatkers
will continue to be able to work in the UK if theyalify
for a work permit or under the Highly Skilled Migra
Programme

Source: Author’'s compilation from different sources

It is important to note that most countries of #ld15 have bilateral agreements with the
individual new member states that allow specifibolar migration (seasonal work,
contingents for specific industries, etc.) or temgpiby limit this migration.

5.3.3. Government Procurement

Government today is a key user of IT and ITeS ses/iiand therefore government
procurement regulations play a key role in enhandnade in this sector. Government
procurement in India is governed by the Generahianal Rules, 2005, which only attracts
departmental action in case of violation. The Indy@vernment is in the process of initiating
a comprehensive Government Procurement Bill whithaNow transparency in government
procurement. In the EU, government procuremeniigmed under thBirective (2008/C

91/02) on the application of Community law on Public Pnarunent and Concessions to
institutionalised PPP (IPPP) obirective on Public Procuremer®’. The EU is a member

of the plurilateral Government Procurement Agreeni&®A) under the WTO and in terms

2BlIat Community level there are no specific rules gougg the founding of IPPP. However, in the fieldpoblic

procurement and concessions, the principle of emgeaiment and the specific expressions of thatcjpie, namely the
prohibition of discrimination on grounds of natidihaand Articles 43 EC on freedom of establishmamd 49 EC on
freedom to provide services, are to be appliechges where a public authority entrusts the suppzonomic activities to
a third party. More specifically, the principlessang from Article 43 EC and Article 49 EC includetronly non-
discrimination and equality of treatment, but alsmsparency, mutual recognition and proportiopalibr cases which are
covered by the Directives on the coordination afcedures for the award of public contracts (‘thbluProcurement
Directives’), detailed provisions apply. For moedalls seéttp://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:C:2008:0004:0009:EN:PDF
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of regulations has a more robust domestic reguiatmmpared to India. India has an observer
status in the GPA.

Given the sector overview and the regulatory fraor&wthe next section provides a snapshot
of India-EU bilateral trade in this sector.

5.4.Global and Bilateral Trade

In India trade data on IT/ITeS sector is providgdddferent sources such as NASSCOM,
Reserve Bank of India (RBI) and United Nations @oefice on Trade and Development
(UNCTAD). There is slight heterogeneity in the datcorded by different sources.
Nevertheless, all sources confirm that since 20&&mputer and information services
accounts for the highest share in India’s totavises exports. According to an RBI estimate,
total software services exports (computer servares ITeS/BPO services exports) of India
during 2009-10 was estimated at $38.7 billion, bfcls computer services exports accounted
for nearly 69 per cerff? The UNCTAD estimate indicates that in 2010, corepuind
information services exports at $56.7 billion acted for 46 per cent of India’s total
services export&?

On an average, large Indian companies like TCSlaiodys have been exporting computer
software services to over 145 countries every yBable 2 shows the exports of some Indian
companies and foreign wholly -owned subsidiaries.

Table 2: Company-wise Exports of Computer Softwaré&ervices in 2009-10

Company Total Exports (US$ Million)
Tata Consultancy Services Ltd. 5119.94
Infosys BPO Ltd. 4456.37
Wipro Ltd. 3516.23
Cognizant Technology Solutions India Pvt. Ltd. 3284.36
HCL technologies 2129.85
IBM India Pvt. Ltd. 1357.93
Accenture Services Pvt. Ltd. 940.98
Tech Mahindra Ltd. 905.78
Mphasis Ltd. 816.61
Patni Computer Systems Ltd. 624.61

Source: Compiled from Statistical Year Book, 20@-Electronics and Computer Software
Export Promotion Council

In India the export market is more robust than doenestic market for IT/ITeS sector.
Between 2006 and 2012 revenue from exports anddheestic market grew by 65 per cent
and 59 per cent respectively (see Figure 1).

282 RB| Press Release, June 2011.
283 Calculated by author by using data obtained frafCAD Database on ‘International Trade -Services’,
http://unctadstat.unctad.org/ReportFolders/repofdiers.aspXlast accessed on March 2, 2012).
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Figure 1: Performance of India’s IT/ITeS Sector
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Source: Authors’ compilation from NASSCOM (diffeteyears)

Between 2005 and 2007, though the European and$hB/ITeS market grew at the same

rate, the share of US in India’s total trade reradihigher than that of EU’s. However, in

2008 and especially in 2009, trade with the EUidedl (as shown in Table 3) because of the
decline in purchases by the European businesseg@reinments. The EU recession has
been relatively harsher compared to the US recesdibis is because of a greater shift
towards small scale outsourcing projects, lowecgpoints, among others in the European
IT outsourcing market.

In 2010 the EU followed by India, ranked on the #opong major exporters of information
and communications services among the WTO memherntges. While the EU accounted
for 58.5 per cent of the world’s total exports, itnéccounted for 19 per cent in 20639.
Globally India and EU’s trade in IT/ITeS sectoraw defined by UNCTAD database — trade
in computer and information services has been grgwonsistently.

As shown in Table 3, a comparison between glolaaletfigures of India and the EU indicate
that both economies are net exporters of compun@rirgformation services. The sector has
consistently recorded a positive trade balanceepixtor the year 2009, which reflects the
impact of the global slowdown on trade, the tworgsnies have recorded a consistent rise in
both measures of trade in computer and informasiervices. Unlike the EU, India is
estimated to record a decline in imports in 201ataDshows that the share of computer and
information services in India’s total trade in dees to the world is estimated to be lower at
1.2 per cent compared to that of the EU at 3.&pst in 2011.

Table 3: India’s and EU’s Trade in Computer and Information Services with Rest of the
World for selected years
(Figures in US$ billion)

India EU India EU India EU India EU India EU India EU India EU

Computer
and

2000 2006 2007 2008 2009 2010 2011

284 hitp://lwww.wto.org/english/res_e/statis_e/its201its011 e.pdf
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Information
Exports
Imports
Trade
Balance

4.73 2472 29.09 7340 3749 91.03 49.11 1121 646.406.64 56.7 113.3
0.58 1491 1.96 37.18 3.58 4563 3.79 55.09 227 5260 253 5451 1.46
4.15 9.81 27.13 36.22 3391 4540 4532 56.96 44.584.05 54.1 58.80

128.€
59.07
69.58

Source: Calculated by author by using data obtaifredn UNCTAD Database on
‘International Trade -Services’,
http://unctadstat.unctad.org/ReportFolders/reporifiers.aspx(last accessed on November
18, 2012).

Bilateral trade between India and the EU has beetulating. As shown in Table 4, India has
a negative trade balance with the EU in 2010.

Table 4: EU27 Trade in Computer and Information Sewices with India
(Figures in US$ billion)

2003 2004 2005 2006 2007 2008 2009 2010
Total Trade with India  (0.17) (0.26) (0.44) (0.45) (0.71) 0.34 0.62 0.37
Total Exports to India 0.09 0.20 0.23 0.46 0.76 2.00 241 2.40
Total Imports from 0.27 046 0.07 012 014 166 180 2.03
India
India's Share in Total (1.69) (2.52) (4.14) (3.01) (3.59) 1.31 2.37 1.23

Trade (%)

Source: Compiled and calculated by author from geam Commission (2009) and (2012)

Though the trade balance has shown a fluctuaterglirexports of India and the EU to each
other’s territory respectively has been increaqiee Figure 2). In fact after 2006, while
EU’s exports to India rose sharply, India’s expsootshe EU flattened.

Figure 2: Bilateral trade between India and the EU
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0.00 T T T T T T 1
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India's Exports to EU = EU's Exports to India

Source: Eurostat
At present, the EU is India’s second largest expuatket (after the US) accounting for 26.5

per cent of the total trade. Of this the UK alormeaunted for 12.4 per cent in 2009-10.
Within the EU, the UK has been the most importaggtichation for India’s exports followed
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by other EU member states including Netherland86(‘her cent in 2009-2010), Hungary
(2.80 per cent), France (1.27 per cent) and Fin{ar@® per cent®

Though latest data on India’s position in EU’s &ad computer and information services in
not available, data for the year 2007 suggestsUlsatvas the largest trading partner of the
EU followed by the Russian Federation and Japadialmvas also an important trading
partner (see Table 5).

Table 5: EU's Exports to main trading partners in 207

Computer and Information Services Amount (US$, bilion)
USA 9.08

Canada 0.62

Japan 1.36

Brazil 0.33

Russian Federation 1.75

China 0.74

Honk Kong 0.23

India 0.75

World 89.94

Source: Compiled from European Union internatioimatie in services Analytical aspects
2003-2007, 2009 edition.

Although bilateral movement of persons is a key gonent of trade in IT/ITeS services the
EC and its member states do not have a recordeoketiact number of IT professionals
travelling to respective EU member states. Theamdjovernment also does not maintain
such records. Individual companies record the nurobg@ersons that they send abroad for
different types of services such as getting busingsending meetings, project delivery, etc.

Most academic studies on India-EU trade in IT/IT&8vices is based on primary surveys
(for example see Chanda, 2009) since primary ssrv&p to capture different modes of
trade. While existing survey based studies havergev detailed overview of trade patterns,
policies in India and the EU are evolving. Thisdtger with other factors such as the global
slowdown has further shaped the sector. To undefsthe exact pattern of trade and
investment between India and EU as the two ecorsarie overcoming the global slowdown
and implement reforms, a primary survey was coreticthe survey also tries to capture the
likely impact of the India-EU BTIA. It attempts tmentify the barriers to trade and

investment. Findings of the survey are summarisgtie next section.

5.5.Key Survey Findings

A pan-India survey of 30 Indian and EU companiesngl with Indian policymakers,

representatives from EU embassies and consulatels é&s the British High Commission and
the European Commission), industry chambers suchFI&CI and NASSCOM was

conducted between July 2012 and September 201&ddition a stakeholders’ consultation
was organised jointly with FICCI in New Delhi onmdhe companies visualise the impact of
the BTIA. The survey was conducted using open-@mpestionnaires largely in the form of
in-depth interviews. Questions were asked on #utofs determining growth of trade in

285 Statistical Year Book, 2009-10’, Electronics ansh@puter Software Export Promotion Council
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IT/ITeS services, perception of the markets, gowvemt policies and schemes, future market
demand, barriers to trade and investments, expatsatfrom the BTIA and policy
recommendations.

Overall, the survey confirmed that India-EU traddT/ITeS sector is more than two decades
old. It began in the early 1908s largely as flowrafian software professionals from India to
the EU, but accentuated in the 1990s after IndéaE&ld markets liberalised. The Y2K crisis,
economic downturn following the 9/11 attack in 18 and the recent economic downturn
did impact the bilateral trade flows, but overaléite has been an increase. European banks
and other financial institutional and transnationadmpanies are now increasingly
outsourcing large IT project to Indian companied are establishing captive units in India.
Indian companies have started to buy out Europearpanies and invest in Europe. This has
led to increase in bilateral trade and investmelmshe due course India developed as a
major outsourcing hub. Though the role of globahpanies is immense, India prerogative in
terms of its abundant pool of labour, huge popotatdf software engineers, educational
infrastructure and government support have congibgreatly in shaping this industry.

This is illustrated using the ‘Porter Diamond Framek’ by Michael E. Portéf®, which
shows five key determinants explaining the sectgrtsvth. Porter’'s Diamond Model for the
Competitive Advantage of Nations explains how sgragons and industries within nations
become competitive on a global scale. Competittheaatage of nations is the outcome of
interlinked factors — factor endowments, demand di@ms, related and supporting
industries, chances and government support, whicin fthe framework of the Porter’s
Diamond. The Porter's Diamond Model is a very papylused framework for analysing the
competitiveness of industries in India. Kapur armhm@murthi (2001) looked at India’s IT
success using the diamond. In another article theeirhas been used to explain why clusters
emerged in India in tradable services as softw@ne. authors, however, relax some of the
requirements of the model to explain the growth apill over effects of India’s software
industry to the development of other IT-based sesji and more generally, into the
knowledge-based services, such as design, engigeand research in diverse industries like
health and education.

This framework (see Figure 3) is used to explamdtolution of the Indian IT/ITeS industry
and the role of EU companies in the same. It islbdnighlight the mutual complementarities
and areas of future cooperation between India laadEt).

Figure 3: Porter's Diamond Framework

286 The model was introduced in his book “The CompetiAdvantage of Nations” based on intensive resear
of the patterns of competitive success in ten legattiading nations over a period of four years.
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Factor Government

Conditions Support

Related &
Supporting
Industries

5.5.1. Factor Conditions

Natural endowments or factor conditions of a palic nation play a major role
developing its competitive advantage. In terms atdr endowments India is a source
abundant labour. A lge population base of 1.21 billion, as recordedh Census, 201
provides India with a competitive edge over cowstrsuch as the EU. India’s populat
recorded a decadal growth of 17.64 per cent betwremeriod 2001 and 2011 growing
the rate oflL.64 per cent annually. India’s population accodotsl 7.5 per cent of the world
population, which is expected to increase to 1&€0gent by 2030. A large percentage
India’s population is literate. In 2011 India’selibcy rate was at 74.04 peent up from 64
per cent in 2001. Indian states have also showmmarovement in their respective litera
rates. This is especially true for selected Inditates forming the IT conglomerate in In
(see Table 6).

Table 6: Population and Literacy Frofile of Selected States
(Figures in per cen

State Population Growth Share in India’s Literacy Rate
Rate Total Population

Andhra Pradesh 111 7 67.6¢€

Delhi 21.0 1 86.3¢

Karnataka 15.7 5 75.6(

Maharashtra 16.0 9 82.91]

Source: Census of India011

India has a large pool of skilled IT personnel ($able 7). This makes it relatively easy
companies of all sizes to recruit workers and bdiégelopment teams in response to cl
demands. The supply of skilled labour in India @ expecte to saturate as 60 per cent
India’s population in 2011 fell in the age group I&-64. Young population will certainl
serve as an advantage to propel gro'

Table 7: Number of IT Graduates and Post Graduatem India
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(Figures in million)

Year 2008 2009 2010 2011

Technical Graduates & 0.45 0.51 0.57 0.71
Post Graduates in India

Source: NASSCOM

The survey showed that foreign companies, includibigcompanies, have exploited India’s
factor conditions or the labour pool by settingaffshoring centres in India and hiring young
Indian IT graduates. Due to a huge supply, cosalmdur in India is low and has turned out
be highly advantageous for EU companies. Accortinipe survey participants, the cost per
head of offshoring is 30-35 per cent lower in Ind@npared to the US or the EU. The
survey found that Capgemini, which has presendhenndian market for close to a decade
now, has expanded its employment team from 200 &repk in 2001 to 40,000 in 2012.
Thus, presence of EU companies in India has geetkeaibstantial employment in IT/ITeS
sector of India. It has also led to movement ohtsgilled personnel from EU member states
to India, mostly at managerial and technical pos&i They offer a wide range of services
including training and dissemination of technicabk-how.

In the EU there is a labour shortage and this basributed to increased movement of people
from India and the EU. Indian go to the EU in npl&i capacity — for getting business, as
independent professionals, as intra-corporate feegess or as contractual service suppliers.
The survey found that there has been some chamgé&gour movement - unlike body
shopping, Indian companies are now sending intrperate transferees and contractual
service suppliers (who go to work on specific pctge Presence and establishment of Indian
companies in the EU have further accentuated moneofepeople. The survey highlighted
certain restrictions to movement of people whicé ianpending trade. These are discussed
later in this chapter.

When asked about the recent labour movement reftatpdations in the EU and measures
taken by the EU to harmonize the labour marketféoeign nationals, survey participants
pointed out that although the Blue Card Directine ¢he Single Permit Directive is a step in
the right direction, the gains are more for induats than companies. Also, these Directives
look at migration rather than short term movemertte Directive on conditions of entry and
residence of third-country nationals in the framewef an intra-corporate transf&f
proposed by the EC in 2010 will be more benefitpalindian companies. It will help Indian
and the EU companies in several ways. Indian cormapanill have a common set of rules
and requirements and EU companies will have beiter faster access to global talent to
meet staffing needs for managers, specialists aadugte trainees. Moreover, the EU will
have access to a greater pool of skilled staffpihglit to secure a knowledge-based and
innovative economy that attracts investment, them@eating jobs. In addition to fast track
the entry procedure and the single applicatiorafoombined work and residence permit, the
Directive proposes to include more attractive resa conditions for the families and
enhance mobility within the EU. The ICTs will aldmenefit from the same working
conditions offered as posted workers whose emplisyestablished within EU territory.

5.5.2. Demand Conditions:

287 http://eur-lex.europa.eu/LexUriServ/LexUriServ.dd2GOM:2010:0378:FIN:EN:PDF
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Strong and good quality domestic demand conditcamsimprove the competitiveness of the
local exporting companies. This is true for Indsaveell. The survey found that the structure
of India’s domestic IT/ITeS industry is pyramidiagith very few large enterprises on the top
and a huge pool of SMEs at the bottom of the pydafihese SMEs engaged with domestic
companies to provide them IT services and also thiéhfew large firms as sub-contractors.
This laid the foundation of domestic demand. Latih the entry of various MNCs into
India, many of these SMEs either directly engagétl them or became sub-contractors to
the large enterprises working with the MNCs. Asesutt exports of IT/ITeS services
increased. According to the survey though at pretbenexports of IT/ITeS sector are higher
than the domestic demand, the domestic demandiigyrat a fast pace and the share of the
domestic revenue in total revenue of the industnysing.

India is an unsaturated market and in recent ybare has been an increase in the use of IT
services across all sectors. Increase in domestadd has helped Indian companies to grow
despite the global slowdown. It has also helpedntih@ consolidate. Indian companies that
earlier provided only outsourcing services suchase-based services, data processing, etc.
are consolidating their offerings to provide a ldearange of services. This has saved clients
from approaching different service providers foffatient services. The survey found that
many IT graduates in India have been turning imwepreneurs by starting their own start
ups. The total number of start-ups in India novaisund 10,000, with 5,000 start-ups in
Bangalore, followed by Mumbai, Delhi and ChenndieTsurvey found that there are many
Indian start-ups that are now moving up the valo@rc and providing more integrated and
sophisticated services to their clients. Indiarrepreneurs have innovated various delivery
models including Software-a-Service (SaaS), cloased ‘Work Platform’ and Online
Database Application Platform (PaaS) to provide emsophisticated services to clients
worldwide.

With EU’s expansion there has been new demand imtdes like Eastern European
countries.

Many respondents pointed out that the Indian coneganith delivery centres in EU member
states such as Holland, Poland, Germany, etc. a&efocussing on strengthening their on-
site delivery models because they provide moreaswsile and higher returns. The IT/ITeS
industry has evolved from the stage when EU congzaestablished captive units in India to
the emergence of Indian companies acting as veifimaed third party IT/ITeS firms and

Indian companies acquiring EU companies and panmevith them.

5.5.3. Related and Supportive Industries

India’s education sector has contributed greatly India’s development as a global
outsourcing hub. The survey found that there d twit&,393 engineering colleges in India
including 16 globally acclaimed Indian InstitutesT@chnology (lIT), which helped to create
abundant skilled IT professionals and meet the grgweeds of this sector. According to All
India Council for Technical Education's (AICTE) ogp India produced 4.6 lakh engineers in
2004-05, out of which 31 per cent were computerirerggs and in 2005-06, 5.2 lakh
engineers were produced. For the past five yehesntimber of engineers has increased to
threefold as the number of colleges. The engingetolleges in India have a capacity of
14.85 lakh seats. Of the total number of colle@&sper cent are in the south of India (closer
to IT hubs like Bangalore) and 35 per cent in tloetm The survey found that campus
placements and university and company level cotktimns have given a major boost to the
employment rate in this sector.
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Newer centres of engineering excellence in cittehsas Indore, Jodhpur, Jaipur and Bhopal
are emerging with the government adding new IITd Biational Institutes of Technology
(NIT) to the existing list in tier-1l cities and ehbirth of more private institutes. As a result
hiring from tier Il and Ill cities is increasing.h& survey found that even industry
associations such as the NASSCOM have engagedrimusaeducation initiatives for skill
creation. For instance, NASSCOM has developed th&SSCOM Assessment of
Competence (NAC) to assess and certify talentedprdfessionals. There is a strong
interaction between industries, industry assoaiatmd education institute in developing
skills for IT/ITeS sector. On-the-job training oféel by both Indian and European companies
have enhanced the skill level in India. Some IndiBriraining institutes such as National
Institute of Information Technology (NIIT) have dlalised and have offices in EU member
states such as the UK, Belgium, Netherlands, Geyraad Spain.

The Indian government is encouraging foreign inwestts in education sector and to this
effect a number of bills including the implemematiof the Foreign Educational Institutions
Bill, 2010 is being mulled over. Once the Bill iagsed, the sector will benefit greatly since it
will encourage EU-India university and campus legellaborations that can enhance skill
level across both economies. In fact few Indianlsiits surveyed pointed out that they have
greatly benefitted from the UK-India Education aRdsearch Initiative (UKIERI), which
provides them exposure to global best standardgaaader employment opportunities.

Survey participants argued that the fast growthtte telecommunications sector has
supported the growth of the IT/ITeS sector in Indiachnologies such as broadband, video
conferencing, instant messaging and internet telephas reduced time and enabled India to
develop as an outsourcing hub.

The survey also highlighted the growing role of Eldia collaborative research programmes
initiated under the Euro-India Research Centre (Bl the growth of the IT/ITeS sector.
The EIRC helps Indian organisations access andfibénem EU funding in R&D. It
provides a permanent platform for co-operation ketwindia and the EU that promotes co-
operation at research level. In India, the NatioBahtact Point (NCP) is the entity that
supports the scientific and business communitiecaessing European funds for R&D.

In addition, the Framework Programmes for researuth technological development of the
EU, coordinated by the EIRC has entered into pifa@be programmes is called FP7) and
India has been strongly participating in these mognes. Over 140 Indian research
organisations have been selected to fund arourielBpProjects under the FP7. The objective
of joint collaborative research is to enhance irmtmns and research and technological
development in this sector which will benefit ITA$ trade across the two economies. Under
this programme scientists and researchers fromBwrcountries can get work permit and
permission to stay for long term of more than thremnths and short term of less than three
months under the Scientific visa pack&ffe.

5.5.4. Chances

28 Eor details see Directive on a specific procedar@dmitting third-country nationals for the puses
of scientific researchttp://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEXG8BL0071:EN:NOT
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The interplay of the economic liberalisation of thmeties and India’s relatively greater
resilience to the global slowdown are chances liaae contributed to the growth of this
sector. The reforms since the 1990s including reahov restrictions on scale expansion,
abolition of government monopoly in a wide rangesectors, removal of FDI restrictions and
entry of private and foreign operators into a langenber of services sectors laid down the
level playing field for growth in this sector. Idiis an active proponent of services
liberalisation, especially liberalisation of IT/I$eservices in the WTO and has signed several
bilateral agreements to encourage foreign invessnanthe services sector. India is willing
to bind the liberal autonomous regime in IT/ITe&de agreements which give operational
certainty to foreign companies. India has autonahpoliberalised a number of services
sectors for foreign investments and the reform ggecis on-going. More recently India
liberalised sectors like multi-brand retail, anérth are opportunities for IT/ITeS companies
to provide back-end services to foreign retail@itse case of EU retailers like Tesco can be
replicated. The global retail giant has set up bad captive unit — Tesco Hindustan Service
Centre in Bangalore (Karnataka), India to provifiestpport services to the Tesco’s global
retail operations. A number of new innovations asdo, India especially in the area of
mobile applications - mobile grocery applications tbe Android, iPhone, iPad, Nokia and
Windows 7 platforms will enable customers to shdplevbeing mobile.

The survey found that such economic and policyrrefoare likely to facilitate a significant
amount of infrastructure overhauling which will baabled through IT. As IT services are
expected to act as the strategic lever to bringfficiencies in these sectors. For instance, in
the retail sector there is tremendous scope faditflision through back-end infrastructure
upgrades, the revamp of supply chains and inigatito augment front-end customer
experiences. Even in the aviation sector a surgen@stments in BPO based customer
service operations for airlines is expected. Hetluere is immense scope for EU companies
across the board to benefit from such policy change

The survey found that another factor that has sapg@dndia’s image as a global outsourcing
hub is India’s resilience during the global slowaoand also during the Euro zone crisis.
Indian companies interviewed highlighted that thisis lead to depreciation of the rupee
which benefitted the IT services sector. The EU panies surveyed highlighted that though
there is a downturn in investments due to the stawdbut in the IT/ITeS sector companies
have and are planning to set up more captive umibsdia. The survey found that between
2008 and 2010, 37 new captive units were set updra of which 23 were set up in 2010
alone. At present there are over 750 MNC captives um India.

Majority of the EU companies highlighted that tinelian government procurement market is
untapped and offers attractive investment oppaiesiiln the wake of the opening up of the
market various companies will be interested in inigdor government funded projects. The
Indian companies were also asked if they will bdling to invest in the government
procurement market of the EU member states. Thegtgmb out that there are various
differences across the government procurement nsadaeoss the two economies. Some of
the responses highlighting the differences acrbsslridian, the UK and western European
government procurement market are tabulated inef@bl

Table 8: Comparing the Government Procurement Marlet in India vis-a-vis UK and
Western Europe

Parameters India United Kingdom | Western Europe

Onshore Delivery | No preferencd Majority (but less Onshore delivery conditipn
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as such
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than 100%) - a lot applies
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)

on connections{ off shoring
Lobbying Important.
Some contract
are through
lobbying, even
with tendering
process
Emphasis on| Brand Very important Important
Brand Awareness| awareness |
and Localisation | low, but there is
a push toward
localisation of
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Job Creation | Coming up ag Very important| Important
Locally an  important condition
condition with
government
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Open Books —{only in name,
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onsite copy
components of
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Central Takes a long Decision making Long gestation period
Government time. Most| takes long
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Decision Making | years.
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Period
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Level
Cap on| No cap £100 million cap|
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Public Sector public sectof
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Contracts contracts to avoi
overdependence dn
a single service
provider and
encourage SMEp
through
subcontracting
Language Not a barrier | Not a barrier High — delays caused |n
Barriers fulfilling RFP procedures
Labour Laws Obscure, with Stricter than the UK ( few
different states contracts are awarded on the
having different condition that government
labour laws in employees will have to be used
various forms. instead of winner's own
employees)

While the UK is a fairly accessible market, Westé&uaropean countries are relatively
untapped and difficult to access. Indian compahas the chance to enjoy the early mover
advantage and access the public procurement mark@estern Europe, if it opens up after
the BTIA is signed between the two economies. Stheemarket is difficult to crack they
will have to develop a robust market entry strat@dys will be discussed in Section 7.

5.5.5. Role of the Government
The support from the Government of India to thdT&5 sector has acted as a major catalyst
to its growth. Government support for this indusgyor both domestic and foreign players.
Major fiscal incentives provided by the Governmentindia in this sector have been for
export-oriented units (EOU), software technologykpa(STP) and SEZs. The government
earmarked IT investment regions to give specialebenand rebates and various R&D
promoting start-ups are being supported througlkidigs on capital expenditure.

Many companies highlighted that government suppothe form 10 year tax holiday to IT
firms setting up venture in notified IT parks angZSand exemption from the Industrial
Disputes Act 1947, among others have also con#it this growth. As a result, the EU
companies have enjoyed benefits of low operatiat, dogher profit margins and hassle free
labour market. Both Indian and EU companies poimigthat their scale of investments has
increased and they have started investing in dpuedoinnovation centres and R&D
facilities. They pointed out that these benefitgehatrengthened the ancillary industries and
even the supporting education sector.

The EU member states also offer various incentivésvestments in the sector. The survey
found that in order to increase R&D activities @illindustry, the German government has
taken an initiative to invest and spend aroundetirer cent of national GDP in R&D. The
French government has also extended fiscal incenBuch as complete abolishment of local
business tax from 1st January 2010 for productivestment. The French government has an
attractive tax policy for investors. It has complgtabolished taxes such as Annual Fixed tax
and Stock exchange tax for investors. Various md@mpanies reported to have benefitted
from these and more incentives.
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The survey found that on the one hand Indian compdace problems because the EU Data
Protection Directive is very restrictive; on thédet hand, EU companies complain that they
feel data sharing is not secure in India. To ovexedhis, Indian government has further
amended the existing IT Information Technology (Awiment) Act, 2008 in the year 2011.
Indian companies expect that after this amendmedia will be accorded the Safe Harbor
Nation status by the EU and doing business wilbbee easier. The EU companies expressed
interest regarding open access to the Indian gavenhprocurement market.

The survey found out that there are various barfi@eed by both Indian and EU companies.
These are summarised in the next section along bathiers identified during secondary
research.

