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Abstract

India has always had much less trade and investment with the United Kingdom than with the
European Union (EU). Nevertheless, trade and investments between India and UK have been
rising steadily since 2005. Brexit provides a fresh opportunity to India to strengthen its economic
relationship with the UK through an India-UK free trade agreement (FTA). This paper estimates
the impact of an FTA between India and the UK on merchandise trade, at a disaggregated prod-
uct level. The paper also identifies new products that India could export to the UK to diversify its
export basket. It examines bilateral trade in services and the potential to increase this trade. The
paper concludes by suggesting a way to strengthen India’s economic relationship with the UK.
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1. Summary

o India has always had much less trade and
investment with the United Kingdom
(UK) than with the European Union (EU).
Nevertheless, trade and investments between
India and UK have been rising steadily since
2005. This paper estimates that a free trade
agreement (FTA) between India and the UK
will increase India-UK trade by 26 per cent
per annum. The UK’s exports to India will
increase by 33 per cent p.a. while the UK’s
imports from India will increase by 12 per
cent p.a. A plausible reason for there being
a higher increase in the number of exports

from the UK to India than the number of
imports to the UK from India is that India
imposes higher tariffs than the UK does.

o This paper identifies new products that India
can export to the UK, which will increase its
share in UK’s market.

o India has been negotiating a broad-based
trade and investment agreement with the
EU since 2007, which is still inconclusive.
An India-UK FTA may have some sensi-
tivities that are similar to the India-EU FTA,
but for an FTA to be concluded successfully,
high flexibility both sides is needed.

2. Context

In June 2016, the UK supported the non-bind-
ing Brexit referendum to leave the EU, with a
majority vote of 52 per cent. Although the UK
prime minister has suggested that this decision
may take at least three years to implement, the
result of the referendum has already led coun-
tries to re-think their trade and investment
engagements with the UK outside the EU as
well as with the EU without the UK. Unlike
the EU, the UK has always been a small trad-
ing and investing partner to India, having a
share of around 2 per cent in India’s merchan-
dise trade, around 3 per cent in India’s services
trade, and around 2 per cent in India’s for-
eign direct investment (FDI) inflows in 2015.
However, there has been an almost threefold
rise in Indias trade with the UK since 2000,
from US$5.3 billion in 2000 to US$14.2 billion
in 2015 with exports rising from US$2.2 billion
in 2000 to US$8.8 billion in 2015and imports
rising from US$3.1 in 2000 billion to US$5.3
billion in 2015. Trends in trade in services and
investments have also been encouraging with
India’s exports of services and outward FDI into
the UK rising steadily since 2000.

India’s economic engagement with the UK
post Brexit needs to be seen in the context of
India’s trade relations with the EU. India has
been negotiating the EU-India broad-based
trade and investment agreement (BTIA) since

2007 but the agreement is still not concluded.
India’s concerns about the BTIA includes hav-
ing limited market access to EU agricultural
products like dairy products and services with
respect to Mode 1, which covers information-
technology-enabled services, business process
outsourcing and knowledge process outsourc-
ing, and Mode 4, which covers movement of
skilled professionals. The EU, on the other
hand, has been seeking higher market access
in India to services sectors like insurance and
retail. Further, the EU has been keen WTO plus
commitments from India with respect to its
intellectual property regime. The EU has also
been concerned about the relatively high tariffs
India imposes in the automobile and wines and
spirits sectors. Given the slow pace of negotia-
tions over the BTIA with the EU, Brexit pro-
vides a fresh opportunity to India to strengthen
its economic relationship with the UK through
an India-UK trade and investment agreement.
This paper estimates the impact of an FTA
between India and the UK on merchandise
trade, at a disaggregated product level. Further,
the paper identifies new products that India
could export to the UK to diversify its export
basket. It examines bilateral trade in services and
the potential to increase this trade. The paper
concludes by suggesting a way to strengthen
India’s economic relationship with the UK.



Brexit: Opportunities for India

3. India-UK: emerging trade patterns

Interestingly, a close look at India’s trade with
the UK and the remaining 27 countries of the
EU between 2000 and 2015 reveals that India’s
balance of trade has been positive with the UK
since 2004 but largely negative with the other
27 countries of the EU in the same period.
India’s exports to EU countries minus the UK
increased from US$8 billion in 2000 to US$35.8
billion in 2015, while its imports increased
from US$7.8 billion in 2000 to US$38.5 billion
in 2015, leaving a deficit of US$2.7 billion. On
the other hand, India’s trade deficit with the UK
turned into a trade surplus in 2004 and since
then India has maintained a positive balance of
trade with the UK, which reached US$3.5 bil-
lion in 2015 (Figure 1).