5.6.Barriers

This section discusses the barriers faced by Inciimmpanies in the EU and EU companies in
India. The barriers are more market specific themmany specific. For instance, both Indian
and EU companies refer to certain common barrieesach others markets. Thus, addressing
them will not only enhance trade but will also dealbhe domestic sector to grow. There are
some issues related to the bilateral negotiatidii®ere is limited data and secondary
information on trade. For instance, both India @mel EU do not collect data on bilateral
movement of IT professionals on a regular basighénabsence of the data it is difficult to
estimate the volume of temporary movements of sergroviders. This is especially crucial
for the ongoing negotiations since India and the &¥® negotiating the number of service
providers who can be given liberal entry to the mlrket under the trade agreement. In the
absence of data on total flow of movement of ITf@ssionals, the basis of ascertaining the
number of professionals permitted to enter the &£tbntentious.

Another issue which came up in the context of thgoing India-EU bilateral negotiations is
the difficulty of ensuring a comprehensive coverafjthe sector. The nature of IT services is
complex as these services are cross-sectoral urenaind have been evolving overtime.
Despite several modifications to the UNCPC, som® BErvices such as payroll or customer
care service and web-enabled technical supporicesrior electronic equipment do not have
a corresponding entry in the W/120. In addition eagervices such as advertising services,
placement and supply services of personnel, traosland interpretation services, among
others are related to BPO services. These areifiddssinder CPC 87 of the UNCPC.
However, broadly CPC 84 of the UNCPC correspond3/PO services. Hence, in order to
make commitments in BPO services, India and thenE&ld to make commitments in both
CPC 84 and 87 at two digit level. Unless thereamprehensive sector coverage, certain
sectors may not be liberalised under the bilategatement.

5.6.1. Barriersin India
With the growing importance of the Indian IT/ITe&#®r in the global market, demand for
IT products and services is rising at a consideradie. While the demand seems robust, it is
important that the supply side constraints are @muately dealt with. Some of the main
concerns are summarised below:

Underdeveloped Infrastructure

Survey participants argued that inadequate infuesire facilities such as availability of
uninterrupted power supply, lack of well constracteads, airports and mass transportation
connectivity and traffic congestions, among othisrescalating the operational costs of
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IT/ITeS companies in India. Companies have to shwe upgrading infrastructure facilities
such as setting up in house captive electricityeggiion units. In fact, arbitrary government
policies like closure of the Bangalore airport iarlg 2012 for maintenance also raised
operating costs and caused delays. Concentratioil afector in few states has lead to
overcrowding and saturation of infrastructure féie$. Rising real estate costs is another
cause for concerns. Due to poor supporting infuasire, rate of IT adoption is low in rural
areas and in sectors like agriculture. The lackdd@quate support infrastructure facilities has
already generated regional heterogeneities in teomshe IT industry spread thereby
depriving many states of the spill over benefitsi.c€ majority of the prospective states are
near saturation, foreign players will now look atlin’'s competitors such as Vietham and
Philippines to expand their operations. In factthwm the EU, member states such as
Romania will in future offer competition to Indiahere even Indian companies are trying to
relocate.

Inadequate Supply of Skilled Manpower

Although India has abundant manpower, there arblgmes such as shortage of qualified and
trained manpower, high attrition rate and risintpasas. Approximately 5,000 people are
needed every year to meet the demand generateeinT{ITeS sector, but the total
production from educational and training instituesnly a third of this figuré®® Skill level
and employability of the existing pool is diminisbi (Prasad and Sathish, 2010). Industry
experts have witnessed this new trend over the foastfive years. Time taken to train
students from well-acclaimed institutes like thdiém Institute of Technology (lIT) is same
as that required to train non-liTians. ApproximateB00 regional engineering
colleges/private colleges that exist in India arsufficient and the level of skill imparted in
these institutes is also below the required glskahdard$® This is leading to a supply-side
crunch and companies are offering high salarieetain existing personnel and attract the
new ones. Job hopping due to attractive salariesci®asing costs of hiring and training
employees frequently. According to a Hewitt repa@alaries in the IT/ITeS sector are
expected to increase at an average rate of 11gueric 2012°* While the urban human
capital resource is getting saturated, human dajpitéhe rural areas is not appropriately
skilled and has limited access to education andit@ institutes. Rise in labour cost and
unavailability of adequate skill will reduce Indsatompetitiveness in the global market and
drive various companies to other investment destins.

Regulatory Bottlenecks

The IT/ITeS sector is affected by different goveeminregulations at centre, state and local
level. Regulatory uncertainties in allied sectoike |the 2G and 3G licensing in
telecommunications has created operational unogigai During the survey many Indian and
EU companies pointed out that uncertainty relatedydvernment incentives such as the
discontinuation of the exemption granted to théTi&s sector from adhering to the Industrial
Employment (Standing Orders) Act, 1946 will advérsaffect the sector. While this will
ensure protection of the labour pool engaged is Hactor, it will cause a hike in the
companies’ operating cost. Social security scheamesminimum wage requirements will be
some of the mandatory clauses that the companlesavie to comply with.

289 Statistical Year Book, 2009-10", Electronics aBdmputer Software Export Promotion Council
2%ttp://articles.economictimes.indiatimes.com/200t05/news/30246922 1 _iit-students-indian-institutes

coaching-classes
Dlhttp://articles.economictimes.indiatimes.com/202220 /news/31083113 1 aon-hewitt-highest-hike-cent-

respondents
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Information security is also a major problem. Thastng acts - Information Technology
(Amendment) Act, 2008 and the Copyright Act, 1958 weak. The amendment to the
Copyright Act is long due and the enforcement meigm needs to be strengthened. Delays
in litigation and lack of provisions for piracy @ss have been pointed out by many
respondents as key issues. Survey participantedripat the General Financial Rules, 2005
that govern government procurement in India arekw&hese rules do not create any rights
in favor of the public in general, and the potdnsappliers, in particular. Nor do they
provide for a fair and effective mechanism for digoresolution, thus virtually denying any
recourse against unfair and arbitrary decisionth@fprocuring entities. A robust Government
Procurement Act is required if the government iagnping to allow access to the Indian
procurement market to EU companies. Delays inttfgeémentation of the Land Acquisition
Bill, 2012 are discouraging investments in Indianc® implemented the cost of land is
expected to increase by 80 per c&ft.

During the survey various IT/ITeS companies locatethe SEZs pointed out that their tax
liability and thus costs have increased with theonfuction of the Minimum Alteration Tax

of 18.5 per cent with effect from April 2012. Thadustry views this move to discourage
investments in SEZs which are attracted on the comments of investments with tax

exemption.

Lack of R&D Initiatives

Majority of the growth in the IT/ITeS sector is acnited for by software and BPO services.
India predominantly exports low-technology produdthis is because of lack of adequate
R&D facilities and initiatives. India’s total R&Dnvestment is only 0.8 per cent of GDP
which is very low compared to countries such asn@€Hil.6 per cent) and Japan (3.5 per
centf*. Even though India is emerging as a hub for outspg and IT software services,
investments in R&D, particularly by the private w®eds still low and based largely on the
outsourcing market. There are few R&D institutiansindia, but they lack resources and
industry support. As a result, the IT/ITeS secsaonighly dependent on exports, which makes
it extremely volatile. The sector is heavily depemidon foreign technology due to limited
domestic innovations. This leads to higher opematiost. To combat this R&D facilities in
India have to be scaled up because new inventioasmeking global markets highly
competitive. For instance, software robots and meits invented at the UK-based Blue
Prism Ltd. automate and deliver IT projects at st toat is less than one-fourth of the billing
rates of engineers from TCS and Info§¥sThis is likely to displace job opportunities for
Indian IT professionals.

Weak Hardware Sector vis-a-vis Software Sector

In India both in terms of exports and the domestarket, software ousts the hardware sector.
Though increased government initiatives have driwerDI inflows and domestic demand
in the hardware sector, but India just has a coatpa& advantage in consumer electronics,
for other segments India is dependent on impantshé case of the IT/ITeS sector, for both
finished and intermediate components Indian manufacs rely on foreign partners such as
Unisys for TUL, ICL for ICIM, Sun and other techalccollaborators for WIPRO Infotech,
Hewlett-Packard for HCL-HP, etc. Since both hardwand software industries complement
each other it is important that the Indian hardwackistry is developed in order to reduce

292 http://www.livemint.com/Opinion/dJ2QhROOhQCdbOb 1RO/ Views--A-problem-with-the-Land-
Acquisition-Bill.html

293 Battelle, 2012, “Global R&D Funding Forecast”

294 http://epaper.livemint.com/epaper/viewer.aspx
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dependence on external sources and develop Ind@raplete hub for IT software and
hardware services and products. This will attraghér investments in India which are at
present routed to countries like Taiwan, Philippin@hina and Thailand, among others.

Others

Other barriers such as trade union demonstratiodslabour unrest/strikes, exchange rate
fluctuations, changes in the domestic tax regimeluding retrospective taxes and
uncertainties over direct tax code and the singledg and services tax (GST), among others
adversely affect the operations of foreign players.

5.6.2. BarriersintheEU
At present both India and the EU have strong ttaein the IT/ITeS sector and continue to
have interest in each others’ economies. Howevérs Hrade policies are somewhat
restrictive and certain broad issue hinder fregetria services between India and the EU. The
EU lacks a single market for trade in services tnslis the foundation from which majority
of the barriers discussed below originate.

5.6.2.1. Barriers to labour mobility
*  Work Permit and Visas
In the EU visa and work permit regulations are hatmonised and they vary across
member states. The survey participants pointedtloait even for temporary stay and
business visits, separate visas for entering iffferdnt states outside of the Schengen
region are required. While the Schengen visa psrmitltiple entries into states that are
signatories of the accord, visa is granted onlyaahort period. Moreover, the service
providers have to first enter the country whichegivthe visa. According to the survey
different countries have different immigration aedtry rules and regulations. This
inhibits movement across the member states fomaimdompanies which have multiple
offices in the EU. For instance, TCS employees friomia find it difficult to visit
Volkswagen plants spread across different membgégstiue to the member state specific
visa requirements. It is important to understarat thovement of people is requirement
based. For instance, at the beginning of a projedian professionals need business visa
for short term visits to understand the projecttiAtes a small team may be required in
the client country to facilitate the implementatiand to monitor the project which is a
long process. Indian professionals need work perimd multiple entries visa for this
purpose. However, the visa and work permit regiwfedifferent member states do not
take into account such specific requirements oflThéTeS sector. The member state
specific regulations and delays in visa issuanc&entbe process time consuming and
cumbersome and cause operational difficulties HothIndian companies and their
clients. Some survey participants pointed out ithatmore difficult to obtain visas, work
permits and resident’s permits for some EU coustifian from the US. This finding is in
confirmation with other survey based studies (spadbiya C., 2006).

In an attempt to harmonise the EU labour markeBilne Card Directive was introduced
in 2009. However, this Directive has limitatiors @ach member state will maintain the
right to determine the number of immigrant workéingt can be admitted into the
domestic labour market through the Blue Card. lditazh, while few member states such
as Austria, Cyprus and Greece have not yet traesptse provisions of the EU Blue
Card into their respective national legislatiorntteos such as the UK and Netherlands are
not in favour of the policy. The argument is thaeir existing labour mobility
legislations are strong and open enough to endghredkill labour migration and hence
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want to retain the right to screen employees c#ifpr origin entering their territory. As a
result, the EU Blue Card is restrictive in naturel dndian companies sending their
employees to EU member states and moving themsaanember states will still have to
meet cumbersome legislative requirements. Neveskellndian companies sending
employees to the EU member states for short teagnvsill still have to face lengthy and
cumbersome procedural requirements. For instahege tis variability in the issuance
time of visas that can vary from one week to foaels. Across the member states, visa
processing can vary from one week to six month$adh there is no provision for long-
term multiple-entry business visa issuance. In tauldi there are various restrictive
conditions on entry of dependants and visa extessamd renewals.

The EU ‘Single Permit Directive”, (2011/98/EWIso has some limitation does not
cover long term residents, seasonal workers oa-tirporate transferees and posted
workers. In this case if the ICT Directive is notplemented soon, the Indian IT
professionals will continue to face problems duriegtry and inter member state
movement in the EU.

* Economic Needs Tests and other labor Market Reigukat

In the EU’s revised offer, the services market hasn liberalised, but there are still
certain restrictions that inhibit movement of pssf®nals between India and the EU. For
all member states the EC has made the economicsriest (ENT) or labour market
test® mandatory for non EU nationals applying for jobstie EU. There are rigid labour
market restrictions in countries like Germany oringi and firing of workers, working
hours, unemployment compensations etc. In sometgesirthere are minimum wage
requirements.

* Changes in Immigration Policies

Of late, especially after the economic slowdowmréhare sudden and sporadic changes
in immigration policy without prior notice. For itace, since April 2012 the UK
government discontinued the Tier | Post Study Wida for Indian students and there
are restrictions on Tier |l visa in the form of @pcon the number of visas issued to Indian
nationals and an increase in the salary limit ofgssionals eligible to get a visa for five
years

» Restrictive Mode 4 Commitments in Trade Agreements

In the WTO Revised Offers and in their respectiviatéral trade agreements, India’s
Mode 4 offers and commitments seems to be morealiier each category of services
providers than that of the EU’s. For instance pading to the EU’s Revised Offer in the
Doha Round a Business Visitor (BY is only permitted to stay up to 90 days,
Contractual Service Supplier (C8%)and Independent Professionals {iPran stay up
to six months in the EU in a year. On the otherdhan its Revised Offer India has
offered business visitor to stay for 180 days dnd has also been scheduled in India’s

29 ENT requirement is that a firm employing a foreigorker has to prove that local employee is notlabke
for that specific job.

29 A person who visits another country specifically business negotiations; and/or for preparatorkviar
establishing presence for short duration.

27 Employee of a company who is transferred from ffinein the country of origin to an office of tisame
company in another country.

29 A person of a country who enters another coumntryerform a service on contract basis is callel sel
employed person.
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commitments to Korea for a maximum period of fiveags. India also allows CSS and IP
for one year. In addition, there are slight diffezes in the definition of two of the four
broad categories under the horizontal commitmértis. EU unlike India does not cover
Executive®® under the coverage of the ICTs in its horizon@ihmitments. Instead it
coversGraduate Traine€$®, whose stay is restricted for a period of one year.

» Other Barriers to Labour Movement
Labour movement is adversely affected by econoomdown, unemployment in domestic
market and anti-outsourcing sentiments. Non famiijiawith the European culture and
language also impacts labour mobility.

5.6.2.2. Barriers to Investment

There are several barriers to investment in thelklthe EU, a company is treated differently
based on its mode of operation. A foreign comparygated as an EU company only if it is a
wholly-owned subsidiary; and setting up a whollyr@a subsidiary entails a high cost. This
restricts companies which operate on project-byegtobasis. This limitation is also
highlighted in EU’s Revised Offer to the WTO. Othestrictions in the EU’s Revised Offer
and the survey are given in Figure 4. The survayigg@ants pointed out that investment
requirements vary across member states and it tak®geen two to six months to establish
office. They also highlighted the high incidencecofporate tax and stringent accounting and
auditing requirements which adds to the cost ofafmms. India has signed social security
agreements with member states including Germarande;, Belgium, Netherlands, Czech
Republic, Denmark, Hungary, Luxembourg and Nordfayin the case of other member
states especially the UK which has maximum numlbéndaian IT/ITeS professionals, non-
EU nationals have to make social security contrdmjteven if he/she does not avail the
benefits of the contributions.

Figure 4: lllustration of Barriers to Investment
EC-wide Restrictions
* Subsidiaries of companies from third-countriesrastricted national treatment unless
‘effective and continuous link’ with the economy af member state can he
established
* Branches, representative offices and agencies ropaanies from third-countries are
restricted national treatment
* Hungary, Poland and Sweden imposes legal entiége@lrestrictions
* Initial entry as a branch restricted in Hungary
» Poland restricts branch establishment
* Finland has specified market access limitation dbhrsectors (except telecom) on
citizenship and residency requirements for BoarDicéctors

29n India’s Revised Offer, TN/S/O/IND/Rev.1, 24 ast@005 Executivesre defined as persons who are in
senior positions within a juridical person inclugia branch who primarily direct the managementehaide
decision-making powers and are either memberseobttard of directors or receive directions fromhbard or
the general body of shareholders.

%01n EU’s Revised Offer, TN/S/O/EEC/Rev.1, 29 Ju@)5,Graduate Traineeare defined as persons with a
university degree who are transferring for caresretbpment purposes or to obtain training in busgne
techniques and method. The recipient country irBBemay be required to submit a training programme
covering the duration of the stay for prior applpd@monstrating that the purpose of the stayaisitng.

391 Deloitte, 2011, India Tax, availablelztp://www.deloitte.com/assets/Dcom-
India/Local%20Assets/Documents/GES%20alerts/201 $GE-2011. pdf
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» Trade permits and residency requirement condiionsompany founders or partners
of foreign nationality
» Restrictions on purchase and rentals of real esté®®land, Hungary, Ireland, Czech
Republic and Finland
» Residency and legal entity requirements in Sweden
» Acquisition of large equity stakes of companies rappg in the field of
telecommunications services may be subject to tharoxal of the Ministry of
Treasury in Italy and Finland
Source: Authors’ own compilations from EC’s Revigeffer, TN/S/O/EEC/Rev.1, 29 June,
2005 and the survey

5.6.2.3. Barriers to Data Protection

The Data Protection Directive - 95/46/EC restrittnsfer of personal data to locations
outside of the EU unless the importing country eesuadequate data protection under
domestic regulations or international commitmeRisgulations for data protection in the EU
are cumbersome as they require creation of goverhdata protection agencies, registration
of data bases with those agencies and, in some,caser approval before personal data
processing can be done. The EC, which is empoweredentify whether a third country
ensures adequate level of data protection hasifidena limited number of countries, but
India is not among them. As a result, the Indiamganies and even subcontracting parties
have to meet the lengthy requirements laid dowreutite EU Directive on data protection.
These laws are not simple and impose various lbgaiiers on Indian companies. For
instance, Indian companies engaged in cloud comguatn transfer data within the EU, or to
locations outside the EU only after ensuring thahstransfers are covered by legally binding
agreements such as the “binding corporate rule€RE. Adhering to them is complicated
and expensive as drafting of codes while transéees made requires approval from the
national and other multiple authorities of each rhemstate. The survey found that Indian
call centre companies which work with live custondata and jobs which involve
outsourcing of live and confidential data on Eumpeitizens to India are the most affected
due to the rigid data protection regulations.

The Indian government has amended the Informatexhiiology Act, 2000 in 2011 and the
new rules are in line with the safe harbour prilegpadopted by the US (see Table 9).
Although EU has accorded US the Safe Harbor nadtatus, India has not yet received
similar status from the EU.

Table 9: Comparative Analysis of the US-EU Safe H&mor Framework and Information
Technology Rules, 2011

S.No. The US-EU Safe Harbor India’s Offering
Framework's Requirements

1. Notice Privacy Policy
Organizations must notif Every business is required to have a privacy
individuals about the purposes f policy, to be published on its website. The
which they collect and us business has to also appoint a Grievance
information about them. They mu Officer. The privacy policy appears to be
provide information about hov required whether or not the business deals with
individuals can contact th SPD. The privacy policy must describe what
organization with any inquiries ¢ information is collected, the purpose of use of
complaints, the types of third partii the information, to whom or how the
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to which it discloses the informatic information might be disclosed and the
and the choices and means 1 reasonable security practices followed to
organization offers for limiting it¢ safeguard the information.
use and disclosure.
Notification
The business should ensure that the provider
of the information is aware that the
information is being collected, the purpose of
use of the information, the recipients of the
information and the name and address of the
agency collecting the information. Prior
consent is required for disclosure of the
information to any party other than the
government.
Choice Consent for collection
Organizations must give individual®A business cannot collect SPD unless it
the opportunity to choose (opt outdbtains the prior consent of the provider of the
whether their personal informationnformation. The consent has to be provided
will be disclosed to a third party oiby letter, fax or email. The business must also,
used for a purpose incompatiblerior to collecting the information, give the
with the purpose for which it wasoption to the provider of the information to not
originally collected or subsequentlyprovide such information. In such case, the
authorized by the individual. Forbusiness can cease providing goods and
sensitive information, affirmative orservices for which the information is sought.
explicit (opt in) choice must be
given if the information is to be
disclosed to a third party or used for
a purpose other than its original
purpose or the purpose authorized
subsequently by the individual.
Onward Transfer (Transfers to Transnational transfer
Third Parties) A business can only transfer the SPD or
To disclose information to a thir information to a party overseas if the overseas
party, organizations must apply tl party ensures the same level of protection
notice and choice principles. Whe provided for under the Indian rules. Further,
an organization wishes to transi the information can be transferred only if it is
information to a third party that i necessary for the performance of a lawful
acting as an agent, it may do so i contract between the body corporate and the
makes sure that the third par information provider or where the information
subscribes to the Safe Harb provider has provided his consent to such
Privacy Principles or is subject 1 transfer.
the Directive or another adequa
finding. As an alternative, th
organization can enter into a writte
agreement with such third par
requiring that the third part
provide at least the same level
privacy protection as is required |
the relevant principles.
Access Right of access, correction and withdrawal
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Individuals must have access tdhe business should permit the provider of the
personal information about theninformation the right to review that
that an organization holds and beformation and should ensure that any
able to correct, amend, or delete thatformation found to be inaccurate or deficient
information where it is inaccuratepe corrected. The provider of the information
except where the burden or expenséso has the right to withdraw its consent to the
of providing access would becollection and use of the information.
disproportionate to the risks to the

individual's privacy in the case in

question, or where the rights of

persons other than the individual

would be violated.

Security Security procedures

Organizations must take reasona The IT Act requires reasonable security
precautions to protect persor procedures to be maintained in order to escape
information from loss, misuse ar liability (see above). The rules appear to state
unauthorized access, disclosu that reasonable security procedures would be

alteration and destruction. either (a) the IS/ISO/IEC 27001 on
“Information ~ Technology —  Security
Techniques - Information Security

Management System — Requirements; or (b) a
code developed by an industry association and
approved and notified by the government. The
security procedure has to be audited on a
regular basis by an independent auditor, who
has been approved by the Government of
India. Such audit should be carried out at least
once a year or as and when the body corporate
has undertaken a significant upgradation of its
computer resource.

Data integrity Use and retention

Personal information must bélhe business can use personal information

relevant for the purposes for whiclonly for the purpose for which it was collected.

it is to be used. An organizatiorAlso, the business cannot retain the SPD for

should take reasonable steps tonger than is required for the purposes for

ensure that data is reliable for ite/hich the information may lawfully be used or

intended use, accurate, completes otherwise required under any other law.

and current.

Enforcement No particular rule has been designed

In order to ensure compliance wi concomitant to this particular principle.

the safe harbor principles, the

must be (a) readily available ar

affordable independent recour

mechanisms SO that ea

individual's complaints and disput

can be investigated and resolv

and damages awarded where

applicable law or private sect

initiatives  so provide; (b

procedures for verifying that th
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commitments companies make
adhere to the safe harbor principl
have been implemented; and |
obligations to remedy problen
arising out of a failure to compl
with the principles. Sanctions mu
be sufficiently rigorous to ensul
compliance by the organizatio
Organizations that fail to provid
annual self certification letters wi
no longer appear in the list «
participants and safe harbor bene
will no longer be assured.

Source: Author’'s own compilation.

5.6.2.4.Barriers to Public Procurement

Survey participants pointed out that the Indianegament is mulling over implementing the
Government Procurement Bill. The Indian governmieas$ plans to open the government
procurement market to the European companies ondhéition that Indian companies can
also bid for European government contract. The iprons for the same are yet to be
finalised, but there are some concerns for Ind@ngmanies. First, the EU is a member of the
WTQO’s Government Procurement Agreement (GPA) and &0 entered into public
procurement agreements with countries such as ,CMkxico and Cariforum. On the
contrary, India has not entered into any bilategleements, and is not a member of the
GPA. Hence, Indian companies who will bid for Ewgap government contracts will be
governed under each member state’s legislatiomer® is no uniform mandate for the EU
member states. Second, Indian companies might toafsee severe competition from other
foreign companies bidding for European governmemitracts who are more aware of the
market and the procedural requirements for biddigrious foreign companies have
subsidiaries in the EU that raise bids on behathefparent companies under indirect cross-
border procurement. The chances of winning bidsh& case of indirect cross-border
procurement are higher than in direct cross-bopdecurement? as subsidiary companies
have access to local expertise and inputs andrémséction costs are lower. In this case
Indian companies who do not have subsidiariesparéicular member state where the bid is
opened might be at a disadvantage. Third, the Blérgonent has reserved 25 per cent of the
contracts raised for SMEs. There is ambiguity orethr this provision is restricted to
European SMEs or extends to SMEs in foreign coesitais well. If the condition applies on
all EU and non-EU contracting parties, then Ind&MEs will face severe competition given
their current scale of operations.

Apart from these EC-wide restrictions, there andate member state specific restrictions as
well. The survey found that the UK government inggoa limit on the value of outsourced
public sector contracts. A $162 million cap is impd on outsourced contracts to avoid
overdependence on a single service provider anoueage SMEs through subcontracting.

392 Under direct cross-border procurement, the parempany residing out of the native country, bidsafo
particular contract raised by the native countryegament.
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According to the US Trade Policy Revi&ftlack of transparency in awarding contracts is
common across member states such as Bulgaria, @grm@aeece, Hungary and Ireland.

Governments of these and other member states suPlréugal and Austria tend to favour
the EU firms. Foreign companies are more succesgieh they bid as part of a consortia or
joint venture with EU firms. Other problems inclutengthy and cumbersome procedures
and legal formalities, budgetary decision delagsklof clarity in tendering documentation

and opacity in bid evaluation.

5.6.2.5. Others
High barriers to entry in Western Europe such astemelivery conditions, strict labour laws
such as compulsory hiring of EU nationals irrespeodf the skill disparity and multilingual
requirements are other barriers that make the rharkee restrictive for Indian companies.

5.7. Reforms required

The paper confirms the existence of mutual tradkiamestment complementarities between
India and the EU. The governments of both economiesalso working in this direction by
negotiating the BTIA. For this it is important theth economies iniate some domestic policy
related, regulatory and company level reforms. €laee summarised below:

5.7.1. Domestic Policy related reforms
India

1. The Indian government needs to formulate policoesi$sing on developing regional
homogeneity across Indian states. Skilled labodrsapportive infrastructure are the
key requirements for a robust IT/ITeS sector. Toi@wvercrowding in few cities and
saturation of infrastructure focus should be onetigyng tier Il and Il cities.
Establishment of IT parks specifically for globaldalndian companies will reduce
inter-state migration and increase employment dppdres in tier Il and Il cities.
This needs to be complemented with higher investsnen providing better road
connectivity, power supply, optical fibre infrastture, and other infrastructure
support.

2. Indian government needs to invest in enhancing achrc standards and skill level in
tier 1l and 1ll cities. Focus should be on strerggting grass root level education along
with university level collaborations with Indian drforeign universities so that a
highly skilled pool of IT professionals can be ¢esh Branches of well acclaimed
Indian educational institutes of tier | cities sltbbe set up in tier Il and Ill cities.
Government should encourage government and uniydesiel collaborations with
foreign universities especially from the EU. Thigl wxpose Indian students to global
standards and increase their employability. Govemtnshould also set employment
standards in collaboration with IT companies. Thecbmpanies can outline the
necessary skills required in the IT/ITeS sectoriciwishould be adopted in the course
and curriculum of education institutes. Higher f®@n in-house R&D facilities in
educational institutes and in IT companies willcemétically increase the skill level
of the students and professionals.

3932012 National Trade Estimate Report on Foreigni@@arriers, available &ttp://www.ustr.gov/about-
us/press-office/reports-and-publications/2012-1
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3. The Indian government should adopt a robust dataction tool to track migration
of IT professionals between India and the EU. Thisnportant especially at a time
when the two countries are negotiating on the p&silie limit on number of Indian
professionals entering the EU.

4. Government needs to increase investments in dawgldR&D facilities in India.
Programmes similar to FP7 can be initiated by thdian government. Greater
collaborations with and attractive benefits carolfered to international institutes to
encourage innovations. R&D facilities should focas inventing hardware
technology in order to support India’s hardwareustdy. This will foster domestic
demand and supply.

EU

1. The EC can remove limit on student visa for oner yal allow Indian students to
work in the EU for atleast one year after completid education. The students can
then be assessed by the employer as to whetheslhioeyd be granted a work permit
for extended stay or not. This will provide the Biember states access to high
skilled IT professionals.

2. The EC needs to formularise a method of categosgwata collection on number of
Indian professionals entering the EU each yearthadsalaries offered to them. On
the basis of this data limits on permissible numifeprofessionals allowed to enter
the EU.

3. The EC needs to harmonise labour market policiessacll member states in order
to ease movement of Indian IT professionals aammmber states. This should atleast
be allowed for ICT and business visitors as thegdnt® make temporary visits to
different member states.

4. The EC should accord India a Safe Harbour Natiatust This will enhance trade and
investment between the two economies.

5. The EC should adopt a liberal policy towards Inevhile opening up the EU
procurement market to Indian companies. Since imdiampanies will be at a
disadvantage compared to companies from the GPR#faiges, they can be initially
offered some incentives such as the $162 millionreputsourced contracts and SME
reservation can be phased out for initial five gear

5.7.2. Regulatory reforms
India

1. Indian government needs to expedite the implemientabf the Government
Procurement Bill, Foreign Educational Institutior&ll, 2010 and the Land
Acquisition Bill in order to streamline regulationslated to government procurement
and land acquisition respectively. New acts regujatabour markets and tax rates
applicable for SEZ units have to be formularisedtlsat investors soon get a clear
picture. Additional benefits should be given to Si2ts with high employment and
low attrition rates to compensate for the rise freration costs resulting from these
regulatory changes. This can retain investments atrdct new investors in this
sector.

2. Government needs to modify the Information Techgpl®ules, 2011 to include an
‘Enforcement’ clause so as to ensure accountabAityindependent authority clearly
defining the procedures and penalties in case itdréato compliance should be
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identified. This is important to make the Data Botibn clause match up to
international standards.

EU

1. The EC should ensure that all member states edlydtia UK transpose their labour
market provisions to the Blue Card Directive. T encourage movement of high
skilled IT professionals to the EU.

2. The EC should expedite the implementation of th& IBirective in order to
harmonise and facilitate movement of ICTs acrossnbes states. Intra Corporate
Transfers should be based on company profiling aartfication. Indian companies
can register with the EC and their employees cagraeted visa on the basis of prior
company certification and authentication. This wétluce time and effort for issuing
repeat visas and fasten the movement of profedsicgspecially in the case of
temporary and frequent visits.

3. The EC can revise its WTO Revised offer to inclueeecutivesunder the ICT
category of itshorizontal commitment3.he ENT requirement should also be phased
out.

4. Harmonisation of the EU market to introduce singladow clearance both for fast
tracking movement of natural persons (Mode 4) amdestment approvals for
establishing commercial presence (Mode 3) in thenk#nber states. Visa issuance
guidelines and timelines and investment procedused timelines should be
harmonised across the member states.

5. The Swedish government should finalise the sigointpe Social Security Agreement
with India so that the benefits can extend to Ingheofessionals.

6. The EC needs to harmonise investments regulaticnossall member states.

5.7.3. Company level strategy

Indian Companies

As shown in Figure 7.1, the strategy of Indian cames to enter the EU market should
involve building strong relationships in the EU ket The Indian IT/ITeS companies

largely operate on an outsourcing model and haiedféo develop strong onsite delivery

models. For greater resilience, the industry shdatlis on moving up the value chain,

expand global presence and strengthen onsite delimedels. For this they need to build

resources internally by training local talent, omsising and creating brand awareness. With
this strategy, Indian companies should target thexplored Western European countries. To
overcome multilingual barrier, local hiring anditiag should be the key. Companies can
adopt the inorganic growth strategy which invohasjuiring domestic companies in the

Western European region so that accessing the imMagkemes easy.

Figure 7.1: Steps to be taken by Indian Companie®taccess the European Market
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Build e e Localise and Access Markets

Relationships Delivery Models

Create Brand using Inorganic
Awareness Growth Model

Source: Author’'s own compilation.

EU companies

The EU companies especially SMEs that dominatestdwtor and are worst hit during the
crisis need to strengthen their position. They bahfor government procurement market
once the Indian market opens and also enter irdts deth Indian SMEs. They can conduct
R&D and share technical knowhow with Indian SMEgs actcess third country clients
jointly. This will strengthen their position andcirease market access.

Both economies have a lot to offer to each othet,ib order to facilitate that they have to
negotiate for greater market access and removalstrictions in Mode 4 commitments.
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Chapter 6: Evolving Retail Sector in India and theEU - Opportunities and
Challenges

Tanu M. Goyal

Introduction

Retail is defined as all activities involved inlsg} of goods or services directly to final
consumers for their personal, non-business usshops, markets, door-to-door selling, mail
order or over the internet, where the buyer intendsonsume the product through personal,
family or household due8? This sector is labour intensive and globally ifec§ huge
employment possibilities at low skill level. In 2D1global retail market was valued at $14.5
trillion3°®, exhibiting a year-on-year growth of 10.9 per c8hfrhe global retail industry is
expected to expand at a five-year compound annuaitly rate (CAGR) of 8.5 per cent
reaching $21.8 trillion in 201%”

Since the global slowdown in 2008, emerging margatsicularly in Asia and Latin America
are considered high-growth markets by investorseiail sector. India, Brazil, Chile and
China are the most attractive destinations for @latetailers®® According to the A.T.
Kearney Global Retail Development Index (2012), iindian retail market was ranked the
fifth most attractive destination among developmgrkets in 2012. India’s rank has fallen
over the last few years. In 2011, it was rankeddlieth most attractive destination for global
retailers and between 2007 and 2009, India wasedhike topmost destination for global
retailers. However, India’s rank is still highemgpared to other emerging European markets.

In India, retail sector is the largest private eecand second largest employer after
agriculture. In the last two decades, the sectsrdrawn at a double-digit rate. The Indian
retail market is valued at $435 billion in 2011 asdexpected to grow to $535 billion by
20133%%° Modern/corporate retail has been growing at the od 30 percent over the past
decade and its share is expected to increase t6 BBi8on in 2013 with a share of 10 percent
of the retail market!® As the growth of modern/corporate sector is fagtean the
traditional/non-corporate sector, it is likely thatfuture the sector will lead to better quality
jobs and secure employment.

The European Union (EU) is the largest retail mankehe world. Retail sector contributes
around 4.2 per cent to the total value added inBbeand employs around 17.4 million
people®'! Europe has one of the largest numbers of foreitailers. Among EU members, in
2012, the UK has the largest number of foreignilexgafollowed by Spain (), France (8),

Germany (8) and Italy (9"), among others. India was ranked"2fd China was ranked fifth

304 Mukherjee and Patel (2005).

395 All Dollar values are in United States (US) Dollar

305 Alpen Capital (2011).

397 Alpen Capital (2011).

38 A T. Kearney (2012).

39 A.T. Kearney (2011).

310 AT Kearney (2010).

311 For details, sebttp://ec.europa.eu/internal_market/retail/index.fgm(last accessed on August22012).
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by the same indeX? European retailers are also expanding their poesem other markets,
particularly in developing countries in Asia, MiédEast and Latin America. There is a lot of
interest among the EU retailers in the Indian retarket.

India and the EU have complementarities in theilregctor. While Indian retail market is
growing and has enormous investment potentialEtheetail market is saturated. Moreover,
since the EU market is facing a slowdown, EU retailre diversifying their investments and
targeting new markets. A number of EU retailersiavesting in the Indian retail sector, due
to the large consumer base and emergent demartk icountry. Around 50 per cent of
foreign investment in the Indian retail sectorngni the EU. The economic reforms of the
nineties propelled the entry of large corporatiatian retail sector and this led to the growth
of modern/corporate retail. A number of Indian aygie have invested in this sector and
after the single-brand retail liberalisation, tree keen to collaborate with the EU retailers.
Lately, a few Indian companies have also made imvests in the EU market and others are
exploring the possibilities of investment. The E#®tarlers have technical knowledge,
efficient supply-chain network, skilled workforcethich facilitate the operations of Indian
retailers in the EU market.

In spite of the trade and investment potentialhdotia and the EU have restrictive foreign
direct investment policies in the retail sector. ihindia largely has market access
restrictions in the form of conditions imposed onefgn retailers, the EU impose regulatory
barriers, which can be difficult for foreign invest to meet. The two countries are already
negotiating the sector under the WTO and the onggdndia-EU BTIA. In plurilateral
negotiations of the WTO, which began after the Hdfgng Ministerial Conference
(December 2005), India is a recipient of requestlistribution services and the EU is a
demandeur® The EU has particularly requested for Mode 3 hlisation. In the India-EU
BTIA too, the EU is a demandeur. In recent monthdia has liberalised the retail policy
and this has an implication on India’s ability tadertake commitments.

Given this background, this Chapter gives an oesv\f the retail sector in India and in the
EU and discusses how the two countries can enhaifeteral trade and investment in the
retail sector through the India-EU BTIA. This Chapis divided in six sections. Section 6.1
gives the classification and coverage of retait@eia India and the EU. Section 6.2 presents
the latest trends and developments in the Indiantlae EU retail sector highlighting the size,
contribution and composition of the sector. SectoB presents the prevailing domestic as
well as FDI foreign direct investment (FDI) relaterjulations in India and the EU. Since it
is difficult to get disaggregated data on retatdtsg the next few sections are based on a
primary survey. Section 6.4 discusses the presehdedian and the EU retailers in each
other markets, giving the mode of entry, amounneéstments and the nature of operations.
Section 6.5 highlights the barriers faced by therEtdilers in India and by Indian retailers in
the EU. The last and final section discusses tipodpnities for foreign retailers in India and
the way forward.

312 http://www.cbre.eu/emea_en/services/retail_leisure/mgiobal_is_the_business_of_retélist accessed on
November 18, 2012)

313 For details sebttp://commerce.nic.in/trade/Plurilateral%20Reque8$20in%20Distribution%20services.pdf
(last accessed on August 27, 2012)

158



Draft not for citation and quotation

6.1 Classification of the Retail Sector

Global definition of retailing is given by the Uad Nations Central Product Classification
(UNCPC), which lays down the classification of dint services. These classifications
generally are used as a base for international tiigms such as the ‘WTO's General
Agreement on Trade in Services’ (GATS). India ard f6llows the UNCPC Provisional
Classification or the WTO’s W/120 classificationimternational negotiations. The UNCPC
Provisional Classification covers retail under &8st (trade services; hotel and restaurant
services) Division 63 (retail trade services; rearvice of personal and household goods)
and comprise of food and non-food retailing serité Since service sectors are evolving,
the UNCPC has also undergone changes/modificatioribe latest UNCPC Version 2, retail
sector falls under Section 6 (distributive tradevises; accommodation, food and beverage
serving services; transport services; and elettrigas and water distribution services),
Division 62 (retail trade services) comprising ahrspecialised store retail trade services,
specialised store retail trade services, mail ooteinternet retail trade services, other non-
store retail trade services and retail trade sesvion a fee or contract ba3i3.The new
coverage of retail provides a comprehensive coeedgooth store and non-store formats,
which was not there in the earlier definition.

In India, the National Industrial Classification Iy and in the EU the statistical
classification of economic activities in the EurapeCommunity (NACE) define retail trade
in the same way. As per the 2008 NIC, and NACE &eri2, wholesale and retail trade and
repair of motor vehicles and motorcycles sectderred to as distributive trades is given in
Section G Within this, Division 47 covers all rétaiade other than retailing of motor
vehicles and motorcycles. This include — retaiksal non-specialised stores, retail sale of
food, beverages and tobacco in specialised statesl sale of automotive fuel in specialised
stores, retail sale of information and communicatmuipment in specialised stores, retalil
sale of other household equipment in specialisexest retail sale of cultural and recreation
goods in specialised stores, retail sale of otbedg in specialised stores, retail sale via stalls
and markets and retail trade not in stores, stalisarkets’™®

In India, the Department of Industrial Policy ancotion (DIPP) under the Ministry of
Commerce and Industries issues the FDI policy, winavers each service sector in India.
However, while stating the policy the DIPP does riolow the national industrial
classification for defining the sector. As a resthie definition and coverage of the sector in
the FDI policy is not clear.

While the data for retail trade is available foe tAU-27 countries, in India, disaggregated
data for retail trade is not available. The Cen8#dtistical Organisation clubs retail with
wholesale trade and restaurants and it is diffitulget disaggregated data for retail sector.
This problem does not arise in the case of theTHig.next section presents the available data
showing trends and developments in retail sectémdra and the EU.

314 For details sebttp://unstats.un.org/unsd/cr/registry/regcst.asp25 (last accessed on August 27, 2012)
315 For details sebttp://unstats.un.org/unsd/cr/registry/regcst.asp®&lg=1 (last accessed on August 27,
2012)

318 For details sebttp://epp.eurostat.ec.europa.eu/cache/ITY_OFFPUBRAA-07-015/EN/KS-RA-07-015-
EN.PDFandhttp://mospi.nic.in/mospi_new/upload/nic_2008_1D&pdf(last accessed on August22012)
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6.2. Trends and Developments in the Retail Sector

Globally, the retail market growth has slowed dawer the past few years. This is primarily
due to uncertain economic environment in the Wiesiding to a slowdown in consumer
spending in the United States (US) and Europe. yEae-on-year growth rate of retail sales
declined from 11.5 per cent in 2007 to -2.5 pert ¢er2009. The growth rate recovered to
10.9 per cent in 2010; however, it remained belbev fire-crisis level'” One of the factors
responsible for this recovery is strong consumptiemand from emerging markets that
compensated for a decline in the demand from dpeelonarkets. Foreign retailers continue
to explore possibilities in new and emerging magkiet Asia Pacific, Africa and South
America, due to the high growth in these marR&ts.

In Europe, the Euro crisis led to credit tightenargl the government is cutting spending and
raising taxes, leading to an overall decline innslieg. As a result, a number of European
retailers are expanding their presence to emergiagkets in order to increase their sales
revenue. The Deloitte (2012) study shows that Eemopetailers are most globally active and
they have reduced their dependence on their honmketsaNearly 40 per cent of their sales
were generated by their operations outside themeha@ountries. In the past five years,
retailers like Carrefour (France), Tesco (UK) andtM Group (Germany) saw their revenues
in developing countries grow 2.5 times faster thamenues in their home market.
Developing country markets like Brazil, Russia, itn&and China are attracting a large
number of global retailers due to their large amsingng consumer base. This is particularly
true for the Indian market. In 2010, India atteatcthe largest number of new retailers among
emerging and mature markét§.

6.2.1.Retail Sector in India

Retail sector in India is characterised by the gmes of a large number of small family-
owned stores, which are low-investment, low-profitlets, which survived on family labour,
known as traditional/non-corporate retailers. Thame small but growing number of
modern/corporate retailers. In India, modern rdtaimats started developing only after the
liberalisation in 1991. At present, it is one o tlastest growing segments of retail and has a
lot of untapped potential for foreign retailers. 2009-10, the share of retail sector was
around 12 per cent of the GB®.The share of retail in private consumption rosé3® per
cent in 2009-10 from 52.9 per cent in 20063¢7The total retail market is valued at $428
billion in 2009-10 of which only $28 billion or 6 per cent of the total market comprise of
modern/corporate retailets’ The share of the modern retail market in the GBR.1 per

317 Alpen Capital (2011).

318 Deloitte (2012).

319 A T. Kearney (2012)

320 CBRE (2011).

321 author’s calculations from National Sample Sur@ganisation (NSSO). There is no official sourcelata
for the retail sector. The NSSO has clubbed retadler ‘trade, hotels and restaurants’. In 2009#1® share of
trade related services in GDP was close to 15 @t @his includes wholesale and retail trade, ireggfamotor
vehicles, motorcycles and personal and househaldgydrhe share of retail is derived from the slofuretail in
employment.

322 |mages (2011)

32 Modern retail is defined as a type of retailingishthhas a corporate management. Generally, thea# re
chains (unlike the one-shop family-owned traditiooatlets) are professionally managed with a transpt
accounting system, centralised quality control smgrcing. They are also known as organised retailer
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cent and in private consumption is 3.4 per ¢&hthe share of retail sector in employment in
2009-10 was around 7.8 per cent providing employnteraround 33.1 million peopfé®
Since bulk of the employment in retail is in theditional/non-corporate, it is often
underreported and the seven per cent share in gmeptd is lower than that of developed
and developing countries (10 percent of more). édgtby National Skill Development
Council estimated that the share of the modern@ratp sector in retail would increase to 20-
25 per cent by 2022. This will generate work foreguirement from around 0.3 million in
2008 to around 17.3 million in 2022

Food and grocery is the largest retail segmenntdial followed by apparel and clothing and
catering and food service. However, in terms ofdize of modern/corporate segment in total
retail category, food and grocery has the smafibate. In terms of modern/corporate retail
market alone, apparel and clothing sector hasafyes$t share (see Figure 6.1).

Figure 6.1: Percentage Share of Different Retail Gagories in Retail Market in 2010
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Source: Compiled by authors from Images (2012))ésb and 3, pages 26-27.

With the growth in modern/corporate retail seciifferent retail formats such as direct
selling, e-tailing, etc. have evolved in India.2809-10, the direct selling sector was valued
at $895 millior?” and in 2011, the e-commerce market was valued9@98& milliorr>®
Various Indian and global companies like Amway @knoas Alticor, US), Oriflame
(Sweden) and Hindustan Unilever (India), have entdhese segments in India. Different
types of store formats such as hypermarket, depattrstores, supermarket, convenience
stores, factory outlets and speciality stores relse emerged. The growth of modern retail

324 |mages (2011).

325 author's calculations from NSSO

3% For details seénttp://www.nsdcindia.org/pdf/Organised-Retail.pldisf accessed on February 29, 2012).
327 |CRIER-IDSA Report on “Socio-Economic Impact ofr&it Selling: Need for a Policy Stimulus”, March
2011.

328 http://www.indianexpress.com/news/india-ecommeragkei-to-cross-rs-46-000/765228onversion using
www.oanda.com
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has led to the development of retail infrastructtfeom the number of shopping malls
increased from three in 1999 to 280 in 2007 arekpected to increase at a compound annual
growth rate of more than 18.9 percent between 20@72015° A study by FICC* found
that in 2006 India’s total warehousing capacity wak/ 81 million tonnes, and an additional
capacity of 35 million tonnes would be requiredtbg end of 2012 to support the growth of
the retail sector. The share of revenue of IT/BRQustry from retail has increased from 4
percent in 2001-02 to 9 per cent in 2009%30Thus, the growth of modern retail is also
propelling the growth of other services sector.

Modern retail initially started in India and in ¢@/metro cities. It is now penetrating into
smaller cities where the growth rate is faster tlage cities. Given that the rural sector
accounts for nearly 55 per cent of the retail miadga has around 720 million consumers,
many modern retailers are venturing into rural retsk These retailers not only offer
products but also services focusing on the spewfitiirements of the rural population. For
instance, Hariyali Bazaars set up by DCM Sriramédgri-products provides retail banking,
credit and other financial services such as instga8ince food and grocery retailers need to
set up supply chains, their rural retail outleteenfact as a medium for both sourcing and
supplying products. It is estimated that 500 ruoaéns have the potential to become rural
hubs where modern/corporate retailers can set eip tfase and then cater to around 100
villages each*

The large consumer base and growing Indian markst ditracted a number of foreign
retailers to the Indian retail sector. It was odlyring 2008-09, when the western markets
were facing a slowdown, there was a huge surgavastments in India, in the retail sector.
The FDI in retail reached its peak in December 2@#en it touched a value of $229.1
million. Thereafter, there has been a sharp deatinavestments, and in June 2012, FDI in
retail was valued at $42.70 million with a shar®df2 per cent in total FDI into Indf&

6.2.2 Retail Market in the EU

Retail trade sector was the largest sectors witterEU-27’s non-financial business economy
in terms of numbers of enterprises and persons@mgland the second largest in terms of
turnover and value added. Like India, in the Elaitedector is clubbed under wholesale and
retail trade; repair of motor vehicles and mototegcRetail accounts for a substantial part of
the segment. In 2009, retail trade accounted fop@&0cent of wholesale and retail trade;
repair of motor vehicles and motorcycfé@8The turnover of EU-27’s retail trade sector was
valued at $3437.7 billion (€2466.6 billiof, from which $602.1 billion (€432.0 billiofif

of value added was generated, equivalent to 1Y.2qye and 7.7 per cent respectively, of the
totals for the non-financial business economy. @heere 3.6 million retail trade enterprises

329 |mages (20009).

#30F|1CCl and Ernst & Young Report “Winning with Inigent Supply Chains”, 2007.

31 NASSCOM Strategic Review 2010

%2 Images (2009) and interviews conducted by ICRIESearchers for the Italian Trade Commission Praject
2010.

333 pAuthor’s compilation from Department of Industriadlicy and Promotion (DIPP), FDI Factsheet, vasiou
issueshttp://dipp.nic.in/English/Publications/FDI_Statfiss/FDI_Statistics.aspflast accessed on August28
2012)

334 Author’s calculation from Eurostat database

335 Conversion done using the average exchange rai afollar for Euros for the calendar year 2009
(1€=$1.3937) usingww.oanda.conflast accessed on August3@012)

%3 Conversion done using the average exchange rai8 afollar for Euros for the calendar year 2009
(1€=$1.3937) usingww.oanda.conflast accessed on August3@012)

162



Draft not for citation and quotation

in the EU-27 and they employed 18.5 million persceguivalent to 17.1 per cent of all
enterprises in the non-financial business econond/ E3.8 per cent of the non-financial
business economy workforc&.

Unlike India, the EU retail sector is characteriégdarge, corporate retailers. Retail outlets
in the EU are divided in non-specialised stores spetialised stores® Within the EU-27 as

a whole, retail sale in non-specialised storesrdgmrted more than one third (34.8 per cent)
of retail trade value added in 2009, while retabe in specialised stores accounted for 60.2
per cent and retail sale not in stores accountedof@ per cent. In employment terms,
specialised stores provide employment to 42 pet oérnhe total retail employees, non-
specialised stores provide to 56 per cent and tare-setail provides employment to 3 per
cent of the total retail workforce.

In the EU, a majority of the sales of specialisethit stores comprise of non-food retail,
which is unlike India. In terms of sector-wise shar specialised retail outlets, retail sales of
other household goo#f§ has the largest share (21.5 per cent), followedlbthing (17.13
per cent) and dispensing chemists (13 per centptrats (see Figure 6.2 for details).

Figure 6.2: Percentage Share of Different Product &ments in Value Added in
Specialised Stores in 2009
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In terms of country specific share in the EU-27rri@any, France and the UK are the largest
retail markets. In 2009, Germany had the largeatesbf 21.7 per cent followed by France
(16 per cent) and the UK (15.9 per cent). The twpd countries hold more than 50 per cent

337 author’s compilation from Eurostat database and
http://epp.eurostat.ec.europa.eu/statistics_ex@dimdex.php/Retail_trade_statistics_-

_NACE_Rev._ 2#cite_ref{last accessed on August“252012)

338 Non-specialised retailers offer consumers the dppity to buy a broader range of products at a poiint
of purchase (for example, supermarkets, hypermsudketonvenience stores). Specialised stores iadhmse
that deal in particular product categories.

339 This includes sale of textiles, hardware, painis glass, carpets, rugs, wall and floor coveriedgstrical
household appliances, furniture, lighting equipneem other household articles.
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share in value added in the EU-27 retail marf&These three countries also accounted for
the largest retail turnover in 2009 (for detailse skable 6.1). In terms of number of
enterprises, in 2009, Italy had the highest nun{®&t,024) of retail enterprises followed by
Spain (497,992) and France (378,768). Comparedi in India, there are around 12
million traditional/non-corporate retail outletsdam few hundred modern/corporate retalil

outlets®*

Table 6.1: Country Specific Size and Share of Diffent Parameters in Retail Trade

Parameter/Region | Enterprises in Retall Turnover Value added at
sector factor cost
Number | Share in| Value (in | Share in | Value (in | Share
the EU million the EU | million in the
(%) dollars) (%) dollars) | EU (%)
Austria 40,061 1.13 73989.9 2.2| 14456.4 2.4
Belgium 74,260 2.09| 110519.3 3.2| 17638.8 2.9
Bulgaria 104,85( 2.95 13964.6 0.4 1551.6 0.3
Croatia 23,499 17342.9 2698.3
Cyprus 11,325 0.32 7564.6 0.2 1274.0 0.2
Czech Republic 128,448 3.61 46639.5 1.4 6038.5 1.0
Denmark 21,786 0.61 57278.7 1.7| 101125 1.7
Estonia 4,484 0.13 6068.4 0.2 638.6 0.1
Finland 22,840 0.64 48267.5 1.4 8002.1 1.3
France 378,768 10.65| 562367.0 16.4| 96537.6 16.0
Germany (including 329,409 9.27| 641803.7 18.7| 130666.3 21.7
former GDR from
1991)
Hungary 88,971 2.50 34024.0 1.0 3337.2 0.6
Ireland 21,933 0.62 47553.2 1.4 9178.5 15
Italy 651,024 18.31| 393699.5 11.5| 57646.8 9.6
Latvia 13,566 0.38 7472.2 0.2 917.8 0.2
Lithuania 34,327 0.97 10343.3 0.3 1001.5 0.2
Luxembourg 3,066 0.09 18993.6 0.6 1584.2 0.3
Netherlands 77,879 2.19| 145182.0 42| 28167.7 4.7
Norway 27,006 0.76 62929.7 1.8 10836.2 1.8
Poland 319,039 8.97| 120913.5 3.5| 15806.4 2.6
Portugal 153,301 4.31 63777.1 1.9 9337.8 1.6
Romania 121,311 3.41 35669.9 1.0 4052.9 0.7
Slovakia 9,764 0.27 13574.1 0.4 2059.7 0.3
Slovenia 6,897 0.19 14704.0 0.4 1879.4 0.3
Spain 497,992 14.01| 305943.8 8.9| 60513.9 10.1

340 Author’s calculations from Eurostat

341 hitp://csis.org/files/publication/sam_137.patid
http://www.indiastudychannel.com/attachments/Rese/B5680-311746-
list%200f%20retail%20company%20in%20india fetst accessed on Septembef,12012)
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Sweden 58,487 1.65 78592.0 2.3| 13488.5 2.2
Switzerland 18,832 0.53| 104972.5 3.1| 25521.3 4.2
Turkey 745,507 169542.5 13973.5

United Kingdom 187,946 5.29| 494219.5 14.4] 954955 15.9
European Union| 3,555,397 3437745.0 602096.6

(27 countries)

Source: Extracted by authors from Eurostat database. Geiore done using the average
exchange rate of US dollar for Euros for the cadengear 2009 (1€=$1.3937) using
www.oanda.conflast accessed on August3@012)

European retailers are one of the most globalleetain world (Deloitte 2012). Some of the
top EU retailers in the world market are from FenGermany and the UK. These include
non-specialised retailers like Carrefour S.A. (Emnglobal rank %), Tesco PLC (UK,
global rank %), Metro AG (Germany, global ranki Schwarz Unternehmens Treuhand KG
(Germany, global rank"y and Aldi Einkauf GmbH & Co. oHG (Germany, globahk 10").
IKEA, which is a Sweden based speciality retailaswanked 30by the same index.

The next section discusses the retail regulatippiGable in India and the EU.
6.3 Retail Regulations in India and the EU

Globally, retail is a highly regulated sector. Hsee with liberalisation, most countries now
allow foreign investment in retail. The procesdiloéralisation in emerging markets started in
the nineties with China opening its retail sectorlP92, Brazil, Mexico and Argentina in
1994 and Indonesia in 1988 Many countries have opened up the retail sectar nased
manner, but some impose conditions like foreignitgagrap, local partnership conditions and
minimum paid-up capital requirements, among othagart from imposing conditions on
foreign investments, some countries have imposegrak regulations such as zoning
regulations, economic needs test and labour madsts and local sourcing conditions,
among others® While the emerging markets mostly resort to FDdtrietions in retail,
developed countries impose stringent regulationegalate retail operations.

6.3.1 Retail Regulations in India

According to the Indian Constitution, retail secier under the jurisdiction of the state
governments. At the centre, the Department of QmesuAffairs regulates internal trade
while the Department of Industrial Policy and Praimo (DIPP), under the Ministry of
Commerce and industry, regulates FDI. Differentta@rgovernment ministries/departments
such as Ministry of Agriculture and the Ministry Déxtiles regulate specific products, which
has an impact on the retailing of these produdte. Shops and Establishment Act, under the
purview of the state governments, lays down theditmms for establishing and operating
retail outlets including shop opening and closingrigs. The state governments also regulate
sourcing (through Acts like Agricultural Produce mtdeting Committee (APMC) Actf* and

342 Mukherjee and Patel (2005)

33 For details see Goyal and Mukherjee (2012)

344 As per the Model APMC Act, 2003, APMC Act is defthas An Act to provide for improved regulation in
marketing of agricultural produce, development ffiteent marketing system, promotion of agri-praiag and
agricultural export and the establishment and propéministration of markets for agricultural prodeién
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entry and movement of goods within state boundadesing is under the purview of local
municipal bodies. Regulations relating to sourcimackaging, distribution, etc., are
applicable to retail. The Competition Act, 2002dats amendments regulate anticompetitive
practices involved in retail sale of products. Frtma perspective of consumers, one of the
most important acts is the Consumers Protection 2@86, and the Consumer Protection
(Amendment) Act, 2002, which became effective frivlarch 2003. This Act protects
consumers of both goods and services from unfarestrictive trade practices. The number
of regulations and extent of restrictions vary asrdifferent Indian states and even cities
depending upon the type of retail formats and themroodities traded. On an average, a
corporate retailer has to obtain around 30 liceaselsclearances. This can increase to around
45 for segments like food and grocery retaififiy.

After the severe balance of payments and currensysdn 1991, the Indian government
allowed foreign investments in a large number ct@s, excluding the retail sector. In 1997,
the government imposed a ban on FDI in retail. 8gbently the policy has been relaxed and
FDI is allowed through other routes of product misttion such as wholesale cash and carry
(100% FDI is allowed since 2006), franchising anigtribution agreement and test
marketing*® among others. If a foreign company has wholly esnsubsidiary in
manufacturing it is allowed to retail products.

However, each of these entry routes has certawlieks. For instance, most low-priced,
multi-brand retailers like Wal-Mart and Tesco hargered through the wholesale cash-and-
carry route, which does not allow these compangesnake direct sales to consumers.
Therefore, they cannot reap the benefits of thgelaand growing Indian consumer market.
Moreover, wholesale cash and carry is a ‘volumesimess’’ and may not be suitable for
specialised and luxury products which are genemallychased in small quantities. Entry
routes like franchising, licensing and distributiamangement do not allow foreign retailers
to have a share in profits in India. In additiooregign luxury brands do not like to give away
their brand ownership to a number of distributogsitacan act as a deterrent to the global
brand name. Setting-up a manufacturing facilityurezs investment, long-term commitment
and is only economically viable if there is enowtgmand for the product. In India, setting-
up of manufacturing is not easy — companies hawalbere to the labour laws and they often
face infrastructural bottlenecks (such as powertagge). Therefore, most retailers prefer to
source from contract manufacturers.

For the purpose of FDI policy, the Indian governimieas divided the retail sector in single-
brand and multi-brand retail trading. In 2006, th@vernment first allowed 51 % FDI in
single brand retail subject to certain conditiohbe policy was liberalised to allow 100%
FDI in single brand retail in January 2012 andHartliberalised in September 2012. In 2012,
the Indian government liberalised both the singld and multi-brand retail policy of India.
India’s FDI regime in the retail sector is givenTiable 6.2 below.

States’ As per the APMC Act, in each state of India alliagftural products are required to be sold only in
government - regulated markets.

35 Joseph and Soundararajan (2009).

346 Test Marketing is a limited introduction of a prmd or service to test public reaction for a fulinket
strategy. In India, the DIPP has permitted testketamg of such items for which a company has apglrtor
manufacture, provided such test marketing facility be for a period of two years, and investmenseétting up
manufacturing facility commences simultaneouslyhvést marketing.

3" The route permits on business-to-business opemtitiere goods are sold in bulk.
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Table 6.2: India’s FDI Policy in Retail Approved bythe Cabinet and Notified by the DIPP in Septembef012

Year Policy

Multi 51% FDI in multi brand retail trading, in all procts, is permitted, subject to the following cornaliis: (i) Fresh agricultural
brand produce, including fruits, vegetables, flowers,igga pulses, fresh poultry, fishery and meat préglumay be unbranded
retail Minimum amount to be brought in, as FDI, by theefgn investor, would be US $ 100 million (iii) Aedst 50% of total FD

brought in shall be invested in ‘backend infragtreee within three years of the first tranche oflF@here ‘back-end infrastructure

will include capital expenditure on all activitiesxcluding that on front-end units; for instancachk-end infrastructure will includ

investment made towards processing, manufactumligjribution, design improvement, quality contrglackaging, logistics,

storage, ware-house, agriculture market producastriicture etc. Expenditure on land cost and ignfaany, will not be counte

e

for purposes of back end infrastructure (iv) Atsiea0% of the value of procurement of manufactymetessed products purchased

shall be sourced from Indian 'small industries'alibhave a total investment in plant & machinery exateeding US $1.00 million.

This valuation refers to the value at the timenstallation, without providing for depreciation.rkher, if at any point in time, thi
valuation is exceeded, the industry shall not dquals a 'small industry' for this purpose. Thisqum@ment requirement would ha
to be met, in the first instance, as an average®fyears' total value of the manufactured! preeelsproducts purchased, beginn
1st April of the year during which the first tramcbf FDI is received. Thereafter, it would haveb®omet on an annual basis

Self-certification by the company, to ensure coamudie of the conditions at serial nos. (ii), (iinda(iv) above, which could be

crosschecked, as and when required. Accordingly,intiestors shall maintain accounts, duly certifogdstatutory auditors. (v
Retail sales outlets may be set up only in citigh & population of more than 10 lakh as per 20&hgDs and may also cover
area of 10 kms around the municipal/urban agglotimerdimits of such cities; retail locations wilklrestricted to conforming are
as per the Master/Zonal Plans of the concerneeéscigiind provision will be made for requisite faight such as transpag
connectivity and parking; In States/ Union Terigsrnot having cities with population of more tHehlakh as per 2011 Censl
retail sales outlets may be set up in the citietheif choice, preferably the largest city and ralp cover an area of 10 kms arol
the municipal/urban agglomeration limits of suctiesi. The locations of such outlets will be reséiicto conforming areas, as |
the Master/Zonal Plans of the concerned citiespodision will be made for requisite facilities $uas transport connectivity ar
parking. (vii) Government will have the first righd procurement of agricultural products. (viii) é'labove policy is an enablir
policy only and the State Governments/Union Tere®would be free to take their own decisionseigard to implementation ¢
the policy. Therefore, retail sales outlets maysbeup in those States/Union Territories, whichehagreed, or agree in future,
allow FDI in MBRT under this policy. The list of &es/Union Territories which have conveyed theneament is annexed. Su
agreement, in future, to permit establishment tdik®utlets under this policy, would be conveyedthie Government of Indi
through the Department of Industrial Policy & Prdiman and additions would be made to the annexddakisordingly. The
establishment of the retail sales outlets will becompliance of applicable State/Union Territorws4 regulations, such as tl
Shops and Establishments Act etc. (ix) Retail trgdiin any form, by means of e-commerce, would Ib®tpermissible, fo
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companies with FDI, engaged in the activity of mioitand retail trading.

Single
brand
retail

With effect from January 10, 2012 100 per cent EDdllowed in single-brand retail subject to FIPgpeoval and the following
conditions (a) only single brand products will bads(i.e., retailing of goods of multi-brand evenproduced by the same
manufacturer will not be allowed) (b) products dddee sold under the same brand internationallgif@le brand product-retailing
covers only products which are branded during mastufing and (d) any addition to product categotiebe sold under “single
brand” will require fresh approval from the govermh (e) the foreign investor should be the ownethefbrand and (f) for FD|I
beyond 51 per cent, 30 per cent sourcing from samallmedium scale enterprises (SMEs) would be ntanda

In September 2012, the following changes were bdrbagout in the single-brand policy; (d) Only or@#resident entity, whether
owner of the brand or otherwise, shall be permiteedndertake single brand product retail tradimghie country, for the specific
brand, through a legally tenable agreement, wighbitand owner for undertaking single brand prodeiztil trading in respect of the
specific brand for which approval is being soudtite onus for ensuring compliance with this conditehall rest with the Indian

entity carrying out single-brand product retaildiray in India. The investing entity shall providadence to this effect at the time (of
seeking approval, including a copy of the licenfnagchise/sub-licence agreement, specifically aatihg compliance with the

above condition. (e) In respect of proposals inn@wDI beyond 51%, sourcing of 30% of the valuegobds purchased, will be
done from India, preferably from MSMEs, village aocottage industries, artisans and craftsmen, isedtors. The quantum of
domestic sourcing will be self-certified by the quany, to be subsequently checked, by statutoryt@sdifrom the duly certified

accounts which the company will be required to rti@m This procurement requirement would have tonleg, in the first instance,

as an average of five years' total value of thedggmrchased, beginning April of the year during which the first trancheRDI

is received. Thereafter, it would have to be metanrannual basis. For the purpose of ascertaihi@gadurcing requirement, the
relevant entity would be the company, incorporatethdia, which is the recipient of FDI for the pase of carrying out single-
brand product retail trading. (f) Retail trading,any form, by means of e-commerce, would not bem@sible, for companies with

FDI, engaged in the activity of single-brand retaiding.

Source: Compiled by authors frdmtp://dipp.nic.in/English/Policies/FDI_Circular_02012.pdfand
http://dipp.nic.in/English/acts_rules/Press_Noted/p2012.pdflast accessed on August’32012) and
http://pib.nic.in/newsite/pmreleases.aspx?mincodedast accessed on Septembef,12012)
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Since, there were FDI restrictions in the pastjdrths adopted a restrictive approach in the
retail sector in its international negotiationselithe WTO and free trade agreements. In the
Uruguay Round (1986-94) of WTO negotiations, Indid not undertake commitments in
distribution services. In the Doha Round, Indiaecéfli to undertake commitments in
commission agent’'s services and wholesale tradeicssr for some products. India’s
commitments in distribution services vary acrosietgnt bilateral trade agreements. For
instance, in the India-Singapore CECA, India (Aug@005) undertook commitments in
franchising services along with wholesale tradimgl @ommission agents’ services. In the
India-Japan CEPA (August 2011), India allowed 5d.gamt FDI in single-brand retail, based
on the autonomous regime at that time. Thus, lsti@ews some willingness to bind the
autonomous regime in trade agreements, but doe®ffeast to undertake forward-looking
commitments in this sector. Since India’s majodimg partners including the EU have a
strong interest in this sector, it is likely thaetsector will withess more liberalisation in
India’s multilateral and bilateral trade agreemgeaspecially the India-EU BTIA.

6.3.2 Regulations in the EU

In the EU, there is no retail-specific Directivejudation applicable to the EU Member States.
The Services Directive 2006/123/EC on serviceshaihternal market is applicable to the
retail sector and it lays down the general provisigoverning the retail sector. The Directive
establishes a general legal framework, which benefiwide variety of services, including
retail, taking in account the distinctive featucdseach type of activity or profession and its
system of regulatio’® It establishes general provisions for facilitatifiggedom of
establishment for service providers and the fre@ament of services, while maintaining a
high quality of services (for details see Chapler 1

In order to ensure freedom of establishment forviders, the Services Directive has
conditions governing authorisation and has proéditertain requirements. Some of these
have important implication for the retail sectohelDirective states that Member States shall
not make access to or exercise of service actsitigject to authorisation scheme. For
instance, authorisation required by local authesitfor establishing operations or selling
certain productd?® Prohibited requirement include discriminatory rieements based
directly or indirectly on nationality of the sereicprovider, prohibition on having an
establishment in more than one Member State aretlmasase application on economic test,
among others>® For instance, EU Member State cannot impose céstis on opening retail
outlets or branches in more than one Member State.

The Directive also has provisions to ensure fregement of services. These include Articles
on freedom to provide services and related derogatiand the rights of recipients of
services. The article on freedom to provide sesrigwes the service provider the right to
provide services in a Member State other than tie ino which they are established. The
Member States cannot impose requirement on thesadoeor exercise of services in their
territory. As regards the rights of recipient ofrgsees, Member States cannot impose
requirements on a recipient that restrict the dseservice supplied by a provider established

348 For details see Service directive 2006/123/EC ssibke ahttp://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:B0B76:0036:0068:EN:PDKlast accessed on August
239 2012)

349 For details, see Article 9 of the Services Dinegti

%0 For details, see Article 14 of the Services Dikext
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in another Member State. The Member States canaotirdinate against a recipient based
on his nationality or place of residence.

The Directive lays down the conditions applicalean EU service provider and not to a
foreigner. The treatment of foreign service providepends on the mode of entry of the
foreign company in the EU market. In case a foreigmpany enters through a joint venture
or as a wholly owned subsidiary by making diregestment, it is treated as an EU company.
In that case, the company enjoys the same pri\slegereceived by any other EU company
and comes under the purview of the Services Directh representative office, a branch, or
distributive offices of foreign companies are naated as an EU company and therefore,
they do not fall under the provisions of the Segsi®irective. Such offices have to follow

individual country’s regulations governing the sect

The European Commission has a vision to have a efbogent and fair retail services in the
EU internal market by 2020. In order to achievs,tthe commission encourages the Member
States to adhere to the provisions under the SeyviDirective 2006/123/EC. The
Commission is now in the process of devising a iRAtdion Plan for the EU market aiming
to integrate the EU retail mark&t:

There are several regulations applicable to foreggailers in the EU market. These include
economic need test, zoning regulations, restristmmthe size of retail outlet and restrictions
on sale of certain commodities. EU Member State® lsanended some of their regulations
to make them compliant to the EU Services Directwigile there are some other regulations
that are not compliant with the Service Directi@ble 6A.1 in Appendix 6A lists some
regulations specific to the retail sector have be®ended by the EU Member States to meet
the provisions in the Services Directives. The €ahblso lists regulations applicable to
foreign retailers that are still present in the MemStates and are not compliant with the
Services Directive.

Apart from the Services Directive, EU Directives consumer protection, employment of
people and e-commerce activities are also appkdabihe EU retailers.

In the EU, there are several Directives on consumnetection. The EU is in the forefront
with respect to consumer protection. In 2011, th@ iBsued Directive 2011/83/EU on
consumer rights amending the four Directives tivaed at high level of consumer protection
by proper functioning of internal markets. The Directive is still under consultation. The
Directive merged four existing consumer protectairectives namely - 85/577/EEC on
contracts negotiated away from business premisgsctive 93/13/EEC on unfair terms in
consumer contracts; Directive 97/7/EC on distangetracts and Directive 99/44/EC on
consumer sales and guarantees - into a singledmbaizinstrument. The aim was to regulate
common aspects relating to consumer protectioresyaically, simplifying and updating the
existing rules, removing inconsistencies and clpgjaps in the four Directivés® Directive
98/6/EC of the European Parliament on consumeegtion in the indication of the prices of
products offered to consumers. Apart from this,eBlive 2005/29/EC concerning unfair

%1 For details sebttp://ec.europa.eu/internal_market/retail/index.lem#maincontentSedlast accessed on
September 13 2012)

%2 For detail se@ttp://eur-lex.europa.eu/LexUriServ/LexUriServ.dn2@J:L:2011:304:0064:0088:EN:PDF
(last accessed on August22012)

%53 For detail se@ttp://eur-lex.europa.eu/LexUriServ/LexUriServ.d62GOM:2008:0614:FIN:EN:PDF(last
accessed on August242012)
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business-to-consumer commercial practices in thernal market contains some basic
information requirements, which have to be fulfilley traders before contract conclusion.
Directive 96/71/EC of the European concerning lsting of workers in the framework of
the provision of services’ is also applicable te thtail sector. The free movement of workers
is one of the fundamental freedoms guaranteed byDinective. A worker is ‘a posted
worker’ when he is employed in one EU Member Stai¢ sent by his employer on a
temporary basis to carry out his work in anothemMer State. A majority of the EU
Member States have implemented the provisions ¢f Directive in their domestic
regulations concerning labour employment. Despiig there is no free movement of labour
in the EU and there are country-specific regulation

As regards online services, EC Directive 2000/314t€ates the basic legal framework for
online services, including electronic commercehia internal Market. The Directive removes
obstacles to cross-border online services in thefaan Union and provides legal certainty
to business and citizens alike. It establishes barsed rules on issues such as the
transparency and information requirements for @nliservice providers, commercial
communications, electronic contracts and limitagiaof liability of intermediary service
providers. There is also EC Directive 2009/136/E@ online cookie amending Directive
2002/22/EC on universal service and users’ rigbktating to electronic communications
networks and services, Directive 2002/58/EC coningrthe processing of personal data and
the protection of privacy in the electronic comnuaiions sector and Regulation (EC) No
2006/2004 on cooperation between national autksritesponsible for the enforcement of
consumer protection laws, which is applicable tailers involved in electronic commerce.

In its Conditional WTO Revised Offér? the European Commission has offered
commitments in the retail sector. However, the cage of retailing services and
commitments vary across the Member States (follgetee Table 6.3)

Table 6.3: Coverage of Retailing Services by Diffent Member States under the EC
Conditional Revised Offer

CPC Definition Member States who have excluded th8ector

611.1 Sales of motor vehicles Belgium, Bulgariap@g, Denmark, France,
Germany, Greece, Ireland, Italy, Luxembourg,
Malta, Netherlands, Poland, Portugal, Romania,
Slovenia, Spain, Sweden, United Kingdom

611.12 Retail sales of motor vehicles Poland

611.3 Sales of parts and accessoriesdland
motor vehicles

612.1 Sales of motorcycles and Poland
snowmobiles and related parts
and accessories

631 Food retailing services Covered by all Membeates

631.07 | Retail sales of beverages not| Poland
consumed on the spot

631.08 | Retail sales of tobacco products Poland

632 Non-food retailing services Covered by all MemStates

%4 Dated: August %, 2004 (‘July Package’) accessible at
http://itrade.ec.europa.eu/doclib/docs/2005/junadtva.123488.reduced%20cells%20v2.(dét accessed on
September 1%, 2012)
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632.11 | Retail sales of pharmaceutical,Poland and Slovenia
medical and orthopaedic goods

633 Repair services of personal and\ustria, Czech Republic, Finland, Hungary,
household goods Slovak Republic, Poland, Sweden, Slovenia,
Latvia and Lithuania

Source: Compiled by authors from the EC Conditional Revise®ffer
http://trade.ec.europa.eu/doclib/docs/2005/junaltva.123488.reduced%20cells%20v2.pdf
(last accessed on Septembef,12012)

EC'’s offer in the WTO Revised Offer in retailingrgiees is more liberal than India’s offer.
While India has not covered retailing serviceslhttlhe EC has offered commitments in all
the four modes. In Mode 1, Austria, Czech Repuldistonia, Finland, Hungary, Latvia,
Lithuania, Sweden and Slovenia have given full cament>>> Cyprus, Malta and Poland
have offered no commitment in the sector while dkigers have offered to commit only in
mail order service. In Mode 2, all Member Stategehaffered full commitment in the sector
except Cyprus and Malta. In Mode 3, all Member &taxcept Belgium, Cyprus, Denmark,
France, Italy, Malta and Portugal have offered faimmitment in retailing services.
Belgium, Cyprus, Denmark, France, Italy, Malta @witugal have imposed an economic
needs test along with a limit of the number of depant store$>® Sweden has also imposed
a condition of economic needs test, which setsna& bf temporary trade in clothing, shoes
and food stuffs that are not consumed at the pafirsiale®’ In Estonia, France and ltaly,
tobacco is a state monopoly and in Ireland sabdaatholic beverages is not permitted. Under
Mode 4, no EU Member States except Cyprus haveremff@any commitment for intra
corporate transferees and business visitors. TheMebthber States have not offered any
commitments for contractual service providers amdependent professionals in the retail
sector.

Primary Survey

As mentioned earlier, in India, there is a lacldisfaggregated on the retail sector. The DIPP
and the foreign investment promotion board givets @e foreign investments in India but
there are no studies highlighting the barriers ddog foreign companies in India. Therefore,
a primary survey was conducted and sampling framegayiven in Table 6.4 below.

Table 6.4: Sampling Framework

Respondents Number
EU companies in India 14
Indian companies 4
Industry Associations 3
Embassies of EU member states in India and EC t&s¢gegh commissions 6
Academicians 3

Indian Government 4

Total 34

35 The excluded Member States have given full comenitnin mail order service under Mode 1.
356 P . ; i ; ; ;
The criterion for this is the number and impacikeaisting stores, population density, geograpltspatad,
impact on traffic conditions and creation of newpdmyment.
%7The main criterion is the impact on existing ssarethe geographical area in question.

172



Draft not for citation and quotation

6.4 Presence of Indian and European Retailers in e Other’'s Market

Studies have shown that global retailers are grg\lieir store networks in a wide range of
international markets (CBRE 2011). Once the doroestrket is saturated, retailers often
expand their presence to new and emerging margeiadreasing their sales. This is mainly
true in the case of retailers from the US and tble &ter the two markets have been affected
by the global slowdown in 2008. This section disessthe presence of Indian and European
retailers in each other’s market.

6.4.1 European Retailers in India

Despite the restrictive FDI policy, India has atteml a number of European retailers in its
market, particularly after liberalisation in 199here has been a continuous and significant
interest among the EU retailers in the Indian miarkbe survey found that the EU retailers
have deviated from their global business practioesstablish a strong foothold in the Indian
market and enlarge their market share in Indigorasent, a number of retailers from the EU
are present in the Indian market. Depending uperptbvailing policy, the EU retailers have
adopted various routes to enter the Indian maskbich include wholly owned subsidiary
through manufacturing, exclusive licensing and riigtion arrangement, franchising
agreement and wholesale cash and carry, amongdtes Table 6.5).

Table 6.5: Entry Routes of Some of the EU Retailens India

Brand Mode of Entry Yea | Country
r

Bata Wholly-owned subsidiary in1936 | Netherland

manufacturing S
Lotto Exclusive licensing agreement 1989 ltaly
United Colors of | Wholly-owned subsidiary in1991 | lItaly
Benetton manufacturing
Marks & Spencer Franchising and distribution agresm 2001, UK
Louis Vuitton Distribution agreement 2003 France
Mango Franchising and distribution agreement 208pain
Metro Wholesale cash and carry 2003 Germany
Chanel Distribution agreement 2005 France
Salvatore Ferragamo Joint venture 2006 Italy
Giorgio Armani Joint venture 2006 Italy
Tesco Wholesale cash and carry 2010 UK

Source:Compiled by authors from survey

Table 6.4 shows that the present FDI restrictiomniia is not an entry ban. Retailers from
the EU have taken various routes to enter IndiarketaFor instance, foreign retailers can
establish a manufacturing presence in the Indiark@and operate as a subsidiary of the
parent company. The brand undertakes manufactuniniggdia and sources the products
locally. Since India has an advantage in termwkl cost of manufacturing, many foreign
brands in clothing and textiles retail segment seuheir products from the Indian market.
Bata (Netherlands) was an early entrants in theaimaharket opted for this route. A number
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of other European brands including IKEA (ltaly), Ms & Spencer (UK) and Zara (Spain),
among others have been sourcing from India sifoagtime.

Prior to liberalisation, many European retailellee liAdidas (Germany) and Lotto (Italy)
entered the Indian market by giving exclusive disition rights and license of their brand
distribution to Indian distributors. Some brandseyhe distribution license of their selected
products like perfumes and accessories to Indiafrilluitors. Some Indian companies like
Genesis Color Private Limited and Blues Clothingrpany are involved in marketing and
distribution of luxury brands in India. Many Eur@pebrands such as Canali (Italy), Bottega
Veneta (ltaly), Paul Smith (UK), Jimmy Choo (UK)ekéace (Italy) and Italia Ferre, among
others entered India through this route. After fdbisation, as the knowledge and exposure
about foreign brands grew in the Indian marketeifgm retailers expanded their presence by
entering in franchisee agreements with Indian pastnToday, this is one of the most
common entry routes into the Indian market. In thiangement, foreign companies can
appoint a franchisee who can sell the productsutitrdheir retail outlets by paying a fixed
franchisee fee. Companies like Marks & Spencer (a3l Mango (Spain) entered India
through this route.

In 2006, after India allowed 51 per cent FDI througjngle-brand retail trading route, a

number of foreign brands particularly in the luxympduct categories entered India through
this route. These include brands like Giorgio Ariveamd Salvatore Ferragamo (Italy). Many

brands that were present in India through otheteoghanged their mode of presence by
collaborating with Indian retailers or other comigsn These include brands like Marks &

Spencer (UK) and Louis Vuitton (France).

From 2006 until June 2012, around $42.7 million baen invested in the single-brand retail
sector, which accounts for 0.02 per cent of thal totvestment in the Indian market. During
this period, FDI in retail reached its peak in Daber 2010 when the cumulative FDI in
single-brand retail was valued at $229.12 milfdhClose to 50 per cent of the foreign
investments from the retail sector are from theofaan Uniori>° Of the total investments
from the EU, a majority (75 per cent) is in thetblog and fashion accessories segment.
Within the EU, a large percentage of investmentsimgle-brand retail sector are from the
Netherlands. However, in terms of country of origfrthe investing brand, Italy is the major
investing country, followed by the UK and Spaing(§eable 6.6). Around 73 per cent of the
Italian brands have routed their investments inanidrough the Netherlands, since India has
a Double Taxation Avoidance Agreement and Bilatbra¢stment Promotion Agreement.

Table 6.6. Share of Top Investors from the EU MembeStates in India (in Percentage)

Investing Share in Investment by Investing| Share in Investment by brand
Country Country origin

Netherlands 38.5 11.9
ltaly 14.9 45.0
Spain 10.8 12.4
United Kingdom 9.8 18.6

38 Extracted by authors from DIPP FDI Factsheet
http://dipp.nic.in/English/Publications/FDI_Stafiss/FDI_Statistics.aspflast accessed on Septemb8r 6
2012)

39 Own calculation from Secretariat for Industrialsistance (SIA) data
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Cyprus 8.9 0.0
Germany 8.1 9.3
British Isles 6.5 0.0
France 1.7 1.9
Belgium 0.9 1.0

Source: Author’s calculation from the Secretar@tIhdustrial Assistance (SIA) Newsletter,
various issueshttp://dipp.nic.in/English/Publications/SIA_NewsleefSIA NewsLetter.aspx
(last accessed on Septembef,12012)

The Indian government has been receptive to foreigestments from European retailers in
the retail sector. After receiving several requéstsn foreign retailers, particularly European
retailers, in January 2012, the government extertdedoreign investment limit in single-
brand retail allowing 100 per cent FDI in the secsubject to certain conditions (see Table
6.2). After the policy enactment, two retailersnfr&curope have expressed interest to enter
the Indian market — IKEA (Sweden) and Pavers (Ukipce the EU retailers have been the
largest investors in the retail sector, they hawtrang interest in retail liberalisation. Some
large EU retailers have been lobbying for retdiktalisation in India. The case of one such
retailers IKEA (Sweden) is presented in Box 6.1.
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Box 6.1: IKEA in India: A Tryst with the Policy
IKEA is a privately held, international home prothkic
company that designs and sells ready-to-asse
furniture such as beds, chairs, desks, appliancds

home accessories. The company is the world's larg

furniture retailer. It was founded in Sweden in 39t

and Inter IKEA Systems B.V. was established in 19

in the Netherlands, when it started to develop #%&

IKEA retail system. IKEA has around 12,000 produstsluding upholstered furniture,
bathroom articles, kitchenware, fabrics, lightinghildren’s items, food items, wall
decoration, pictures and frames, among others. Bhttie product range has separate name
under which these are sold. In 2012, IKEA had 38@es in 40 countries providing
employment to 154,000 workers. In the same yearctimpany had a sales turnover of Euro
27.5 Billion. IKEA is expanding its presence in Asand has recently opened a story in
Bangkok. The company has plans to establish present¢he $18.5 billion Indian home
decor and furniture market, which is expected tmgby 10-12 per cent per annum.

After 100 per cent FDI was permitted in the sinigiand retail segment in India in January
2012, IKEA proposed to invest Rs. 10,500 crores5#lllion) to set-up 25 stores. However,
the company had reservations about mandatory smuritom Indian micro small and
medium enterprises (MSMESs). Based on the compamecemmendations along with the
recommendations of other foreign retailers, theidndgovernment tweaked the sourcing
norms in India. As per the latest policy, foreigrtailers have to undertake 30% sourcing
from India and diluted the previous condition ofusmng 30 per cent of requirements
"mandatorily” from Indian MSMESs by stating that scng should be done "preferably from
MSMEs". The policy received a positive responsenfitbe company and IKEA re-submitted
its application to the Foreign Investment PromotBoard (FIPB) in India seeking approval
to sell 30 product lines in India. Since the pragbsnvestment was more than Rs. 1200
crores, the company required an approval from taleir@t Committee on Economic Affairs
(CCEA).

IKEA received an approval from the Indian governmtnsell its core furniture products.
Based on the decision, 18 of the 30 product caiegdor which IKEA had sought approval
were rejected by the government. The logic beirgg #ince it is under single-brand retail
category, the company cannot be allowed to seHsahds. As a result, categories including
home and office use products, solutions, fittinfysnishings including stationery, textile
products including apparels and fabrics, consunhectrenics, cleaning products, leather
products, storage and sorting products and acdessahildren’s products, safety-related
products, travel-related products, cosmetics, fe@aycsolutions and products, lifestyle
products, decorative products, gift articles, faotl beverages to be served at the IKEA
restaurants and beach products and accessoriesnaeggven approval. Besides the other
restrictions, FIPB has also recommended that nwitaes falling within the purview of non-
banking financial companies activities will be cantéd by the applicant. This implies that
IKEA cannot offer any finance scheme to its custtane

While the company still has to take a final calEA’s entry plans in India is a case with

[92)

several stumbling blocks.
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Since multi-brand retail trading is prohibited metindian market, EU retailers like Metro
(Germany) and Tesco (UK) in this segment have edtéhrough the wholesale cash and
carry route. It permits foreign retailers to und&g business-to-business (B2B) operations
but does not permit direct sales to customers.€fbes, the present policy restricts the ability
of a foreign retailer to enter through their mosgfprred route. Moreover, each of these entry
routes has certain drawbacks, which are discusdedih this chapter. Companies like Tesco
also have Global Captive Centre in India, by them@af Tesco Hindustan Service Centre
(HSC). It provides key business services for Tegmerations globally. A lot of research and
development (R&D) activities and innovation happerhis centre in Bangalore, India. It is
the only development centre of Tesco.

Apart from this, there are partnerships betweemamdesigners and European retailers for
designing products for Indian and other markets. ikstance, the Indian designer, Manish
Arora, has design collaborations with the watcmbreé&Swatch (Switzerland), and jewellery
brand, Swarovski (UK), that have established agmes in India. Such collaborations help
foreign brands customise their products for theananarket.

The survey found that European brands have custdntiseir products to cater to tastes of
Indian consumers. Some of the brands have modifiedd product designs while others have
altered their pricing strategy in the Indian marKetis reflects continued and lasting interest
of European retailers in the Indian market.

6.4.2 Indian Retailers in the EU

Compared to a widespread presence of the EU netaile India, very few Indian

companies/retailers are present in the EU mailketse include retailers and distributors like
Fabindia Overseas Private Limited (textiles andhohg), Gitanjali Group (jewellery and

watches), Hidesign (leather accessories), Tata abl@everages (food and grocery),
Raymond (textiles and clothing) and Haldiram’'s @e#o-eat food and out of home
catering).

Some Indian retailers are present through stanueabutlets in Europe while others have
entered in mergers and acquisitions. Fabindia @asrgrivate limited, an Indian textile
retailer, has an outlet in Rome (Italy). The compalso acquired 62.5 per cent stake in the
UK based women-wear retailer EAST in 2011. Indi@sanjali Group, which is world’s
largest jewellery retailer, has a strong foothaidthe European market. The company has
acquired Italy’'s DIT Group’s brands namely Stefaafiér, Porrati, Nouvelle Bague of
Florence and lo Si. Hidesign, which is a leathesdgomanufacturer and retailer, has stores in
Belgium, Germany, Ireland and the UK. The compaay tollaborated with Louis Vuitton
(France) and some of the products are designethbgn designers. Tata Global Beverages
Limited, an Indian multinational non-alcoholic bexges company is a subsidiary of the Tata
Group. In 1992, the company entered in a joint wenBritain's Tetley Tea Company and
later in 2000, acquired it. The company also hasulsidiary in Czech Republic. The
company retails its products in almost all Europeauntries. Indian textile manufacturer and
retailer Raymond has joint ventures with Belgiand atlialian textiles and clothing
manufacturers. In August 2006, the company enterteda 50:50 Joint Venture with UCO
NV (Belgium) to engage in the business of manufaatuand marketing of denim fabrics. It
also has a joint venture with Cotonificio Honeg@P.A., (ltaly) that produces shirts and
fabrics, which are retailed in Europe. Haldiranvghich is an Indian ready-to-eat food
retailer and out of home catering chain, has autietthe UK, Finland, Sweden, Italy, the
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Netherlands, Germany, Switzerland, Spain, GreeckRomania. It was found during t
survey that there are almost 3000 Indian brandsc¢hwhre trying to enter the EU ret
markets. These are natst Indian retailers but branded products in déifercategories. Th
implies there is an interest and opportunity fati&m brands in the E

Due to the large size of countries such as the G&many, France and Italy, a majority
the Indian retders are targeted these markets in the EU. Howaasethe EU becomes
single market in services, Indian retailers canaexpto other countries in Eastern Eur
such as Hungary and Poland, where there is scogxp@ansion

It was pointed out during the survey that Indiataiters have not been able to explore
European market. This is because modern retainewaand emerging concept in India ¢
companies are trying to eequaint with organised retail market in Ir before moving to th
West. Some companies pointed out that at predeare are limited avenues for collaborat
in the West. This is because most of the EU conssiim&ve patent brands for buying fc
and nonfood products and an Indian brand would e to spend huge resources to cr
brand recognition in the EU. Indian corporate fetaiwould need a lot of resources i
support from the government to explore other markRetailers that are already preser
the West are large retailers who hithe capability to do so at individual lev

Both Indian and the EU retail sector have seveaaliérs and opportunities for retailers fre
each other's market. A gist of the strengths andkwesses or the Indian and EU rete
sector is given in thEigure 6.3

Figure 6.3: SWOT Analysis of the Retail Sector inidia and the EL

(Strength: High economic growth, large rety (Strength: Availability of high skilled )

market size and growing mid-class manpower, efficient supply chain netw

« Weakness:Poor regulatory * Weakness:Not a single market, restricti
environment, restrictive FC country-specific regulations
conditions, difficult to find loca * Opportunities: Services market unificatic
partners, poor technology and infrastruc in the EU giving better access to the

« Opportunities: Untappedrganise retail Member States, technological collaborat
market, low brand penetration therefore sc and skill development
for more brands, growing brai * Threats: Slowdown in Europe has affect
consciousness, scope for collabore consumer spending

« Threats: Competition from other emergir
markets in MiddleEast and Latin Americ
with better regulatory environment and libe
FDI norms

india @0 SNEV &7

The barriers and opportunities are explained iailtein the forthcoming section

6.5 Barriers faced by Retailer:

The above discussion reflects the importance @il sector in India and the EU. Both t
countries have a dynamic retail market, which igeeted to grow in the future. India and

EU also have complementarities in the retail se@bipresent, retailers from the EU hav
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vast presence in the Indian market, however, coethtr the size and the potential of the
Indian retail sector, there is a scope for furthenetration. The survey found that India is
lagging behind China particularly in luxury rethilisiness. On an average, there are around
50 such brands in China while in India these aceirma 15-20. Indian companies that have
established presence in the local market, are elkpgnoperations and entering foreign
markets, particularly the EU markets. However, ¢hare several barriers to entry and
operations in both India and the EU.

In India, a majority of the problems faced by thd Eetailers is largely related to the FDI
policy in the retail sector. For a long time, oridhe biggest impediments in the Indian retail
sector was the prohibition on FDI in multi-brandaresector. With recent liberalisation of
multi-brand retail sector, there has been easirrgtafl policy. However, the government has
imposed certain conditions on foreign retailers dra likely to be restrictive (for details see
Table 6.2). The survey revealed certain concernforaign retailers planning to establish
presence in the Indian market. Some of these aoeissed below.

European retailers in India pointed out that theme several problems with local sourcing.
The conditions seem to be based on the conjedbateatl multi-brand foreign retailers are
food and grocery low-cost volume retailers. Higliespecialised multi-brand foreign
retailers will face the same barriers in sourcimgnf small and medium enterprises as has
been faced by the single-brand foreign retailere first is related to quality of product. The
single-brand policy enacted earlier this year thite attract major FDI inflows due to the
restrictive sourcing conditions.Globally, luxuryaods have strict quality standards. Most of
these brand names are considered as a mark foitygaasurance and the products are
therefore manufactured under close supervisias.dktremely difficult to ensure quality and
product consistency if sourced from the small-sc@etor. Some of the luxury retailers
pointed out that undertaking domestic manufactunray jeopardize the global brand name
in the long run. Retailers like IKEA that is alrgadourcing 75 per cent of their textiles
(carpets) from India, pointed out that the compéoilpows strict social and environmental
standards for manufacturing their products, whgHifficult to replicate in India. It may not
be financially possible for the small entreprendarkave the right technology due to the cost
of the technology. Moreover, there are variouifpr manufactures cum global retailers
(like IKEA) that have been sourcing from SMEs sincany years, but these SMEs have now
evolved to operate on a much larger scale therebgiching the SME stance. One of the
oldest operations of Tesco in India is local sagciTesco has $0.5 Billion worth of direct
sourcing from India and its indirect sourcing bg theans of imports is much larger. India is
one of biggest sourcing hubs for textiles and agpdnterestingly, hard lines such as
playground equipments like cycles, stationery potsllike paper and food items like fruits
are increasingly being sourced from all over India.

The multi-brand policy also states that at leasto56f total FDI inflow will have to be
invested in 'backend infrastructure' within a perad three years. The first issue is related to
the definition or quantification of backend investm In case a company has to invest 50%
of every dollar invested in the country in backemfdastructure, it is not very realistic. The
back-end cost is around 8-9% of the total investmidowever, if it is $50 million in back-
end infrastructure, then that can be considerd¢kariong run.

Investments in back-end operations is difficult ¥arious retailers who are just dealing with

front end retailing that is they are procuring prog from different sources and selling the
products. This condition will create repulsion amstinmany foreign retailers who have plans
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to just open retail stores and not set up manufacfdiacilities or invest in infrastructure and
supply chain. While all retailers need an efficisapply chain they do not necessarily invest
in it. Often they use third party logistics (3Rigrvice providers. Back-end investments also
vary from country to country. In more mature masket company has to make higher back-
end investments. However, in other new markets,cthrapany operates through the third
party logistics service providers. Moreover, thgquieement for back-end investment varies
across product categories. For instance, a luxiggyet retailer or a sports goods or furniture
retailer do not have a similar back-end investnmeqtirement as a food and grocery retailer.
Further, the policy is unclear as to whether landt @and rental for warehousing and cold
chains will be considered as back-end or not sinatates that warehousing is back-end but
land cost and rentals are not. It is also not ckdaout the cases where warehouses are
connected to the hypermarket. In addition, theseditions are difficult to monitor and
therefore are likely to create operational uncetyai

There are differences across states in terms afhtpkmentation of the policy across states.
As a result, states will have to take some hardhless decisions, especially since consumers
are mobile across states. For example, within thioNal Capital Region, if governments in
Delhi and Haryana allow FDI in multi-brand retaihitle UP does not, how is it going to
affect the retail growth in towns Noida and Ghaa@® Some of the survey participants also
pointed out that the states have the right to irepsiate-specific conditions, which can be
more rigid. If this is true, then it will make thevestment non-viable and affect the
expansion plans of foreign retailers. Foreign tetaiwho would want to operate in states that
do not allow FDI in multi-brand retail may have operate through a franchise partner.
Different modes of operations may lead to operaitionefficiencies and ambiguities for a
company.

This condition may adversely affect the positivepauat of other policies like the goods and
service tax (GST). A majority of the multi-brandaiers follow hub and spoke model for
distribution. At present, the hubs are chosen basethe tax advantage in a particular state
and not on logistics benefits. The GST would ide&hsure that such inefficiencies are
corrected. However, since some states have notl @ptieof multi-brand retail liberalisation,
this may not be possible. Since it is a state |poéty, retailers cannot operate in Gujarat or
Karnataka even if they are logistically more e#i than Maharashtra and Andhra Pradesh.
So it becomes difficult to have an efficiently lted distribution centre.

Foreign e-commerce companies are at a clear digtay@with this policy. While the single-
brand and multi-brand retailers are not allowedét their products online to consumers,
foreign e-tailing companies are completely proletito undertake online retail operations in
India. The e-retailing segment in India has exbib& double-digit growth and has a potential
to create one million jobs in the countf).However, despite the potential, the future of
foreign e-retailing companies is not very cleamdia. In addition, e retailing is an important
source of revenue earnings for a number of muéndrretailers. A prohibition on e retailing
will adversely affect their sales potential in ladi

Another problem associated with the retail poligyinding the right joint venture partner. In
India, very few large corporate retailers havefthancial ability to collaborate with foreign
brands. Some companies like Marks & Spencer cartfeansmaller joint venture partner that
led to lesser visibility and smaller retail spacethe brand. The company later changed their
partner to Reliance, which is a larger player. kpreetailers are dependent on their Indian

30 Technopak (2012).
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partner for highlighting their operations in Indigherefore, the companies have to make the
right choice of partner in the country.

Apart from investment related issues, foreign tethialso pointed out barriers related to
movement of people. One of the problems pointedbyuforeign retailers was regarding
issue and renewal of work permit. Indian authositiee inefficient in granting work permit to
overseas employees and in most cases, work permgued for a short term (3 months). Due
to this, employees have to visit the authorities/\wa@ten. The participants also pointed out
that there are bureaucratic hassles involved iawerg or applying for work permit.

Apart from these Mode 3 and Mode 4 barriers facgdobeign retailers in India, there are
several other barriers. Some of these are listehbe

1.

Inadequate Infrastructurelt was pointed out during the survey that the presacilities

at the airport are inadequate and the retail sestanderdeveloped. There is a need for
modernisation of the airports in India, particwatb handle luxury products. A lot of
detailed paper work and documentation is requitgdobtaining clearances and Indian
airports and custom clearance departments lackserdratised system of product
clearance. In India, there is also a dearth ofltharty logistics service providers. In some
states, integrated supply network and 3PL serviaes completely missing. This
adversely affects expansion plans of retailersaAssult, companies have limited choice
and this affects expansion plans of companies. Wdaiges and cold storage facilities in
India are insufficient and poorly equipped, whicheates problems for retailers,
particularly in food and grocery segment. Some ardpnts pointed out that in India,
warehousing facilities are not fit to house luxprpducts. It was also pointed out during
the survey that there is limited organised retpdce available in India, which restricts
expansion plans of modern retailers. While theee amumber of mall coming up in
India, there are very few high streets where bramedgosition themselves. It was pointed
out during the survey that 75 per cent of the mallkdia have failed due to poor mall
management. This is largely because the mall spacdia are not organised properly
and therefore, most of the malls are not occuprethé country. There has to be right
zoning regulation in the cities to have designafeatce for retailers.

Regulatory Issues and Policy Uncertainty: India, there are several regulatory issues
faced by foreign retailers. The survey participgrasted out that retail sector is heavily
regulated and foreign retailers have to take 40i&#hses to set-up retail operations in
India. Moreover, a lot of time is taken by the istreent promotion board and other
authorities to grant approval. Some retailers @oirdut that implementation of rules are a
problem. For instance, IKEA pointed out that fagtarorkers work for more than one
manufacturing unit and as a result, they dividerttime between the two manufacturing
units, which adverse effect their efficiency anddarction. It was also pointed out during
the survey that in India the process of reformasvsand most of the reforms such as the
goods and services tax (GST) are long pending. eSomeign companies pointed out that
they do not have confidence in the Indian policgimee as the government easily rolls
back its policies. Referring to the November 201dltrbrand policy proposal, some of
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the respondents pointed out that in India moshefforeign companies have adopted a
‘wait and watch’ strategy in India as they were twg for the multi-brand policy to be
enacted, which took nearly ten months to get caluiearance.

3. High Incidence of Corruptionit was pointed out during the survey that highideace of
corruption is another major regulatory issue fabgdoreign retailers. In order to obtain
approval, lot of informal payments are to be mddw®orters and distributors of foreign
brands in India pointed out that during customreeee and sample testing also, informal
payments and bribes are extorted. This not onlhaletes the cost incurred by the
company but also the time involved in getting appfdor setting a brand office. One of
the survey participant also pointed out that pafgr is a major issue faced by companies
while importing products from the EU. It was poiteut during the survey that when
products are sent for testing or even when theysamn for custom clearance, sometimes
these goods stolen.

4. Inadequate SkillsLack of skilled personnel, particularly to operated staff organised
retail stores, is a major barrier faced by foreigtailers. In India, very few individuals
consider retail outlet management is a respectaddéion, compared to other managerial
positions. At the shop floor level, most employkek soft-skills and they have a relaxed
attitude. There is also a high attrition rateshat $hop floor level. It was also pointed out
that there is lack of adequate skills at other lev®ne of the garment retailers pointed
out that in India custom officers are not well tied. While sample testing, rather than
sending the whole product for testing, they cutg from the garment and send it to the
laboratory. This causes a loss to the retailensicp@arly those selling luxury products.

5. High Cost of Setting Operationghere are several reasons for high costs of setting
operation in India. In India, the rentals at higtests are very high. As a result, a large
proportion of the earning are spend on fixed cadt®peration that adversely affect
revenue of the company. In addition, custom dudiesvery high in India, compared to
other countries like China. A majority of the EUngeanies in India pointed out that they
have to pay 30-40 per cent duty on the maximumilrptece (MRP) of the product.
Companies that operate in luxury product categdree® to pay much higher taxes since
the MRP of their products is very high. Since mwmdernational brands harmonised
product prices across all countries of operatibmeduces their margin in India. It was
also pointed out during the survey that in Indajtime sampling at customs warehouses
in India cost a lot compared to other countriessé due to lack of adequate facilities
and shortage of skills among custom staff.

As there are very few Indian companies in the Ebhagority of the barriers faced by Indian
companies in the EU market are pertaining to stémmgegulatory norms on foreign retailers
that vary across different countries in the region.

1. Economic Needs Test (ENBn ENT implies that the need for a particular seevor
service provider should be determined on an econdrasis. The economic basis
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typically involves circumstances of demand and Buiildrajewski 2003). The EU
Member States including the Netherlands, GreeceltaM#®ustria and Romania
impose an economic needs test on foreign retaildrste is no clear definition of an
economic needs test as per the GATS, as a rebale is no defined reason for
imposing the economic needs test in the EU. This a& a major entry barrier in the
EU market.

2. Product-specific Regulationdn the UK, Austria, Bulgaria and Hungary, among
others have authorisation requirements for somdymtocategories such as alcohol,
tobacco, gems stones, metals, veterinary produnctsreotor vehicles, among others.
This restricts the operations of Indian retailershe EU market. Retailers have to
apply for licenses and take clearances from melt#ithorities. This varies across the
EU Member States, making it difficult to retailéosset-up operations.

3. Labour Market Test:The EU Member States have stringent Mode 4 cardifi
compared to India. In countries like France, thene labour market tests for hiring
labourers. In addition, managerial positions caly twe offered to French nationals.
As a result, there is a restriction on hiring Imdido manage retail outlets in the
country.

4. Differences across Member Statéilike the case of goods, the EU market is still
not a single market for services, which has certaplications on the retail sector as
well. Indian companies interested in entering therkarket have to abide by Member
State specific policies in case they want to expéduait presence in the EU market.
There are several regulations pertaining to maakeess and operations. There are
also differences in languages, culture and preta®macross Europe, which makes it
difficult for Indian retailers to establish pan-Elgerations.

5. Restrictions on Ownership of Real Estatenumber of EU Member States such as
Hungary, Latvia, Italy, Poland, Malta and Greecenong others, does not permit
foreigners to own real estate. As a result, foreggailers cannot acquire property for
setting up retail operations in the EU.

6.6 Opportunities and the Way Forward

The above discussion shows that both India an&theetail markets are large and growing.
Retail sector has significant employment potentiaboth the markets. India and the EU
retail markets are different — while the Indian kedris largely unorganised in nature, and
there is a huge potential for modern retail pemietna the EU retail market is largely
saturated. There are not many large Indian corpanathe retail sector and there is a need for
FDI to bring efficiency in distribution network imdia. The EU can offer efficient supply
management technology to India while India canroffie access to the large and growing
consumer market. Whilst India is undertaking domeastrket reforms and is liberalising the
retail sector, the EU is experiencing a slowdowgriowth and is therefore eyeing emerging
markets for investments. Despite these compleméagarthe presence of the EU retailers in
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India is low, compared to their presence in otheemging markets like China. The presence
of Indian retailers in the EU is negligible. Ovéetlast one year, India has experienced a
decline in the retail FDI and the EU saw a falthie number of European Companies in top
retailers in the world market. While this is partipye to the slowdown in the Western
markets, some of it is also attributed to the ratuly issues and other barriers that exist in
these markets.

The foremost barrier is related to the FDI polioyétail. Due to the problems with the retail

FDI policy, a number of foreign retailers are ngtiog for direct investment route. As a

result, while foreign brands continue to get actegbe Indian market through other routes,
India is missing foreign direct investments. Ovke fpast few years, one of the biggest
concerns of foreign retailers was the restrictiizd policy in India. Since the government has
already initiated FDI related reforms, there issadhfor evaluating the conditions imposed on
foreign retailers and make them more realistic. €haditions have to be clear to avoid

operational uncertainties.

The survey found that some brands are already isguoertain products from the Indian
markets and will continue to do even when they ayatess to the Indian retail market.
Therefore, the sourcing condition needs to be olyeflesigned to include the products in
which India has a manufacturing advantage andKkitieaad capability to produce. A number
of brands source from farmers and small producershe food and grocery segment.
However, these people do not own any plant and mech Therefore, by the current
definition they may not qualify under the SME cléisation. In addition, no supplier
discloses the investments in plant and machinéris &n investment made over a period.
There are several modifications in the entire pgec@ he investment is made, capacity is
generated, there is depreciation, etc.

The conditions imposed on foreign retailers aragihesl with the view that all multi-brand
retailers are food and grocery retailers. Someheflsé¢ conditions may not actually be
applicable to multi-brand retailers in categoriéise | sports goods or electronic. The
conditions imposed on foreign retailers should émistic and should be targeted to support
the industry.

In case sourcing conditions are imposed, the govemt has to compliment the policy by
reducing barriers to trade in goods. Import dutiegproducts like textiles should be removed
or reduced as has been the case in competing sdikenBangladesh and China. This will
make Indian goods cost competitive in the globatkeiz and foreign retailers will source
from India not only for Indian market but also tarrd country markets.

There is a need for right zoning regulations paléidy for location of malls in India. At
present, there is no Act or Regulation that laysviidhe zoning law in the country.
Residential and commercial zones are decided h@sadoredefined master plan prepared by
the Municipal Corporation of that state. The zoniagulation should be irrespective of the
FDI policy and should be applicable to all retaleForeign retailers complaint about high
rentals while Indian real estate developers pount that malls are unoccupied. This is
because of lack of proper real estate and malihgtgnn the country

As the retail sector is modernising, there is adrtedrain retail sector employees so that they
can get absorbed in the modern retail sector. Treeg found that European retailers
organise mandatory training programmes for theiplegees, which is beneficial for the
growth and development of retail sector employéasge EU retailers can collaborate with
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management institutes in India for designing retamurses. There can be collaborations
between associations such as the Retailers Asgotiat India to impart training to both
modern and traditional retailers and employeedefretail outlets. There should be training
programs for employees to learn to use technologh s bar coding, scanning and online
product location system, among others. There isige technological advantage exists in
Europe, which can be transferred to the Indian etadk that sense, both India and the EU
can gain from each other's market. The EU getscaess to the large Indian retail market
while India can access better technology and redeaming from the EU.

The study found that there is an interest amongaindbrands to enter the EU market.
However, the presence of Indian retailers in theig€ldw. While the brands are entering the
markets through other channels like distributiomeagent, Indian retailers have not been
able to explore the EU market. This is primarilyedto limited financial capacity of a
majority of Indian retailers. There is a need fovgrnment support in terms of easier access
to funds.

In the EU, there are a number of restrictions owventent of people, which is a major barrier
for Indian retailers planning to set-up operatiomshe EU market. In addition, there are
country-specific regulations imposed on foreigraitets, which restrict operations in the EU
Member States. Since India has undertaken subatastorms in FDI policy, there is a case
for securing liberal commitments in the retail secand pushing for streamlining the
regulations applicable to foreign retailers acrtss EU Member States. While the EU
should aim to get binding commitments as per thstieg autonomous regime, India should
push for a single market in services in the EU.idnohay also ask for a more liberal
commitment under Mode 4 against liberal commitmémas it can now offer under Mode 3.
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Chapter 7: India-EU Multilateral and Bilateral Enga gements and the Way
Forward

Ramneet Goswami and Tanu M. Goyal

Over the years, economic engagement between IntlaE®&) has grown. India and EU
member states have signed a number of trade aedtment promotion agreements such as
the Bilateral Investment Protection Agreement, Deulaxation Avoidance Agreement, etc.
India and EU are founding member of the WTO and raggor proponent of services
liberalisation under the WTO. The two economiesragotiating the India-EU Broadbased
Trade and Investment Agreement, which is likelp&osigned soon. This agreement aims to
remove barriers to trade and investment.

The both economies are major proponent of libergjisrade in services in the WTO and
through FTAs. Therefore, the following section disses India and the EU’s negotiating
positions in the WTO as well as bilateral tradesagnents.

7.1 Multilateral Engagements of India and the EU

India and the EU are founding member of the WTO aredactively participating in the on-
going Doha Round of WTO negotiations. The two ecoies have submitted their Revised
Offer in 2005°®* Both economies are proponent of multilateral Btisation of trade in
services. However, their negotiating positions helwanged over the years. During the first
round of WTO negotiations — the Uruguay Round,BEhehad 15 Member states and EU (15)
showed interest to liberalise certain services aglransport services but had a defensive
positiort® in services such as audiovisual services. In iersactors like energy and
telecommunications the autonomous liberalisatiarc@ss had began in individual Member
states and hence the EU Member states were noposidon to undertake commitments.
Due to this, there were limited commitments. By @0Many EU Member states underwent
autonomous liberalisation and since the beginnihthe Doha Round, the EU has been a
major proponent of services liberalisation. The dstit markets in some of the major EU
Member states such as France, Germany and the & Kedting saturated, and multinational
companies from EU Member states are now explomwgstment opportunities in emerging
markets. It is also worth noting that unlike gootlteg EU internal market for services is not
fully integrated. The EU is trying to integrate thervices market across different Member
states through various Directives (as discussedhapter 2). This is complex since the EU
has expanded to 27 member states and the intdrisetse Member states and their levels of
development and regulatory reforms vary. The régoyaegime in some of the new Member
states is evolving. The EU’'s WTO Revised Offer (WDOcument No. TN/S/O/EEC/Rev.1)
shows that some Member States such as the Gerrimtlyerlands, Luxembourg, Spain,
Sweden and the UK are more open to undertaking ¢onants in services while others such
as Cyprus, Czech Republic, Hungary and Malta havyeosed restrictions in sectors like

31 India submitted Initial Offer (WTO Document No. THO/IND) on January 12, 2004; and Revised Offer
(WTO Document No. TN/S/O/IND/Rev.1) on August 24008. The EU submitted Initial Offer (WTO
Document No. TN/S/O/EEC) in June 10, 2003; and s&liOffer (WTO Document No. TN/S/O/EEC/Rev.1)
on June 29, 2005

32 Defensive position in a particular sector meara the country is not willing to undertake commitrse
because the sector is politically sensitive os itdt yet liberalised or the regulations are evigyi
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construction and related services, distributiowises, etc. In the WTO Revised Offer, there
have been substantial improvements over its UrudR@aynd of commitments. In computer
and related services (CPC 84), all EU Member Sthteg given full commitment in all
Modes (1, 2 and 3). In the Uruguay Round, Maltaehast made any commitment or kept
‘Unbound’ in all Modes in this service. In legalgees, engineering services and integrated
engineering services, urban planning and landsaegetectural services, all Member States
have given full commitment in Mode 2. In the UraguRound, Cyprus and Malta have not
made any commitment in Mode 2 or kept ‘Unboundhiese services.

In the Uruguay Round, India, along with other depéig countries like Brazil, protested
against the inclusion of services into the mukitat trading system. India started on an
ambitious reform programme from 1990s but the awtowus liberalisation was not reflected
in its WTO commitments at the end of the Uruguayib As opposed to this position, India
is a major proponent of services liberalisationthe Doha Round. India’s WTO Revised
Offer was regarded as one of the best Revised ©Offebmitted to the WTO. Due to the
availability of high skilled professionals at contifee prices, India has created a niche for
itself as an exporter of knowledge-based servieeh sas software, IT-enabled services
(ITeS) and health. India has both export and impaterest in liberalisation of trade in
services and this is reflected in its negotiatiragifpon in its WTO Revised Offer (WTO
Document No. TN/S/O/IND/Rev.1). Compared to itstiahi Offer, India offered to take
commitments in a number of new sectors such aggsafnal services (architectural services,
engineering services, medical and dental serviadisjribution services; and air transport
services. The country also improved its commitmantsectors such as computer and related
services and telecommunications services in the VIRE@ised Offer (WTO Document No.
TN/S/O/IND/Rev.1).

Although, both India and the EU are proponentshrhlising trade in services in the Doha
Round, their interest varies across different tygfe services and modes of services
delivery®®® For instance, India wants liberalisation committsein knowledge-based
services such as computer-related services in Madasd 4. In Mode 1, India wants full
liberalisation in a broad range of sectors which amable Indian IT and business process
outsourcing (BPO) companies to provide serviceth&r clients. In Mode 4, India wants
commitments from its trading partners for high Igkil professionals in four categories
namely business visitors (B¥f, intra-corporate transferees (IC) independent
professionals (IF§° and contractual service suppliers (C85)ndia wants commitments in
Modes 1 and 4 to be delinked from the requirememstablish a commercial presence or an
office in a foreign country. The EU, on the othand, is a major proponent of liberalising

33 Under GATS services are traded through four difiemodesMode 1: “Cross-border supply of services”
refers to the delivery of services across counsigh as the cross-country movement of passerglecsronic
delivery of informationMode 2: “Consumption abroadtefers to the physical movement of the consumer of
the service to the location where the service @wigded and consumetflode 3: “Commercial presencekfers

to the establishment of foreign affiliates and sdibsies of foreign service companies, joint veesjr
partnerships, representative offices and branchess analogous to FDI in serviceBlode 4: “Presence of
natural persons’refers to natural persons who are themselves sesuippliers, as well as natural persons who
are employees of service suppliers, temporarilggmein the other member’s market to provide sesvic

364 A person who visit another country specifically &) business negotiations and/or (b) for prepayat@rk

for establishing presence for short duration.

3% Employee of a company who transferred from oriiiacountry’s office to office of the same company
another country.

3%Employee of a foreign company who enter in anottmmntry temporarily in order to perform a service
pursuant to a contract.

37 A self-employed person who entered another countperform a service on contract basis.
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Mode 3 or FDI in major markets such as India andeantors such as telecommunications,
financial services, transport and energy servitissinterest lies not only in securing the

autonomously liberalised regime but also regulatoeytainties. The EU has a holistic

approach to securing commitments. For instancégansof negotiating transport services, the
EU prefers to negotiate logistics services, whidmg with transport include liberalisation of

other allied services such as warehousing, tratsplated consultancies and postal and
courier services®

Both India and the EU have certain sensitivities. iRstance, India has so far expressed its
unwillingness to undertake liberalisation committsem sectors like retail, insurance and
legal services where there are FDI restrictionslevttie EU has not taken commitments in
sectors like audiovisual. There are various reasonthis. In certain sectors such as postal
and courier services, in India the regulatory regisievolving; retail is politically sensitive
in India while the EU has not offered to take cortmn@nts in audiovisual services to protect
and promote the local culture.

The interest of the two economies across diffesemvices sector is also reflected in their
bilateral and plurilateral requests and oft&tsn the Doha Round of the WTO. During the
bilateral request-offer process, the EU had madee# to India to liberalise sectors such as
financial, telecommunications, energy, tourism danavel related services, distribution
services and transport services. India, on therdthad, made request to the EU in sectors
such as professional services (accountancy, acthité engineering and integrated
engineering), construction and related engineesergices, health and audio-visual services.
India and the EU have made requests to each ath@eiplurilateral negotiations. Table 7.1
lists the different services sectors and modeshithvindia and the EU have been demandeur
and recipients of plurilateral requests. Table 3BOws that within each services sector, the
interest of India and EU are different. Only in qaurter related services, both India and the
EU have similar interest. In areas where they tsk@ng trade interest, they have been the
co-ordinator of the demanding group. The table alsows that while the EU has a strong
interest in liberalising infrastructure servicessas telecommunications and energy, India is
interested in liberalising Modes 1 and 4.

38 Mukherjee and Goswami (2011).

39 GATS negotiations are based on request-offer gmudiere a country makes a bilateral request tegiting
partners, who after taking into account the requiEsin all countries, make an offer. The offers rmngtilateral,
that is, all WTO members, whether the country haslena request or not, benefits from it. In theifalteral
request-offer process which began after the HonggKilinisterial , a group of countries — the demasde
make request to another group — the” target” caemitr
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Table 7.1: Position of India and the EU in Plurilaeral Requests on Different Services
Sector

Sector India EU

Air transport services Recipient Demandeur
Architectural and engineering services Recipient mBedeur
Audiovisual services Recipient Recipient
Computer related services Demandeur Demandeur
Construction services Recipient Demandeur
Distribution services Recipient Demandeur
Education services Recipient N.A.
Energy services Recipient Co-ordinator
Environmental services Recipient Co-ordinator
Financial services Recipient Demandeur
Legal services Recipient Demandeur
Logistics services Recipient Recipient
Maritime transport services Recipient Demandeur
Postal/courier services (including express Recipient Demandeur
delivery services)

Telecommunications services Recipient Demandeur
Mode 3 (Commercial Presence) Recipient Co-ordinator
Mode 4 (Movement of Natural Persons) Co-ordinator eciient
Model (Cross-Border Supply) Co-ordinator Recipient

Source: Extracted by author from Table 8.1, p.2&1., Chaudhuri (2007); and International
Forum on Globalization (IFG)http://www.ifg.org/pdf/GATS-table-target-countriggpdf
(last accessed on May 19, 2012).

Note: (a) Health Services sector is not covergalunlateral negotiations

(b) N.A: Neither recipient nor demanduer.

7.2 Bilateral Engagements of India and the EU

For the purpose of this chapter, three bilaterat@gents of India and the EU are compared,
namely — the India-Korea Comprehensive Economictneeship Agreement (CEPA)
(January 1, 2010), the EU-Korea Free Trade Agreéenfduly 1, 2011) and the EU-
CARIFORUM Economic Partnership Agreement (EPA) ymsmnal applied). The rationale
of selecting these agreements is that the EU-KBiea is one of the most comprehensive
agreements signed by the EU in the recent yeatsanparison with the India-Korea CEPA
will give a clear assessment of the negotiatingtsgies of India and the EU. In the EU-
CARIFOURM agreement, the EU has moved forward ftbe EU-Korea FTA in terms of
movement of natural persons and therefore, the BRIEORUM agreement is analysed.

In all the three agreements, both India and thehBYe followed the GATS style definition is
(Article | and Article XXVII)3" for defining services and the different modes efvice
delivery. All the three agreements follow ProvisabrUnited Nations Central Product
Classification (UNCPC Prov.) for classifying semsc Only in the case of spa services and
non therapeutical massages, to the extent thatateprovided as relaxation physical well-
being services and not for medical or rehabilitatipurposes, UNCPC Version 1.0 is

370 http://www.wto.org/english/docs_ellegal_e/26-gatis @htm#Article(last accessed on Septembef,25
2012)
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followed (CPC ver. 1.0 97230) in the EU-Korea FiBeade Agreement and the EU-
CARIFORUM Economic Partnership Agreement.

For scheduling its commitmentsdia follows a GATS-type hybrid approach, with @siive

list of sectors and a negative list of commitmeihtslia specifies the list of restrictions in
terms of national treatment and market accessdtmits. India has a single schedule of
commitments for Mode 1, 2, 3 and 4. The EU doedaitmtw a GATS-style hybrid approach.
In both the agreements, the EU has separate s@sefdullisting commitments under Mode
land 2 (cross-border supply of services), Modesgafgdishment) and Mode 4 (presence of
natural person). For Modes 1, 2 and 3, the EU givpssitive list of sectors and negative list
of commitments, highlighting the reservations icteaf the sectors. Though the limitations
listed by the EU fall under the national treatmamnd market access limitations, the EU does
not specify the two separately. Under Mode 4, thef@lows a negative list, specifying the
list of sectors in which the reservations apply #melapplicable reservation.

As regards investment in services, India and thehBik a different approach. While India

has two chapters — one for Mode 3 under the chaptdirade in Services and one investment
chapter in the India-Korea CEPA, the EU has onglsiohapter for investments and Mode 3
trade in services, where it lists the coverage @mmitments for both investments in goods
and services under one schedule.

The EU FTAs are more comprehensive than India’s $TFhe EU’s FTAs generally go
beyond the scope of the GATS market access neigoat This is because the EU wants to
ensure regulatory certainty through its FTAs (Hetral. 2010 and Marchetti and Roy 2008).
The EU seeks WTO plus commitments in areas suclgoasrnment procurement and
subsidies in services. EU’'s Economic Partnershipefigient (EPA) with the Caribbean
Forum of Africa, Caribbean and Pacific States (CABRUM) include liberalization of
movement of skilled and semi-skilled workers whiglmot covered in the WTO.

The negotiating position of India and the EU invgmes in their FTAs is similar to in the
WTO in terms of sectors covered. When compared esgith other, it is found that the EU
agreements have a greater sectoral coverage cairpatfee Indian agreements. For instance
in the transport and logistics sector, India haseoed only maritime and air transport
services. The EU has covered maritime and air p@mslong with a wide range of services
including rail transport services covering both qeasger (CPC 7111) and freight transport
(CPC 7112), road transport services covering passeand freight transport (CPC 7121,
CPC 7122 and CPC 7123) and services auxiliary itoaral road transport among others.
Similarly, in distribution services, while India ©i@overed only commission agent’'s services
and wholesale trade services, the EU has covetedirg and franchising services apart
from these two categories. In professional sesvalso, the EU has a wider coverage than
India as it includes legal services (CPC 861).

India and the EU also have certain similarities: fgtance, both India and the EU have a
separate chapter on movement of natural persomstWit countries have listed the different
categories of service sellers (suppliers), which allowed to enter each other's market.
However, the definition of the different serviceppliers varies. India divides the service
suppliers in four categories, followed in the WTiamely business visitors, independent
professionals, intra corporate transferees andacial service suppliers. The EU classifies
service suppliers as key personnel including bgsimesitors and intra-corporate transferees,
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graduate trainees, business services sellers,endept professionals and contractual service
supplier.

Compared to India, the EU has imposed a greatebaunf horizontal limitations on foreign
service suppliers under Mode 3 and Mode 4. UndedéVi®, as per the India-Korea CEPA,
Korean service suppliers are required to take g@noapl from foreign investment promotion
board (FIPB) in India. In addition, there are na#ib treatment limitations as Indian
companies grant subsidies only to domestic serstiggpliers and contracts in collaboration
with public sector enterprises are allotted to sensuppliers that offer best terms for
technology transfer. In the EU-Korea FTA, the EWs hmposed a number of horizontal
limitations. Many EU Member States such as AustBalgaria, Cyprus, Czech Republic,
Denmark, Estonia, Greece, etc. have imposed actestron ownership of real estate. The
EU also restricts foreign investors to invest irblpu utilities. There are restrictions certain
restrictions on the type of establishment — in Rulg there is a need to take authorisation for
establishing a branch office, in Estonia, Romatialy, Finland, etc. there is a nationality
requirement or a for top-level management. In tdes like Estonia, Bulgaria, France,
Finland, Hungary, etc. there are investment rdgins that apply to ownership share and
there is a minimum capitalisation condition in sot¢ Member States. There are restrictions
on the location of foreign company in some EU Mem8&tes such as Finland. Similar
restrictions also apply in the EU-CARIFORUM EPA.

Under Mode 4, in the EU-Korea FTA and the EU-CARUA® EPA, there is a requirement
of economic needs test in some EU Member StatesBikigaria and Hungary. There is a
guota restriction on intra-corporate transfereeber@ is a nationality and residency
requirements for managing directors and auditor8ustria, Finland, France, Romania and
Sweden. In the India-Korea CEPA, India has impaseedquirement that the foreign service
supplier must possess the requisite educationagpeofdssional qualification.

In terms of commitments, it is found that while indhas covered lesser number of sectors
that the EU in its bilateral agreements, Indiaii®eg more liberal commitments than the EU
in some of sectors covered. Under Mode 1, many Eémber States such as Hungary,
France, Austria, Poland, etc. have kept one or rporéessional services unbound. India on
the contrary has given full commitment in most pesional services. In Mode 2, both India
and the EU have given full commitment in most pssfenal services. In computer and
related service (CPC 84), India and the EU havergifull commitment in Mode 1 and 2.
Under distribution service, a number of EU memheates such as Austria, Bulgaria, France,
Poland, Romania, Italy, etc. have imposed restnstion sale of certain products like tobacco
and alcohol. Nearly all EU member states restristridution of chemical products and
precious metals. Retailing services are kept unbaunder Modes 1 and 2 by a large number
of EU Member States. Compared to the EU, Indiaghzen full commitments in Mode 1 and
2 in distribution services. Similarly, in the trgost and logistics services, the EU has
imposed a number of country-specific conditionsardodes 1 and 2. In Mode 1, India has
kept a large number of maritime auxiliary serviagsound, while it has offered full
commitments in a majority of services under Mode 2.

Under Mode 3 also, there are several country-spep#fquirements imposed by the EU
member States in most services. In a number oftdearsuch as Bulgaria, Hungary, Latvia,
Cyprus, Denmark, etc. there is a requirement okemnomic needs test in case of most
professional services. Some countries have alsooseth nationality and residency
requirements. In India, there is a partnership @¢mdin some services such as architectural
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service, urban planning and landscape architecagalice, medical and dental service and
services provided by midwives, nurses, physiothstamnd para-medical personnel. Both
India and the EU have given full commitment in catgp and related services under Mode
3. In distribution service, both India and the E&aié given full commitments in the sectors
covered. There are a few product specific restmatiin the EU, mainly on retail and
wholesale of tobacco and alcoholic products in atertMember States. However, as
mentioned earlier, the coverage adopted by thes=tduch broader than India as it includes
retailing and franchising service. In transport dodistics services, there is a national
flagship condition in a number of EU member Staldwere is an economic needs test in the
EU for certain transport and logistics servicesséme EU Member States such as Finland
and Latvia, foreign service provider needs to tale authorisation by the concerned
department for setting up operations. There is alsationality requirement in a number of
EU Member States. India has given full commitmemts large number of sub-sectors within
transport and logistics services.

Under Mode 4, India has offered more liberal commeiits than the EU in its bilateral
agreement. As shown in Table 7.2, India has givemmcitments in more categories of
service suppliers, compared to the EU in bilatagakement with Korea. The EU has made
an improvement in the EU-CARIFORUM agreement. Indiao allows foreign service
supplier a longer duration of stay compared toEhk There is also an economic needs test
and nationality requirement in a number of EU Mentbiates.

Table 7.2. Duration of Stay
India and the EU

Permitted to DifferentCategories of Service Supplier by

Type of Service | India-Revised | EU’s Revised | EU-Korea India-Korea EU-
Supplier Offer Offer FTA CEPA CARIFORUM
EPA

Business Visitor | 180 days 90 day$§ 90 days”™ 180 days” 90 days

Independent one year 6 montHi§ NC one year 6 montfs

Professional

Contractual one year 6 monthi& NC one year 6 montf<

Service

Supplier

Intra-corporate | five years 3 years for 3 years for one year 3 years for

transferees (includes managers and | managers and | extendable till | managers and
managers, specialists and | specialists and| five years specialists and 12
specialists and | 12 months for | 12 months for months for
executives) graduate graduate graduate trainees

traineed’™ trainees

371 This is subject to an economic needs test. Emisytemporary stay is permitted for a period of a®® days
in any twelve months and in case of Estonia, fibisany six months.
372 |n every twelve months
373 For a maximum period of five years
37 In any twelve month period. Commitments are sutifieaumerical ceiling. In case of Denmark, the
Netherlands, Poland, Sweden and the UK (other ¢bamputer and related services in the case of the UK
37 In any twelve month period. In Luxembourg, itds 25 weeks and in Latvia it is for 3 months.
Commitments are subject to numerical ceiling.
378 In any twelve month period. In Luxembourg, itds 25 weeks and in Latvia it is for 3 months.
Commitments are subject to numerical ceiling.
377 |n any twelve month period. In Luxembourg, itds 25 weeks and in Latvia it is for 3 months.
Commitments are subject to numerical ceiling.
378 |n Estonia, for managers and specialists, theogenf stay may be extended for up to two additigreslrs for
a total term not to exceed five years. In Latvia,rhanager the stay may be extended.
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Source: Compiled by the authors from India and Ehllateral agreements accessible at:
http://commerce.nic.in/ and  http://ec.europa.eu/trade/creating-opportunitiekteral-
relations/agreementglast accessed on October 3, 2012)

To summarise, it is found that while the EU coweetarger number of sectors than India in its
bilateral agreements, there are several Membere-Spacific exception. The horizontal
conditions imposed by the EU in the EU-Korea FTAl dhe EU-CARIFORUM EPA are
more restrictive than the conditions imposed bydnd the India-Korea CEPA under Mode 3
and 4. In Modes 1 and 2, considering that Indiadoa®red a lesser number of sub-sectors in
each of the sectors, India has given more libecethmitments compared to the EU in
professional services and distribution services lavithe EU has given more liberal
commitments in transport and logistics servicesdésrMode 3, India has given more liberal
commitments in professional services while the Ed fiven more liberal commitments in
distribution service. In transport and logisticsrvéce, EU has adopted a much wider
coverage compared to India, therefore, even thaligie are several Member State-specific
restrictions imposed by the EU, it is difficult smy whether India has a better offer in the
transport and logistics sector. Under Mode 4, Irdia given more liberal commitments than
the EU. In computer and related services, bothalndnd the EU have offered full
commitment across all modes of trade in service.

7.3 Bilateral Cooperation and other Engagements beteen India and the EU

India and the EU have signed a number of bilatagieements. The first agreement,
‘Commercial Co-operation Agreement’ was signed @74, This is a comprehensive
agreement covering a wide range of areas suclade, teconomic co-operation, environment,
agriculture, services, tourism, stands and intali@cproperty rights, among others. In 2001,
India and the EU had signed a Science and Techm&dggeement, which was renewed in
2007. The agreement covers sustainable developsnenalso includes a legal framework to
safeguard intellectual property rights. Under thggeement, researchers from India and the
EU Member States can access each other’s reseagtammes.

To promote co-operation in information technologg @ommunications sector, India and the
EU signed a Joint Vision Statement in 2001. Theestant provides a framework for

exchange of views on regulatory practices, mutwalperation in regulatory and industry
initiatives and specific issues/projects of bilatenterest.

In 2003, the EU and India had signed a Customs fi&pation Agreement, which entails co-

operation between the parties with the objectivenaking customs procedures less complex
and facilitating trade in matters pertaining to touss in accordance with international

standards. It also sets up mechanisms of mutuainétmative assistance for exchanging

information and carrying out inquiries, with a vielw counter fraud against respective
customs legislation.

India and 26 individual EU Member States (exceptoiig) have bilateral air services
agreement’? In 2008, the two economies signed a Horizontalafieh Agreement, which
represents a very significant step forward in gjteening EU’s relation with India. The
agreement is expected to restore legal certaintigdse bilateral air services agreements and
bring these agreements in conformity with the EW. [&he agreement will cover many new

37 http://dgca.nic.in/bilateral/Bilateral%20-downlogatif (last accessed on May 15, 2012).
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provisions including removal of nationality restitms in these 26 bilateral air services
agreements between India and the EU Member Statesallow any EU airline to operate
flights between India and any EU Member Stitelhe agreement is also expected to create
a sound legal basis for further developing EU-Iredratransport relations and co-operation in
the future. In 2003, two economies also startecbti@iing a bilateral Maritime Agreement
which is in advance stage of negotiations. Theeagent will lead to legal consolidation and
increased market access for EU shipping companies.

India and individual EU Member State also havetBiial Investment Protection Agreements
(BIPA)**! and Double Taxation Avoidance Agreements (DTA&A) India has signed BIPAs
with 22; and DTAA with 24 Member States as showiable 7.3.

Table 7.3: List of EU Member States has BIPAs and DIr'As with India (As on August
2012)

EU Member States Bilateral Investment Double Taxation Avoidance
Protection Agreement (BIPA) Agreement (DTAA)

Austria
Belgium
Bulgaria
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland

Italy

Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain

222|222 |22 | X |X|2]2]|2|X|2]|X|2|2|2 X |22 |2 (22 =2 |
2|2 x ||| 2|22 X (2|2 (22222 [X|2][2]|2 |2 |2 |2 ]

380 hitp://aerospacediary.blogspot.in/2011/12/exclusigeets-draws-near-india-pulls.htrflast accessed on

May 15, 2012).

%1 The BIPA encourages, promotes and protects bélaievestments by enforcing the legal rights ofdstors
and by guaranteeing fair and equitable treatmetiteéanvestment of the bilateral partner.

32 The DTAA covers taxes on income proposed on betfalach contracting state. It protects tax-payers
against double taxation. It also provides redueadates on dividends, interest, royalties, tecirservice fees,
etc. received by residents of one country fromehaghe other.
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Sweden \ \
UK v v
Source: Extracted and Compiled by author from different rees: Ministry of Finance,
Government of India, http://finmin.nic.in/bipa/bipa_index.asp; State Banof India,
http://www.sbi.co.in/webfiles/uploads/files/1311986837_DTAA_ COUNTRY_LIST.pdf;
http://www.leadthecompetition.in/CA/economy/dtaalttittp://www.leadthecompetition.in/C
Aleconomy/dtaa2.htmflast accessed on August 30, 2012).

Note: Symbol { indicates that India has a BIPA and/or DTAA witte EU Member States
and symbol ‘x’ indicates that India does not hauA and/or DTAA with EU Member
State.

7.4 India-EU Broadbased Trade and Investment Agreeent (BTIA): Expectations and
Concerns

The milestone in India-EU trade and investment ti@hahip will be the India-EU
Broadbased Trade and Investment Agreement (BTIAgvis like a comprehensive new age
FTA covering goods, services, investment, governmgmocurement, sustainable
development and labour standards, among othersnégetiations on India-EU BTIA were
started in June 2007. As of August 2012, 11 rouhdegotiations have been conclud&d.
The negotiations are in advance stage. The agrdemkrbe the first bilateral agreement
(including services) for India with a large tradipgrtner; and first agreement of the EU with
a large emerging country. Although, India have adsesigned comprehensive agreements
covering services with countries such as Singap¢oega, Malaysia and Japan, the India-EU
BTIA, for the first time, cover issues like goveramt procurement in and services,
sustainable development and labour standards.

In 2006, the European Commission released its ypdibcument Global Europe: Competing
in the World®* which stated that the EU should enter into FTAshvselected trading
partners like India which are high growing emergmarkets with substantial protectionism.
Subsequently, the EU expressed an interest to iemdea trade agreement with India.

It is expected that the India-EU BTIA is likely torther strengthen the economic relationship
between India and the EU and enhance trade, ine@estand co-operation by removing the
existing barriers. Studies show that the agreemelitbe mutually beneficial for both
economies (Centre for the Analysis of Regional dration (CARIS) and Consumer Unity
and Trust Society (CUTS) International, 2007; Muige and Goswami, 2011). It is likely to
lead to welfare gains, increase in production, rimg@onal trade, wage and productivity
(Ecorys, et. al. 2009). The BTIA will generate eoyshent and reduce poverty. The studies
highlight that BTIA is likely to reduce some of tibarriers discussed in Section 3.6, and
thereby enhance trade and investment. For instaheeremoval of stringent regulatory
barriers and greater participation of the EU serymvides by allowing FDI in certain sector
like retail in India can lead to easy accessibitifyservices sectors in India. The benefits of
the India-EU BTIA can percolate to a humber of smw sector in India, if the country can
implement a set of complementary reforms. For mstaopening of the retail sector can lead
to an improvement in the supply chain and infragtree. Similarly, opening up the education
sector can make foreign education/certification enaccessible to Indian students and can

33 The last round of negotiations was held on Felyrua®, 2012 at New Delhi. For details, see
http://trade.ec.europa.eu/doclib/docs/2006/decemttzetoc_118238.pdflast accessed on September 10, 2012).
34 For more details, see European Commission (2006).
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improve quality, efficiency and accountability ihet educational institutes (CARIS and
CUTS, 2007). Competition among a large number ofise providers can help to improve
efficiency of these sectors and also generate gmaot.

There are several concerns for India in the IndibEF IA. The core concern of India is how
to address government procurement, labour standswdtainable development and climate
change, which are likely to be covered in the BTTAe EU has covered all these areas in its
FTAs with other countries, however, their scopeiegsar Once India agree to sign an
agreement on government procurement, labour stdsdeic., with the EU, it is very difficult
for India to deny these to other FTA partners. dndéeeds to be careful about the scope and
coverage of the agreement (Mukherjee and Goswdi, )2

The regulatory regime in India is evolving. A stualy the EU Preferential Trade Agreements
(PTAs) shows that the EU often uses the PTAs tastea its own regulatory regimes to its

trading partners®® Therefore, it is important for trading partnersh@mve a sound regulatory

framework in place before negotiating such agredsném addition, the EU tends to place its
demands on its trading partners across differemiptelns of the trade agreements. For
instance, transport may be covered in services tehamvestment chapter and trade
facilitation chapter, among others. Therefore, amdpolicymakers have to carefully match
their commitments across different chapters of Bii¢A so that there are synergies across
chapters and in the offers and demands.

In services, the EU has already scheduled theimgisharket access liberalization in the
WTO Revised Offer (WTO Document No. TN/S/O/EEC/R@\and there is a limited scope
for improving over it. The adverse effect of thelgl slowdown is more on the EU as
compared to India. Prior to the slowdown, the El$wamajor proponent of financial sector
liberalisation but post-slowdown, EU banks like BbyBank of Scotland have been
nationalised. While in the early stages of neguiiest, the EU had expressed interest to
liberalise movement of people, unemployment andlgsises after the recession has made
this a sensitive sector. Both India and the EU hheé& sensitive areas. For instance, retail is
sensitive area for India, while audiovisual is s$@res for the EU. In the current
circumstances, it may not be possible for both dndnd the EU to go beyond their
autonomous liberalisation (Mukherjee and Goswagi,12.

Overall, the India-EU BTIA is likely to be mutuallyeneficial for both economies. In the
India-EU BTIA, while India is likely to gain free anket access for professionals such as
architecture, engineers, etc, the EU will ablentest in Indian sectors such as retail (multi-
brand); legal; and accountancy services, some athamave undergone reforms. The India-
EU BTIA will facilitate joint ventures, enhance tgbal competitiveness of both economies
and increase investment inflows. The India-EU BTI& also expected to provide
opportunities to India and the EU to secure theraunhous liberalisation in each other’s
markets.
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Appendix 1A

Table 1A.1: Classification and Coverage of DifferenServices in India and the EU

Services Category (Section) India EU

(NIC 2008) | (NACE Version 2)
Wholesale and retail trade; repair of motor vehicles and N N
motorcycles (G)

e Sale of motor vehicles

* Maintenance and repair of motor vehicles

* Sale of motor vehicle parts and accessories

* Wholesale on a fee or contract basis

* Wholesale of agricultural raw materials and livanaas
* Wholesale of food, beverages and tobacco

* Wholesale of household goods

* Wholesale of machinery, equipment and supplies
* Other specialized wholesale

* Non-specialized wholesale trade

* Retail sale in non-specialized stores

* Retall sale of food, beverages and tobacco in sl
stores

* Retalil sale of automotive fuel in specialized store

e Retaill sale of information and communications
equipment in specialized stores

* Retail sale of other household equipment in speei
stores

* Retail sale of cultural and recreation goods ircigfieed
stores

* Retalil sale of other goods in specialized stores
¢ Retalil sale via stalls and markets
¢ Retalil trade not in stores, stalls or markets

* Sale, maintenance and repair of motorcycles aiatiert| X v
parts and accessories
e Wholesale of information and communication X v
equipments
Transportation and Storage (H) N N

* Transport via railways

e Other land transport

* Transport via pipeline

* Sea and coastal water transport

* Inland water transport

e Passenger and freight air transport
* Warehousing and storage

e Support activities for transportation
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Services Category (Section)

India

(NIC 2008)

EU

(NACE Version 2)

Postal activities
Courier activities

Freight transport by road and removal services
Inland passenger and freight water transport

2

Accommodation and food service activities (1)

Hotels and similar accommodation

Camping grounds, recreational vehicle parks aritbrtr
parks

Other accommodation

Restaurants and mobile food service activities
Event catering and other food service activities
Beverage serving activities

Short term accommodation activities

Information and communication (J)

Publishing of books, periodicals and other pulhigh
activities

Software publishing
Motion picture, video and television programi
activities

Sound recording and music publishing activities
Radio broadcasting

Television programming and broadcasting activities
Wired and wireless telecommunications activities
Satellite telecommunications activities

Other telecommunications activities

Computer
activities
Data processing, hosting and related activities
Other information service activities

programming, consultancy and relg

ne

ted

Financial and insurance activities (K)

Monetary intermediation

Activities of holding companies

Trusts, funds and other financial vehicles
Other financial service activities
Insurance

Reinsurance

Pension funding

Activities auxiliary to financial
insurance and pension funding

Fund management activities

service activige

Real estate activities (L)

Real estate activities with own or leased property
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Services Category (Section) India EU
(NIC 2008) | (NACE Version 2)

¢ Real estate activities on a fee or contract basis

Professional, scientific and technical activitiesM) N N
* Legal activities
* Accounting, bookkeeping and auditing activities
* Management consultancy activities

* Architectural and engineering activities and relgte
technical consultancy

* Technical testing and analysis

* Research and experimental development on abatur
sciences and engineering

* Research and experimental development on spcial
sciences and humanities

e Advertising

* Market research and public opinion polling

e Specialized design activities

* Photographic activities

e Other professional, scientific and technical atiési
* Veterinary activities

Administrative and support service activities (N) N N
* Renting and leasing of motor vehicles; personal |and
household goods; machinery, equip. and tangibldgo

* Leasing of nonfinancial intangible assets

* Activities of employment placement agencies

* Temporary employment agency activities

* Human resources provision and management of human
resources functions

* Travel agency and tour operator activities

e Other reservation service activities

* Private security activities

e Security systems service activities

* Investigation activities

* Combined facilities support activities

* Cleaning activities

* Landscape care and maintenance service activities

* Office administrative and support activities

* Activities of call centres

e Organization of conventions and trade shows

* Business support service activities n.e.c.

|=)

Public administration and defence; compulsory socia N N
security (O)

* Administration of the State and the economic aruibs®
policy of the community
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Services Category (Section) India EU
(NIC 2008) | (NACE Version 2)

* Provision of services to the community as a whole
e Compulsory social security activities

Education (P) N N
*  Primary education

* Secondary education
* Higher education
e Other education
e Educational support services
* Pre-primary education X v
Human health and social work activities (Q) N N
* Hospital activities
* Medical and dental practice activities
e Other human health activities
* Nursing care facilities
¢ Residential care activities for mental retardatimental
health and substance abuse; and elderly and disable
* Other residential care activities n.e.c.
e Social work activities
Arts, entertainment and recreation (R) N N
¢ Creative, arts and entertainment activities
e Libraries, archives, museums and other culturatites
e Gambling and betting activities
* Sports activities
e Other amusement and recreation activities
Other service activities (S) N N
* Activities of business, employers 3
professional membership organizations; and dther
membership organizations
* Activities of trade unions
* Repair of computers and communication equipment;
and personal and household goods
e Other personal service activities

Activities of extraterritorial organizations and bodies (U) \ \
Source: Extracted by author from MOSPI (2008); Badopean Commission (2008).
Note: Symbol 4" indicates sectors that are covered by India &edEU in their classification; and
symbol ‘x’ indicates that specific sector whicmt covered either by India or by the EU.
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Appendix1 B
Some Important Directives in the EU and Their Impac¢

» Directive on Services (2006/123/EC

The ‘Directive on Services in the Internal Market (2Q/EQ**®is a part of the economic
reform launched by the Lisbon European Council vatlview to making the EU most
competitive and dynamic knowledge-based econontlgérworld by 2013%’ It was adopted

in 2006. This Directive aims to remove obstacle angure the freedom of establishment of
nationals/companies of a Member State in anothenbée State; and the free movement of
services providers across all Member states. Theices Directive, aimed to extend the
scope of liberalisation to a broader range of sesviand it covers a large number of services
sectors including business services; real estat®j and wholesale distribution; construction;
tourism, etc. (see Box B1). These services contilamound 45 per cent of EU’s GDP and
employment.

Box B1: List of Services Sectors Covered and Excled in the Services Directive (2006/12/EC

Services Sectors that are Covered
* Business services (such as management consultaecyces, event organisation,
advertising and recruitment services, printing,lighing, etc.)

* Professional services (such as legal and tax adyiaechitects, engineers, accountants [and
surveyors, services provided by midwives, etc.)

e Construction services

e Distribution Trade (including retail and wholesale)

* Real estate services

* Rental and leasing services

e Travel and tourism services

e Leisure services (including sport centres and amasé parks)
e Education services

Services that are Excluded
¢ Financial services

* Telecommunications services
* Energy services

e Transport services

* Healthcare services

e Audiovisual services

e Social services

e Private security services

e Gambling

3% The full text of the Directive is available lattp://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:B0876:0036:0068:en:PDKlast accessed on August 17,
2012).

387 For details, see page L 376/36-37 of the Senfiesctive available ahttp://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:B0876:0036:0068:en:PDKlast accessed on August 17,
2012).
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Source: Compiled by author from the ‘Services Divet, available at http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:53876:0036:0068:en:PDF and
http://ec.europa.eu/internal_market/services/sesidir/guides_en.htm(last accessed an
August 17, 2012)
The Services Directiv§2006/123/EQ requires each EU Member States to put in various
measures and reform national laws in accordancé wié different provisions of the
Directive. The Directive focuses on simplificatiari the administrative procedures and
prohibits a number of discriminatory and particlyydourdensome requirements. To enhance
the rights of consumers and strengthen their centid in the internal market, the Services
Directive obliges Member States to remove regujatobstacles for service recipients
wanting to buy services supplied by providers dstlabd in other Member States. It also
ensures that consumers can make informed choicea Wying services in other Member
States by means of information obligations thatyappth to providers and to Member States
authorities. Article 20 of the Directive prohibidéscrimination against service recipients on
the basis of their nationality or country of reside. Some important articles of the Directive
which will facilitate market integration are givenBox B2.

Box B2: Some Important Articles of the Services Dectives (2006/123/EC)

Article 14: Prohibited Requirements
* Prohibition on

= having discriminatory requirements (i.e. nationaquirements, residengy
requirements, etc.)

» having an establishment in more than one Membéde $taon being entered n

the registered/enrolled with professional bodiesiamtions of more than one

Member State;

= having requirements on the form of establishmeran-agency, branch or

subsidiary
= 0N an economic needs test
 Banon

= obligation to obtain a financial guarantee or iasiwe from an operator
established in the same Member State;
* involvement of competing operators in the deciibnompetent authorities;
» having previously registered/previously exercidesl @ctivity for a given perio
in the same Member State.
Article 15: Requirements to be evaluated
e Quantitative or territorial restrictions;
* Obligation for the service provider to take a spedegal form of establishment;
* Requirements relating to the shareholding of congsan
« Ban on having more than one establishment;
* Obligation to apply fixed, minimum or maximum tdsif

Article 16: Freedom to Provide Services
« Ensures free access to and free exercise of aceeactivity in the territory of :

Member State for providers established in anothemiidler State;
» Obligation to have an establishment in the teryitmir the Member State where the

=N

S
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service is provided,;
* Obligation to obtain an authorisation, includingrgnn a register or registratiogn
with a professional body or association;
* Ban on the provider setting up a certain form getyf infrastructure in their
territory (including an office or association irethterritory);
e Obligation to obtain a special identity documestisd by competent authorities.

Article 20: Non-Discrimination
* Member States shall ensure that the recipient is made subject to the

discriminatory requirements based on his natiopalitresidency;
« Member States shall ensure that the general conditbf access to a service, which
are made available to the public at large by thevider, do not contain
discriminatory provisions relating to the natiohalor place of residence of the
recipient, but without precluding the possibilitf mroviding for differences in th
conditions of access where those differences arectty justified by objective
criteria.

Article 24: Commercial Communications by the Reguléed Professions
* Member States shall remove all total prohibitiomscommercial communications

by the regulated professions;
* Member States shall ensure that commercial comrmatioits by the regulated
professions comply with professional rules, in confity with Community Law,
which relate, in particular, to the Independencignity and integrity of the
profession, as well as to professional secrecya imanner consistent with the
specific nature of each profession. Professionalesruon commercial
communications shall be non-discriminatory, justifiby an overriding reasan
relating to the public interest and proportionate.

(D

Source:Extracted by author from ‘EU Directive on Servidgasthe Internal Market’ available at
http://eur-lex.europa.eu/LexUriServ/LexUriServ.dnu2@J:L:2006:376:0036:0068:en:PDF (last
accessed on August 17, 2012).

Although, the Services Directivd006/123/EQ is a step towards the integration of the
services market, it does not affect/interfere wititional laws of the individual Member
States such as criminal laws and labour laws.sth akcludes national regulations related to
services sectors that are not covered by the Direesuch as financial services, audiovisual
services, transportation and telecommunicationg .

As of August 2012, the Services Directii@06/123/EQ is fully transposed by all Member
States’®® However, its implementation varies among differBat Member States. Majority
of the Member States (except Austria, Belgium (Fnregion), France, Germany and the
Netherlands) have transposed the clause on “Fre¢éaléhrovide Services through horizontal
law. A large number of Member States have removsigj@ficant number of authorisations
schemes. Spaihas removed nationality and residence requiremfentsasual trading and

38 Monteagudoet. al (2012).
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Romania has removed a nationality requirement dorrist guides. Many Member States
including Belgium, France and Luxembourg have remdothe requirement of economic
needs test, while Austria, France and Greece hawveved the quantitative and territorial
restrictions. The obligation to obtain financial agantees in the Member State of
establishment has been removed by Greece (in towgxtor) and Portugal (in professional
services, construction, real estate and tourisngnyWEU Member States such as Belgium,
Germany and Greece have abolished the minimumatapguirements in tourism sectdf.

Some of the EU Member States have made the legal fequirements less rigid. For
instance, in Poland, lawyers and tax advisers oanexercise their activities as a joint-stock
limited partnership. One of the major barriers ¢éovge providers is the requirement to be
established in the country before they can prowsdevices. Portugal and Sweden have
abolished this requirement. Specific establishmeqtirements have also been abolished in
construction sector in Austria and Germany, ingrefessional services in Greece; and in the
travel agencies in Belgium and Spaifi.

» Directive on Conditions of Entry and Residence afrd-country Nationals for
purposes of High Qualified Employment or “Blue C&ruective” (2009/50/EC)

The EU has a shortage of highly skilled workers wulewer fertility rate, ageing population,
etc3** In order to fill the shortage of high skilled werk and to attract high skilled labour
from foreign countries, the European Commission pgetb the Blue Card Directive
(2009/50/EC¥*? in May 2009. It laid down the framework for easertry, residency and
transposition of third-country nationals acrossedll Member States. The main objective of
the Directive is to attract highly skilled workdrem third-countries. All EU Member States
except Denmark, the UK and Ireland are bound bylilective. The Directive provides a
common and simplified procedure applicable in &l Member States (see Box B3).

Box B3: Key Features of theBlue Card Directive (2009/50/EC)
* The Directive is designed:to
» Facilitate the admission of high qualified work&sburers by harmonising
entry and residence condition throughout the EU,;
= Simplify admission procedure;
= |Improve the legal status of highly qualified work#éabourers already reside |in
the EU.
 The Directive applies to highly qualified third-ctty national seeking to be
admitted to the territory of a Member State for endhan three months for the
purpose of employment as well as to their familymbers.
* The Directive does not prevent Member States frawirly their own system @
national residence permits for highly skilled migig but such national permits

—n

389 European Commission (2012b).

39 Eyropean Commission (2012b).

391 http://ec.europa.eu/home-
affairs/doc_centre/immigration/docs/studies/emnhhjigskilled_workers_study_synthesis_report_mayG7.pd
(last accessed on August 19, 2012).

%92 The full text is available at
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do20J:L:2009:155:0017:0029:en:PDF(last accessed on
August 19, 2012).
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cannot grant the right of residence in other EU Mentftates that is included under
the Blue Card Directive [Article 4 (2)].
* The validity of the Blue Card will be between omeldour years [Article 7 (2)].
* Entry Conditions for Third-Country Highly skilledonkers
= A valid work contract or binding job offer, of a¢dst one year in the Member
State concerned,
= A gross annual salary should be at least 1.5 tithesaverage gross annual
salary paid in the Member State concerned (Memliate§ may lower the
salary threshold to 1.2 times for certain professiahere there is a particular
need of third-country workers) [Article 5(3) angd](5
= A valid travel document and a valid residence pewnia national long-tern
visa [Article 5(1-d)];
= Proof of sickness insurance [Article 5(1-e)];
= For regulated professions- a document attestirfgnignt of the conditions set
out under national laws of the EU Member Statdhenwork contract or binding
job offer ; for unregulated professions — required@ument attesting the
relevant higher professional qualifications in teeupation or sector specified
in the work contract or binding offer [Article 5{,€)];
= Require to provide residential address in the MenSiate concerned [Article
2].
* Once a Member State grants a Blue Card to a tlouticy national, after two years
that person may then benefit from free access ¢hlyiqualified employment
positions in that Member State; and may also movanother EU Member State
where their skills may be needed [Article 12(1-2)];
 EU Blue Card holders shall receive equal treatnliget nationals, i.e. working
conditions; social security; pensions; recognitioh diplomas, education and
vocational training (minimum employment experiemoast be two years) [Articl
14 (1)];
» After 18 months of legal residence in the first MenState, a EU Blue Card holder
(including family members) may move to other MemBgate for highly qualified
employment [Article 18 (1)];

=)

1%

Source: Compiled by author from ‘Blue Card Direetivavailable at http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:20055:0017:0029:en:PDKlast accessed 0
August 17, 2012).

>

The deadline for fully transposition of the Direetiwas June 2011. As of August 2012, all

EU Member States (except Slovenia) have fully fpased the Directive in their national

laws 393

» Directive on a Single Application Procedure for mmgde Permit for Third-country
Nationals to Reside and work in the Territory ol@mber State and on a Common

39 hitp://europa.eu/rapid/pressReleasesAction.do ?ezfee=1P/12/529&(last accessed on August 19, 2012).
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Set of Rights for Third-country Workers Legally iRieg in a Member State or
Single Permit Directive (2011/98/EV)

In order to free entry of third country nationateke EU has adopted the ‘Single Permit
Directive (2011/98/EU)in December 2011. This Directive seeks to estalaishmplified and
harmonised procedure for a non-EU migrant or thmdntry national to obtain a work and
residence permit in an EU Member State. It alsondsfa common set of rights such as
working conditions, recognition of educational apobfessional qualifications; taxation;
vocational training; and access to social secuntgluding unemployment benefits and the
transfer of acquired pensions awarded to third-tryumorkers/migrants. One key feature of
the Directive is to have a single permit coveringhbresidence and work permits. The
Directive excludes posted workers and intra-corgoteansferees. This is an important step
in facilitating free intra-EU mobility along withgeial treatment as given to the EU nationals.

As of August 2012, the EU Member States are in phecess of implementing this
Directive%*

39 hitp:/lwww.epc.eu/documents/uploads/pub_1398_eglesipermit_directive.pdilast accessed on August
29, 2012).
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» Some Sector-Specific Regulations and Directives

The EU also has sector-specific regulations anedbires which largely cover sectors not

covered under the services Direct(2€06/123/EQ. Some examples are given in Box B4.

August 2012)

* Financial

= Directive 2006/48/ECelating to the taking up and pursuit of the bas of
credit institutions.

* Energy
= Directive 2003/55/E@n common rules for the internal market in natges
= Directive 2009/72/E@n common rules for the internal market in eledityi

* Transport and Logistics
= Council Regulation (EEC) No 4055/8@pplying the principle of freedom {

Member States and third countries;

within a Member Stat®irective 2003/55/E®n common rules for the intern
market in natural gas
= Council Regulation (EEC) No 3577/@® applying the principle of freedom

cabotage);

= Council Regulation (EC) No 1356/96n common rules applicable to tk
transport of goods/passengers by inland waterwaydssn Member States wit
a view to establishing freedom to provide suchdpant services;

= Regulation (EC) No 1370/200an public passenger transport services by
and by road;

= Regulation (EC) No 1008/200&n establishing common rules for the operat
of air services in the Community;

= Regulation (EC) No 1072/20ash common rules for access to the internatiq
road haulage market;

= Regulation (EC) No 1073/20ash common rules for access to the internatiq
market for coach and bus services;

= Council Directive 91/440/EE®GN the development of the Community's railwg
= Council Directive 96/67/ECon access to the ground handling marke
Community airports;

* Information Technology (IT) and Information Technology Enabled Services
(ITeS)
= Directive 2000/31/E®n certain legal aspects of information societyises, in

Box B4: Some Selected EU Legislation Applying to Berent Services Sector (As of

provide services to maritime transport between MemBtates and between

=  Council Regulation (EEC) No 3921/91 laying down deaditions under which
non-resident carriers may transport goods or pageserby inland waterway

provide services to maritime transport within Memb8tates (maritime

= Regulation (EU) No 913/201@h European rail network for competitive freight;

= Directive 2002/39/CE on opening to competition @h@nunity postal services;

ne
h

rail

ion

bnal

bnal

—
—
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particular electronic commerce, in the Internal Kéar or “Directive on
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electronic commerce”;
Directive 2002/20/ECon the authorisation of electronic communicati
networks and services or “Authorisation Directive”;

DNS

Directive 2002/58/ECconcerning the processing of personal data and the

protection of privacy in the electronic communioas sector or “Directive o
privacy and electronic communications”

 Telecommunications
Directive 2002/19/EC on access and interconnection of electronic

communications networks and associated facilities;

Directive 2002/20/EC

Directive 2002/21/ECon a common regulatory framework for electro
communications networks and services;

Directive 2002/22/ECon universal service and users' rights relatinght®
electronic communications networks and services;

Directive 2002/58/EC

+ Professional and business services

Directive 98/5/ECon facilitate practice of the profession of lawyen a

permanent basis in a Member State other than thathich the qualification

was obtained;
Directive 2005/36/E®@n the recognition of professional qualifications;

Directive 2005/71/ECon speific procedure for admitting third-country

nationals for the purposes of scientific research;

Directive 2009/50/ECon conditions of entry and residence of third-doy!
nationals for the purposes of highly qualified eayphent or “Blue Carg
Directive”.

Source: Compiled by author from Annex | a) — EU is&gion Applying to Services Secta
p. 85-87, European Commission (2012b) and DiffeEntDirectives

nic
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Table 1.C1: List of Initiatives under the EU Servies Directive ((2006/123/EC) with Proposed Timeline

Appendix 1C

S. No. | Policy Areas Actions Proposed Timeline
1 Zero tolerance for | « Member States make their legislation fully compiiaith the Services Directive. Immediately
non-compliance
« Commission apply zero tolerance policy via infringmt procedures, in particular in prioritymmediately
sectors.
2. Maximizing « Commission launched peer review with Member Statese-assess specific legislation |ikaunched in 2012;
economic effect of priority sectors. results assessed mid
the Services 2013.
Directive « Member States eliminate all remaining unjustifieddsproportionate restrictions and assesknmediately
economic benefits of eliminating justified requiremts
* Priority actions to be taken by Member States ctéié in country-specific recommendationg irfAs of 2012
the European semester.
* Member States increase efforts to enhance usaervhhd Market Information System (IMI). Immediately
« Commission engages with insurance sector to ensdeguate insurance cover for servicémmediately
providers including for activities in other Memlfstates.
« Commission assess progress achieved and constdemagive solutions, including proposingBYy end 2013
legislation if necessary.
3. Modernisation of | « European Parliament and Council adopt proposah fmoderrnised ‘Professional QualificationsBy the end of 2012
regulatory Directive Q005/36/EQ .
gi)rpeesv;/%rrl:;;) ' e Commission assist Member States with implementatfaountry specific recommendations pnBetween 2012 an
services professional services as part of the European Semeeercise for 2013. 2013
« Commission presents a communication to facilitatéual evaluation of regulated professions. 2013
4. Ensuring Services | « Member States enforce national provisions implemgrthe ‘non-discrimination’ clause. Immediately
%rrectlve works |7, Commission proposes targeted actions to monitorigtipn and to take action whefe Mid 2013
CONSUMErs deficiencies are detected.

Commission issues additional specific guidance ditla 20.

By the end of 2013

212



Draft not for citation and quotation

S. No. | Policy Areas Actions Proposed Timeline
* Commission work with businesses to ensure thabmests can shop cross-border. Immediately; assess
progress mid 2013
« Commission in close cooperation with Member Statésrm consumers about their singleBy the end of 2013
market rights under the Services Directive in tbatext of the awareness raising campaign as
part of the European Year of Citizens.

5. Making Internal « Member States make their legislation and procedutlyscompliant with the ‘Professional Immediately
v'\\//lg:lizet rules |, Qualification Directive 2005/36/EQ and E-commerce Directiv@ 00/31/EQ.
on the ground  Commission vigorously enforce these Directives;infiingement procedures where necessgrylmmediately

6. Sector-specific needs:

6.1 Mutual e Commission ensure full effect of Treaty freedoms digning at increased use of mutyalVhen adopting future
recogpnition for recognition clauses in future proposals for sespeeific legislation setting up authorisatipnProposals
specialist services schemes for experts providing specialised services.

« Member States give full effect to EU legislatiomuiing acceptance of experts from othetmmediately
Member States and make use of IMI to facilitatdfieation of compliance with requirements jin
other Member States
« Further align technical standards, in particulaubing EU standardisation mechanisms (CENfPN-going
in areas where there are significant divergencegshe national implementation of EU
legislation.

6.2 Consumer « Commission aim at ensuring increased levels of baisation where appropriate in future EWhen adopting future
protection consumer protection legislation. European Parlidnaed the Council should join efforts jn Proposals
:ﬁg'rj:ggg: achieving this purpose to ensure that the singikeb@an take full effect.
harmonisationin | * Commission review ‘Package Travel Direct{@®/314/EEC) By the end of 2012
certain sectors « Commission work together with national enforcerseteure correct implementation of EUIN the early 2013

consumer acquits in a coherent and encompassinganaaking due account of single-market
rights and rules.
6.3 Retail and . By the end of 2012

Commission adopts a ‘European Retail Action Plattiisg out an EU strategy for this sector.

business services:
Specific initiatives

Commission creates a ‘High-Level Group on busimetsed services’ to study shortcomings
this sector.

ofAutumn 2012
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S. No. | Policy Areas Actions Proposed Timeline

7. Towards second | « Member States make their PSCs fully compliant withServices Directive. Immediately
g;eneratlon Points[™] Member States develop the second generation PS¢scofer all procedures during theBetween 2012 an
Single Contact business life cycle, (2) multilingual, and (3) marser-friendly. Commission will agree with 2014

Member States criteria for the second generatiddsRS the form of a 'PSC Charter".

« Commission launch a communication campaign on P8@xdinate with Member States [toBY the end of 2013
improve PSCs' internet presence and engage witimdassorganisations to make businegses
better aware of PSCs and further promote their use.

Source: Extracted by author from Annex Il — Listmifiatives with Timeline, European Commission 129).
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Appendix 2A

Table 2A.1: Details of Different Indexes

Index

Details

Global Serviceq
Location Index

The Global Services Location Index ranks countbhased on theif
attractiveness across three activities: IT; busingsrocesy
outsourcing (BPO); and voice. Each country's se®@mposed of
a weighted combination of relative scores on 39 sueaments
which are grouped into three categories: People ahkills
availability; Financial attractiveness, and Bussemsnvironment
People Skills and availability is measured on antgts people’s
relevant experience; size and availability of lab@arces; level of
education; and language capabilities. Financidlagtiveness is$
based on three factors: compensation costs; Inficiate costs; and
tax and regulatory costs in a country. BusinessirBnment is
measured on country’s environment; infrastructureyltural
exposure and security of intellectual property

A.T. Kearney’s FDI
Confidence Index

The Index is based on the survey of senior exeesitiof
multinational companies from 25 countries. The nderves tg
measure the likelihood of investment in specifiakess in order ta
gain insight into likely trends in future global Filows. The index
is computed as a weighted average of a numbergbf, medium,
low and “no interest” responses to a question abimutikelihood of
direct investment in a market over the next onthtee year period.
All index values have been calculated on a scalé tf 3, with 3
representing “highly attractive” and 0 “non-attiaet.

UNCTAD’s Inward
FDI Performance
Index

The index ranks countries by the FDI they receietative to their|
economic size. It is based on the ratio of a cgtsghare in global inwar
FDI flows to its share in global GDP. If a indeXu&is equal to one the
it indicates that a country’s FDI inflows are eqtaits economic size; if
value is greater than one then it indicates thatcbuntry receives mof
FDI than its relative economic size; and if valselass than one then|it
means that the country is receiving less FDI infloeompared to its
relative economic size or GDP. The index thus aagtuhe influence on
FDI of factors other than market size, assuming, tbdner things being
equal, size is the "base line" for attracting inkent. These other factors
can be diverse, ranging from the business climetenomic and political
stability, the presence of natural resources, @tfugture, skills an
technologies, to opportunities for participating pmivatization or th
effectiveness of FDI promotion. The index is cadtetl using three-year
average to offset annual fluctuations in the data.

Inward FDI Potentia
Index, UNCTAD

The Inward FDI Potential Index captures severaiof@cexpected t
affect an economy’s attractiveness to foreign itoss It is an
average of the values (normalized to yield a sbeteveen zero, for
the lowest scoring country, to one, for the highe$tl2 variable
such as (1) GDP per capita; (2) the rate of GDRvtfr@ver the past
10 years, (3) the share of exports in GDP, (4) agemumber o
telephone lines per 1,000 inhabitants, (5) comraémsiergy use per
capita, (6) share of R&D spending in GDP, (7) shafdertiary
students in population, (8) country risk, (9) therld market shar
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Index

Details

in exports of natural resources, (10) the worldrket share of
imports of parts and components for automobiles alegtronic
products, (11) the world market share of exportseadvices; ang
(12) the share of world FDI Inward stock.

UNCTAD’s
Outward FDI
Performance Index

The Outward FDI Performance Index captures a cgintelative
success in investing globally. If a country’s shafglobal outward
FDI matches its relative share of global GDP, thentry’s Outward
FDI Performance Index is equal to one. A value grethan one
indicates a larger share of outward investmentiveldo GDP, and 4
value less than one indicates a smaller share tefand investmen
relative to GDP. The Index reflects two sets of factors t
determine outward FDI by transnational corporatioffdNCs)
located in a given country: (1) Ownership advanségen-specific
competitive strengths of TNCs (such as innovationand names
managerial and organizational skills, access tormétion, financia
or natural resources, and size and network advesjdbat they ar
exploiting abroad or wish to augment through foneggpansion an
(2) Location factors, such as relative market siz@duction or
transport costs, skills, supply chains, infrasieetand technolog
support.The index is calculated using three-year periodsftset
annual fluctuations in the dat@ihe list excludes major tax havg
countries and countries for which data on outwal Bre not
available.

The Index covers 2 sectors in 55 countries (excluding three
Member States — Bulgaria, Cyprus and Malfd)e sectors includ
agriculture; forestry; fishing; mining (oil expldran and drilling);
mining and quarrying; food and other manufactuned!.( textile,
wood, paper and publishing, other manufactured steetc.); oil
refining and chemicals; metal and machineries;tedas; transpor

equipment; electricity (generation and distribujiomholesale trade;
retail trade; transport (land, maritime, air); Hstand restaurants;

media (radio and TV broadcasting and other, i.evspapers)
telecommunications (fixed and mobile telecom); bagkinsurance
other financial services (securities & commoditieskerage, fund
management, custodial services, etc.); businesgicssr (legal,

accounting, architectural, and engineering seryicasd real estate.

The economy-wide index is obtained by averagingsttares for al
22 sectors.

)

=

L
hat

112

=

t

Py

FDI Regulatory|
Restrictive Index
2012

Corruption

Perception Index

The Corruption Perception Index ranks countriedeinrms of the
degree to which corruption is perceived to existoagn public
officials and politicians. The CPI is a compositeléx, based o

surveys of businesspeople and assessments by yamatlysts. The

Index covers 183 countries. A country’'s score iaths the
perceived level of public sector corruption on alscof O to 10
where 0 means that a country is perceived as highisupted anc
10 means that a country is perceived as very cleaountry's rank
indicates its position relative to the other coigstiterritories

included in the index.

Source:

Compiled

by author from different
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Table 3A.1: Legislative measures in EU Logisticsestor

Appendix 3A

Objective Legislative Steps/Measures Main propossifor action
Common/ » Treaty of Rome 1958
Competitive

Transport systems

L» Trans-European Network or TEN (]
programme through the Maastric
Treaty

I'Pevelopment of a number of strategically significarans-nationa
htorridors

* White Paper 2011: Roadmap to
Single European Transport Area
Towards a competitive and resoult
efficient transport system

Broposed initiatives to build a competitive tramspgystem that will
increase mobility, remove major barriers in keyaarand fuel growitt
cand employment. These are expected to reduce Esirdgpendence g
imported oil and cut carbon emissions in transpgr60% by 2050.

By 2050, some key goals proposed are:

- No more conventionally-fuelled cars in cities.

- 40 percent use of sustainable low carbon fuetsviation; at least 40
percent reduction in shipping emissions.

- A 50 percent shift of medium distance interciaspenger and freight
journeys from road to rail and waterborne transport

-

Intermodal
Transport System

e Council Directive 92/106/EEC o

certain types of combined transport
goods between Member States

establishment of common rules fovehicle taxes applicable to road vehicles routecbimbined transport af

Member States take the necessary measures to ehstiréhe motot

agfduced or reimbursed.

Intermodality and Intermodal Freig
Transport

¢ Communication COM (97) 243 ¢

nEstablishment of integrated infrastructure anddpant means through:
ht Intensify intermodal design of the trans-Europgansport networks
- Enhance design and functions of intermodal temsbints

- Harmonise standards for transport means

Establishing interoperable and interconnected ape:through:

- Integration of freight freeways in an intermodahtext

- Development of common charging and pricing pples

e
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- Harmonise competition rules and state aid regiomemtermodal basis
Establishing mode-independent services and regakathrough:

- Harmonisation and standardisation of procedunesEDI

- Research and demonstration

- Benchmarking

- Intermodal statistics

Sustainable
Transport Policy

Communication COM (2001) 370
White Paper on "European transpor
policy for 2010: time to decide"

- supplemented by mid-term revie

Communication to the Council and

the European Parliament, titled ‘Ke
Europe moving - sustainable mobili
for our continent’ (COM (2006) 314)

Measures to combat emissions from transport antedstéhat the
t Commission would encourage the development of &ebdor "clean
vehicles".

"

ep
ty

Regulation (EC) No 1382/2003 of thdhe EC may grant financial aid for projects relatedthe logistics

European Parliament and of t

Council on granting of Communitysystem or improving the environmental performantehe transport
heystem by optimising transport to and from interalddansport chains,

financial assistance to improve t
environmental performance of freig
transport system (Marco Po
Programme)

henarket which contribute to reducing congestionaad freight transpor

hin EU Member States.
o)

—

Enhancing supply
chain security

Council Directive 2005/65/EC t
introduce Community measures to

enhance port security in the face
threats of security incidents.

mechanism for these rules
ofestablishing appropriate compliance monitoringina@isms.

0- common basic rules on port security measuresaaninplementation

Communication COM (2006) 79 to
provide greater protection for all
European freight transport against
possible terrorist attacks

a security (“secure operator”) quality label foreogtors in the suppl
chain meeting European minimum security levels tilsving mutual
recognition of the label on the internal market;

- introduces a voluntary scheme under which opesaito the supply

- establishment of a mandatory system requiring blEmStates to create

<
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chain increase their security performance in exgbhdar incentives;

- makes operators in the supply chain responsibietlieir security
performance in European freight transport;

- allows “secure operators” to benefit from faeilibns where securit
controls are carried out and to distinguish theweselpositively from
other competitors in the area of security, givihgmh a commercial an
competitive advantage

<

Intelligent * Logistics Action Plan 2007
Transport
Systems

* Interoperability and actions in priority areas suel electronig
information on freight, training and quality indtoas, simplification of
processes, urban transport and long-distance oosrid

* EC’s work on logistics over the medium term. ltcatslled for work tg
achieve integrated tracking and tracing and, inldmger term, alsc
routing of freight across modes.

4

» Deployment of European Satellite
Navigation systems - European
Geostationary Navigation Overlay
Service (EGNOS) and the Galileo
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Figure 3A.1

EU-27 Performance by Mode for Freight Transport -
1995-2009 (in billion tonne kilometres)
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Source: EC Statistical Pocketbook (2(
Note: Transport equipment is among the major exports to India. In 2011, transport equipment aated for 7.1
percent of EU exports to India and 7.4 percentrgfdrts from Indie
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Table 3A.2: Logistics segments with restrictive FDIn India

Sector

FDI Policy

Air Transport
(Airlines)

e Up to 49 percent FDI allowed (100 percent for NRils)scheduled ai

transport service/ domestic scheduled passendareaithrough automati
route.

FDI up to 74 percent and investment by Non-Resitleaians (NRIS) up t¢
100 percent allowed in non-scheduled air transpetices (Automatic u
to 49 percent and government route beyond 49 peraed up to 74
percent).

Foreign airlines are allowed to invest, in the tapof Indian companies
operating scheduled and non-scheduled air transporices, up to the lim
of 49 per cent of their paid-up capital under thev€&nment approva
route.*

FDI up to 74 percent and investment by NRIs up @0 percent allowe
through automatic route in ground handling services

O

| p—

Railways

Public monopoly; FDI not allowed in fretiglransportation, pushing an
towing services. FDI is allowed in maintenance aepair of rail transpor|
equipment and supporting services, railway-rela@tponents, warehousin
and freight corridors.

nd
t

Source: Department of Industrial Policy and Proomo{(DIPP), Government of India
Notes: (a) The above revised policy is not applieab Air India.
(b) Air Transport Services would include Domestah&duled Passenger Airlines; Non-

Scheduled Air

Transport Services, helicopter and seaplangces.
* |t includes both FDI and FIl investment

221



Draft not for citation and quotation

Table 5A.1: Energy segments with restrictive FDI inndia

Appendix 5A

S. SERVICES SECTOR FDI LIMIT ROUTE OTHER CONDITIONS
NO.
1. Atomic Energy Not allowed
2. Services incidental to  energyl9 percent (FD| Government| Subject to provisions of the existing law,
distribution & FI)* (for  FDI); | Electricity Act, 2003.
» Power Exchanges registered Automatic
Government under the Central (for FII)
Electricity Regulatory Commission
(Power Market) Regulations, 2010
3. Petroleum refining by Public SectoAllowed up to| Government, No condition

Undertakings (PSU), without ar
disinvestment or dilution of domest
equity in the existing PSUs.

VA9 percent
ic

Source: Department of Industrial Policy and Proomo{DIPP), Government of India

Note: * Foreign investment is subject to an FDlitiof 26 per cent and an FII limit of 23 per ceftlte paid-up capital
(a) ‘Automatic Route’ of entry implies that ther® no need to get any approval from the Reserve B#rnRkdia (the Central bank) or the government; and
‘government route’ means that prior approval isdegefrom the Foreign Investment Promotion Board®8jl under the Department of Economic Affairs,
Ministry of Finance.
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Appendix 5B
Table 5B.1: Important Directives in Energy ServiceseEU
SUB-SECTOR DIRECTIVE DESCRIPTION
GAS Directive 2003/55/EC o] This Directive established common
June 26, 2003 concerningules for the operation of gas markets,
common rules for theoutlining a market opening schedule] A
internal market in naturaltimetable was laid to fully open gas
gas (repealing Directivemarkets in two phases — Phase | came
98/30/EC) into force on July 1, 2004 and opened
the non-residential market, while Phase
Il came into effect on July 1, 2007,
resulting in 100 percent market
opening.
Council Directive| Established a common framewark
2004/67/EC of April 26| within which Member States shall
2004 concerning measurgdefine general, transparent and npn-
to safeguard security ofdiscriminatory security of supply
natural gas supply policies compatible with requirements
of a competitive internal gas market;
clarify the responsibilities of different
market players and implement specific
non-discriminatory  procedures o
safeguard security of gas supply. It set
a timeline for implementation in 4l
Member States by May 19, 2006.
ELECTRICITY Directive 2003/54/EC 0o This Directive established common rules

June 26, 2003 concernir

common rules for th
internal market in
electricity (repealing

Directive 96/92/EC)

dor generation, transmission,  distribution
Land supply of electr|C|ty_ a_nd defined,
“among  others, organizational and
operational rules for the electricity sector

and for access to the market. A timetable
was laid to fully open electricity
market in two phases - Phase | came
into force on July 1, 2004 and opened
the non-residential market, while Phase
Il came into effect on July 1, 200y,

resulting in 100 percent market

opening.

Directive 2005/89/EC o
January 18, 200
concerning measures
safeguard  security ¢
electricity  supply  ang
infrastructure investment.

flt set out a framework for Member

GStates to define transparent, stable and
tmon-discriminatory policies on security

fof electricity supply to facilitate

| stable investment climate compatible

with the requirements of the internal

market objective. In implementing the

measures they may also take accqunt
of the importance of encouraging

renewable energy technologies and
distributed generation. The Directiye

has to be implemented by Member
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m

SUB-SECTOR DIRECTIVE DESCRIPTION

States by February 24, 2008.
RENEWABLES / | Directive 2001/77/EC of This Directive set out to create |a
EFFICIENCY September 27, 2001 on th&amework that will  facilitate
DIRECTIVES promotion of electricity promotion of electricity produced fro

produced from renewab
energy sources (RES-E)
the internal electricity
market

genewable energy sources in the
innternal electricity market of the EU. |It
also contributes towards achieving the
objectives set in the White Paper on
renewable sources of energysuch ag
security and diversification of energy
supply, environmental protection,
social and economic cohesion within
the Community, strengthening of
competitiveness and increasing
independence from imports.
This Directive set a framework to
increase the contribution of electricity
produced from renewable energy
sources to 22 percent of grgss
Community electricity consumption
and to 12 percent of gross national
energy consumption by 2010.

Directive 2004/8/EC o
February 11, 2004 on th
promotion of cogeneratio
based on a useful he
demand in the interna
energy market an
amending Directive
92/42/EEC

f This Directive set out to increase
eenergy efficiency and improve securjty
nof supply by creating a framework for
gbromotion and development of high-

alefficiency cogeneration of heat and
dpower based on useful heat demand
> and primary energy savings in the
internal energy market, taking into

account the  specific  national

circumstances especially concerning
climatic and economic condition®

3% European Commission (1997).

3% |n the Directive, cogeneration is defined as iheutaneous generation in one process of thermaiggnand
electrical and/or mechanical energy. High efficieromgeneration is defined as cogeneration providihg
least 10% energy savings compared to separate gifodu
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SUB-SECTOR DIRECTIVE DESCRIPTION
Council Directive| This Directive forms part of the
92/42/EEC of May 21, European Union’'s SAVE program
1992 on efficiency (Specific Actions for Vigorous Energy
requirements for new hot-Efficiency) and is concerned with
water boilers fired with improving energy efficiency and the
liquid or gaseous fuels. subsequent reduction in the emissions
Amendment: Proposal for |eof carbon dioxide from standard, lgw
Directive on establishing {atemperature and gas condensing series-
framework for the settingproduced boilers that have outputs|in
of eco-design requiremenitshe range 4 to 400 kW.
for energy-using productsThe Regulations specify minimum
and amending Councillevels of efficiency that new hot water
Directive 92/42/EEQ boilers sold in the United Kingdom
(presented by themust operate at while running at full-
Commission) load or part-load conditions.
Directive 2003/30/EC of This Directive aims to substantially
May 8, 2003 on theincrease the use of biofuels r
promotion of the use aftransport, in particular for road
biofuels or other renewabldransport. National measures are to| be
fuels for transport taken by countries across the EU
aiming at replacing 5.75 percent of all
transport fossil fuels (petrol and diesgl)
with biofuels by 2010. However, since
the targets indicated in this Directive
are only indicative and not mandatory,
there has been low compliance among
Member States.
NUCLEAR Directive This Directive established the basic
ENERGY 96/29/EURATOM of May | health and safety standards for the
13, 1996 protection of employees and the
general public against the potential
dangers of ionizing radiation.
ALL SUB- Directive 2004/17/EC o Replaces Utilities Directive 93/38/EEC
SECTORS March 31, 2004 and coordinates the procurement
coordinating the procedures of entities operating in the

procurement procedures
entities operating in

olvater, energy, transport and postal
theservices sectors. The objective of the

water, energy, transport an@irective is to increase transparency in
postal services sector. (theelation to award criteria, take account

Utilities Directive)

of new technologies (facilitate
electronic procurement and e-auctions)
and changes in the economic

environment (to create a new
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SUB-SECTOR DIRECTIVE DESCRIPTION
procedure allowing for ‘Competitive
Dialogue®’ between contracting
authorities and tenderers), includipg
liberalizations underway or set to take
place, make the current texts easief to
understand so that contracts are
awarded in complete conformity with
the standards and the principles
governing public procurement and [so
that suppliers and purchasers are in a
better position to know their rights and
make the public procurement regime
more flexible by introducing ne
procedures.

%7 The new competitive dialogue procedure permitsoatracting authority to discuss bidders’ proposed
solutions with them before preparing revised speatibns for a tender and going out to bidders rasior
modified or upgraded solutions.
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Table 5B.2:Directives indirectly affecting Energy Services: EU

Directive 2006/123/EC of December 12,
2006
on services in the internal market

internal market, on the one hand, with so
protection for workers, on the other. Th
the ‘freedom to provide services princip

This Directive establishes the general le
framework for facilitating the freedom ¢
establishment for service providers beyg
their national borders by removing obstac
to the free movement of services in 1{

has replaced the ‘country of origin’ principle.

gal
Df
nd
les
he
cial
S,
e’
¢

2006

imposing an obligation on Member Sta
to maintain minimum stocks of crude
and/or petroleum products

Council Directive 2006/67/EC of July 2

maintain minimum stocks of crude oil and

pinaintain stocks at levels corresponding,

internal consumption in

calendar year.

the precedi

Almposed an obligation on Member States
lgmetroleum products. Member States have

each of the defined categories of petrole
products, to at least 90 days' average d

to
or
2 to
for
um
aily
ng

Directive 2002/91/EC of
2002 on
buildings

the energy performance

December 1

6lhis  Directive aimed to
@fprovement of the energy performariGef
buildings and Member States of the EU n

to achieve compliance.

promot

to bring into force the regulations necess

e

ped
ary

Directive 2005/36/EC of September
2005 on the Recognition of Professio

Qualifications®°

Consolidates and modernizes the
nalrrently regulating the recognition
professional qualifications. On October 1}
2007 at the end of the transposition peri
this Directive will replace 15 existin
Directives in the field of the recognition
professional qualifications. Compared w|
the existing rules, changes introduced incl
greater liberalization of the provision
services, more automatic recognition
gualifications and increased flexibility in tk

ry

iles
of
20,
od,
g
of
ith
Lde
of
of
ne

procedures for updating the Directive.

398 ‘Energy performance of a building’ was definedtas amount of energy actually consumed or estimtated

meet the different needs associated with a sta

rmbardise of the building, which may includeter alia,

heating, hot water heating, cooling, ventilatiod déighting.
39 Since this Directive replaces Council Directive/8JEEC on the general system for recognition of
professional qualifications, it affects the professof engineering only in those Member States wheis

regulated.
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Directive 2004/18/EC of March 31, 200£onsolidates the existing Supplies, Services
on the coordination of procedures for trend Works Directives into one simplified
award of public works contracts, publi®irective and also takes account of modern

supply contracts, and public servi
contracts. (the Public Sector Directive)

cprocurement methods and development

in

best practice. The Directive includes new
provisions on central purchasing authorities,

new electronic procurement provisions
covering such issues as e-auctions Jand
dynamic purchasing systems, framework

agreements and also
competitive dialogue procedure.

Defines detailed procedures and guideli
for specific requirements,
rejecting tenders and awarding contracts
also prescribes appropriate advertising
calls for tenders and contract notices ac
all EU Member States and defines cl
timeframes for procedures.

228

introduces a new

nes
selecting and

Ct
of
0SS

ear



Draft not for citation and quotation

Table 5B.3: Regulators and some key regulations/pgpammes in Indian energy sector
SECTOR | REGULATOR SOME KEY REGULATIONS AND PROGRAMME S
Coal No » Coal India (Regulation of Transfers and Validatiéwa}, 2000
* Amendment to the Coal Mines (Nationalization) A/3 to
promote non-captive mining of coal
Electricity | The Central Electricity Regulatofy Energy Conservation Act, 2001
Commission (CERC) and; « The Electricity Act, 2003.
State Electricity Regulatory. 'Rural Electrification Supply Technology (REST) Miisn
Commission (SERCs) at Central and  National Electricity Policy, 2005 and National TaRolicy
the State levels respectively.
Oil and Upstream: Directorate General of | « Safety in Offshore Operations Rules, 2008
Gas Hydrocarbons (DGH) + The Petroleum Act, 1934
Downstream: Petroleum and Natural  The Oil Fields Act, 1948
Gas Regulatory Board (PNGRB) |« The Petroleum Pipelines Act, 1962
e The Oil Industry Act, 1974
* Petroleum Rules, 1976
* Petroleum & Natural Gas Rules, 1959
* Petroleum & Natural Gas Rules, 2002
* Petroleum & Natural Gas Rules, 2009
* Petroleum Amendment Rules, 2011
Renewablg The Central Electricity Regulatorye The Electricity Act, 2003.
Energy | Commission (CERC) and; « National Electricity Policy, 2005 and National TaRolicy
State Electricity Regulatory
Commission (SERCSs) at Central and
the State levels respectively.
Nuclear The Atomic Energy Regulatory e The Electricity Act, 2003.
Energy Board « National Electricity Policy, 2005 and National T&Rolicy

Note: Majority of Generation, Transmission and Distriloaticapacities are with either public sector comgmor with State Electricity Boards (SEBS).
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Appendix 5A

5A.1: Classification of IT/ITeS services accordinga CPCVersion1.1
5A.2: National Industrial Classification (2008) ofthe IT/ITeS sector
Division 62: Computer programming, consultancy andelated activities
620 Computer programming, consultancy and relattdites
6201 Computer programming activities
This class excludes:
- publishing packaged software, see 5820
- planning and designing computer systems thagjrate computer hardware,
software and communication technologies, even thqugviding software
might be an integral part, see 6202
62011 Writing, modifying, testing of computer pragr to meet the
needs of a particular client excluding web-pageégihiisg
62012 Web-page designing
62013 Providing software support and maintenantedalients
6202 Computer consultancy and computer facilitienagement activities
This class includes installation of computer systend train and support the
users of the system and providing hardware suppdrding Planning and
designing of computer systems that integrate coenfh#rdware, software and
communication technologies
62020 Computer consultancy and computer facilimesagement
activities
6209 Other information technology and computeriseractivities
This class excludes:
- computer programming, see 6201
62091 Software installation
62092 Computer disaster recovery
62099 Other information technology and computeviseractivities n.e.c

Division 63: Information service activities
631 Data processing, hosting and related actiyiied portals

6311 Data processing, hosting and related actvitie
63111 Data processing activities including repaiting
63112 Web hosting activities
63113 Providing general time-share mainframe faedlito clients
63114 Providing data entry services
63119 Other data processing, hosting and relatidtess n.e.c.

6312 Web portals
63121 Operation of web sites that use a searcmengigenerate and
maintain extensive databases of internet addresgksontent in an
easily searchable format
63122 Operation of other websites that act as lsadahe Internet,
such as media sites providing periodically updamuent

639 Other information service activities

6391 News agency activities

This class includes news syndicate and news agasiogties furnishing

news, pictures and features to the media

This class excludes:

- activities of independent photojournalists, sé207
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- activities of independent journalists, see 9000
63910 News agency activities
6399 Other information service activities n.e.c.
63991 Telephone based information services
63992 Activities of cyber café
63999 Other information service activities n.e.c.
Sourcehttp://www.wbidc.com/images/pdf/NIC_2008.pdf

5A.3: ICT sector definition in the EU based on NACEev. 2

The ICT sector consists of all enterprises/unitsl(iding both natural and legal persons)
which principal activity (principal activity contrutes 50 and more percent to the value
added) belongs to following divisions and groupgagses) of NACE rev. 2 classification:
1. ICT manufacturing industries:
» Manufacture of electronic components and board®wxn26.1
* Manufacture of computers and peripheral equipmegrbup 26.2
* Manufacture of communication equipment — group 26.3
» Manufacture of consumer electronics and relatediangtoups 26.4, 26.8):
- Manufacture of consumer electronics — group 26.4
- Manufacture of magnetic and optical media — gro6(B82

2. ICT trade industries:
* Wholesale of information and communication equiptmegroup 46.5

3. ICT services industries:
Telecommunications — division 61:
* Wired telecommunications activities — group 61.1
* Wireless telecommunications activities — group 61.2
* Other telecommunication activities (groups 61.39%1
- Satellite telecommunications activities — group361.
- Other telecommunications activities — group 61.9

ICT services industries (division 62; groups 58.43.1, 95.1):
» Software publishing and IT service activities (digh 62, group 58.2):
- Software publishing — group 58.2
- Computer programming, consultancy and related @@ — division 62
» class 62.01 — Computer programming activities
» class 62.02 — Computer consultancy activities
» class 62.03 — Computer facilities management aietsvi
» class 62.09 — Other information technology and aaterp service
activities
» Data processing, hosting and related activitiedy partals — group 63.1
* Repair of computers and communication equipmembum95.1

Sourcenhttp://epp.eurostat.ec.europa.eu/cache/ITY OFFPISBRA-07-015/EN/KS-RA-
07-015-EN.PDF
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Appendix 5B
Labour Laws for IT/ITeS Companies in West Bengal

West Bengal offers the simplest labour laws as @etpto other states. The state believes
that Entrepreneurs will take almost important tiegaard the interests of their employee, and
has not instituted any stringent requirement likengnother states in India.

Some of highlights are as follows:

a. All IT/ITeS companies are granted the statu®oblic Utility Service’
providers under the Industrial Disputes Act, 198Te majority of employees
in IT/ITeS organisations are outside the purviewhef ‘blue-collared worker’
class. However, in view of the Government’s underding of 24x365
operations of the IT/ITeS sector, the Governmestderided to classify the
IT/ITeS sector as ‘Public Utility Service’

b. All IT/ITeS units are deemed ‘establishment’ enthe purview of the West
Bengal Shops and Commercial Establishments Act3.196

c. Given the round-the-clock nature of work thgpast of the IT/ITeS industry,
the Government grants it permission to work on /2365 model. These
units are also exempt from the following provisiafishe West Bengal Shops
and Commercial Establishment Act, 1963.

I. Closing an establishment and granting of a webkliday under
Section 5 (1) of the Act, provided that every indual has at least one
day off every week and a compulsory day off in ledwvorking on
bank holidays. This would enable the ITES compatueasn their
operations on all seven days of the week.

ii. Opening and closing hours under Section 7 {the Act. This would
enable the IT/ITES industry to run a three-shifegion.

lii. Working hours’ stipulation under Section 7 @)the Act. This will
enable ‘flexitime’ operations for its employees.

iv. Enabled to engage female employees between &yehé am, under
Section 10 (b) of the Act subject to (i) Speciabagements being
made for protection of female employees duringehesurs; (ii)
Female employees being employed jointly or in aimimm group of
10 female employees; (iii) Arrangement of a segarest room for
female employees; (iv) A minimum of 50 people toehbeployed
during these hours (including female employees).

d. Under section 13 of the West Bengal Shops amdrfigrcial Establishment
Act, 1963 the IT/ITES companies will now have gatien of giving
compensatory day off to an employee if the quam@imork exceeds 48
hours a week.

e. Under the Employment Exchange Compulsory Natiio®y of Vacancies Act,
1959, IT/ITES companies will be required to serabasolidated report every
guarter on the vacancies to the concerned emplayexehange. The
exchange, will, however sponsor names only whenigely requested to do
so by the company.
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Appendix 6A

Table 6A.1: Some Examples of Retail-Specific Reguians applicable in Each Member States

Country

Amended Regulations

Other Regulations thaExist in Member States

Austria

Legislation calledTabakmonopo|'where economic needs test may be
carried out for tobacco shops. There is also aighion requirement for
retailing medicinal products.

Belgium

License for commercial establishment hanb@ought in
line with the Services Directive and has eliminates
requirement for an economic needs test.

Bulgaria

Authorisation schemes and registration requiremargspplicable to a
number of specific product categories such as grantacco, alcohol,
precious metals, stones, etc. There is also agailin to register
merchandiser and branches of foreign merchandidgulgaria, as well as
commercial sales. Municipalities have also laicliiegments for provision of
retails services.

Cyprus

Prohibited requirements in the legislation conaggropticians where there i
obligation to have permanent establishment in CypFhere is also any
obligation to obtain an authorisation or a regtgtrafor marketing veterinary
products, sale of firearms and explosives, tradaadtor vehicles and genera
establishment of a business or trade in a munitypal

l

Czech
Republic

Retailers involved in handling raw diamonds mugister or prove that they

have an equivalent license issues by another EUbmeBtate
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Estonia

General requirement to be registered with Registr&conomic Activities,
which may also apply to cross-border services giomidespite hotizontal
law that establishes freedom to provide servicks. Act covers retail of
good including street selling, markets. Street madket traders need to
obtain a trading permit and must perform theinaiiéis at a location
authorised by local government.

Finland

Restrictive zoning and planning regime exist in s@reas

France

Legislation regarding store opening has belared. The
country also abolished economic needs test.

It has been noted that regulations on retail wetg partly simplified.

Germany

The cross-cutting notification requiremamd authorisation
requirements under the Federal Trade Act has leaved

Authorisation requirement only for sale of sensitgoods like germs and
explosives and sale of goods at cemeteries

Greece

Have adopted the Services Directive in tleelkGLaw -
3844/2010

Numerus Claususystem to check overcrowding exists and therenncé a
requirement of economic test, priority is giverameek nationals for issue 0
licenses. In addition, there is lack of claritytle distinction between servic
provider that wants to establish business in Graedea service provider
who wish to provide temporary cross border senlit€&reece, the opinion
of a committee is required for outdoor casual trgdi

Hungary

Though it was the first Member State to impleméstDirective however,
since the second half of 2011, it has significanglstricted access to market
which were previously open - particularly in bigaié sale of tobacco, meal
vouchers, etc. The 'Plaza stop law' bans genexatleverywhere the
construction of commercial buildings over size 003netre square, unless
there is special exemption.

Ireland

There are caps on the size of retail outlet theha@n barrier to new entran
particularly operators of large hypermarket

(s
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Italy Most regions have compliance with free praisof Quantitative or territorial restrictions are presi@rretail sector. These are
services clause. The country also abolished ecanoegds | linked to large retail facilities or those thateghace in public space. There
test. is authorisation requirement to open a newsagemg and is subject to

approvals and assessments carried out by competahtuthority and trade
unions. There are authorisation requirements tailieg in public areas.
There is lack of tacit approval in case of setrefpcation and enlargement pf
large retail facilities.

Latvia Authorisation from local government is required $afes in markets and

street selling

Lithuania The Law on Alcohol Control and the Law on Tobac@mtol contains

establishment requirements

Luxembourg | The country adopted laws related toisesuvn the internal
market. Authorisation requirement of retail spateore
than 2000 square meters was abolished in 2011cdunatry
also abolished economic needs test.

Malta Authorisation schemes have been replacedbijaation or | There is an economic needs test for sale of alamhelerages
information obligations and a prohibition on redat
authority from imposing discriminatory, unnecessary
disproportionate requirements on incoming proviassept
where these are justified.

Netherlands The date stamp duty and certificagouirements of There is residency requirement for persons who wdicense for a market
personal equipment and machines sold in super inadee | stand. There are zoning schemes in which ruledatigg establishment of
abolished. The country has introduced a ban origtigin | retail outlets take in account economic considengftbr granting license. The

of economic needs test in their zoning regulation.

obligation to have an authorisation or registrafimmtrading live animals
remains. Despite a ban on the economic needstéstir zooming
regulation, Netherlands still apply economic netedsfor retail outlets at

local level.
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Poland In Poland, the Point of Single Contact aniththat
cooperate with competent authorities to ensure that
workflows of procedures are correctly transposed jpoint
of single contact, in particular in context of Zélioensing
Project for retail and food and beverages.

Romania There is an economic needs test and the involveaferampetitors in the
authorisation procedure for opening large retailest. In addition, there is a
nationality requirement for legal persons involvedetail sector.

Spain Significant amounts of sector specific regquients are A municipal authorisation is still required tortany activity concerning

eliminated from retail sector, which include ecomonmeeds | casual trading.
test and authorisation requirement for large retatlets.

Sweden Legislation governing the setting up ajdascale retalil There is a health and safety requirement for gegedducts
establishments in certain regions has been amednded
remove involvement of competitors in decision conog
individual operators.

United There are authorisation requirements in case afl s&le of alcohol, second:

Kingdom hand dealers' licences, metal dealers and steskdrs.

Source: Compiled by authors frdmtp://ec.europa.eu/internal_market/services/daasises-
dir/implementation/report/SWD_2012_148_en.fiaét accessed on August®32012)
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