India’s export basket to the UK comprises tra-
ditional exports like textiles and clothing, gems
and jewellery, and footwear; non-traditional
exports like pharmaceuticals, machinery and
mechanical appliances, vehicles and electri-
cal machinery have also gained importance. In
2015, Indias top ten exports to the UK com-
prised 63 per cent of India’s total exports to UK.
The UK’s top ten exports to India comprise 83
per cent of its total exports to India. Interestingly,
most of India’s imports from the UK are of inter-
mediate products, which are manufactured and

become India’s finished products, especially in
India’s traditional exports. While India exports
finished products like articles of jewellery and
parts thereof to the UK, under HS chapter 71, it
imports platinum, unwrought, semi-manufac-
tured or in powder form.

In the machinery and mechanical appli-
ances category, India mainly imports turbo
jets, turbo propellers and other gas turbines,
while exporting spark-ignition reciprocating
or rotary internal combustion piston engines,
compression-ignition internal combustion pis-
ton engines (diesel or semi-diesel) and hydrau-
lic turbines, water wheels and regulators. In the
electrical machinery category, India exports
majorly insulated wire, cable and other insu-
lated electric conductors, and diodes, transis-
tors and similar semiconductor devices, while
importing electrical transformers, static con-
verters and inductors, and electrical apparatus
for switching or protecting electrical circuits.
Table 1 lists India’s exports and imports from
the UK by their Harmonized System (HS) code
in 2015 In 2015, India’s top five imports from
the UK were unwrought silver, machinery and
mechanical appliances like turbo jets, iron
and steel, electrical transformers and optical
appliances.

Figure 1. India’s trade with EU countries minus the UK and the UK, 2000-2015
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Table 1. India's top ten exports and imports from the UK

India’s exports to the UK in 2015 India’s imports from the UK in 2015

HS Description Value HS Description Value

code (US$ 1,000) code (US$ 1,000)

62 Articles of apparel and clothing 909,339 71 Natural or cultured pearls, 1,581,196
accessories, not knitted or precious or semi-precious
crocheted stones, precious metals, etc

61 Articles of apparel and clothing 897,695 84 Machinery and mechanical 693,776
accessories, knitted or appliances; parts thereof
crocheted

84 Machinery and mechanical 678,888 72 Iron and steel 420,534
appliances; parts thereof

71 Natural or cultured pearls, 522,723 85 Electrical machinery and 318,859
precious or semi-precious equipment and parts
stones, precious metals, etc. thereof; etc.

87 Vehicles other than railway or 491,600 90 Optical, photographic, 268,385
tramway, etc. cinematographic,

measuring, etc.

64 Footwear, gaiters and the like; 483,730 76 Aluminium and articles thereof 220,963
parts of such articles

30 Pharmaceutical products 457,815 22 Beverages, spirits and vinegar 204,430

85 Electrical machinery and 399,089 88 Aircraft, spacecraft, and parts 173,528
equipment and parts thereof thereof

73 Articles of iron or steel 307,013 39 Plastics and articles thereof 132,992

42 Articles of leather; saddlery 292,514 87 Vehicles other than railway or 105,215

tramway etc.

Source: COMTRADE, WITS, World Bank

4. Likely changes in India-UK trade patterns
following an India-UK FTA

India and the EU have been negotiating an FTA
since 2007, without conclusion. The talks have
continued since the Brexit referendum, however
India has made it clear that these negotiations
will have to be re-visited once the UK leaves the
EU. As there is no India-EU FTA, the tariffs fac-
ing India and the UK in each other’s markets
have been high. Tariffs on UK exports into India
are estimated to be around 14.8 per cent on aver-
age, while Indian exports into the UK face tariffs
of around 8.4 per cent on average. The highest
tariffs faced by the UK’s exports into India are in
beverages and spirits (around 113 per cent), fol-
lowed by coffee and tea (around 82.5 per cent)
and vehicles (31 per cent); the highest tariff on
India’s goods exported into the UK is for dairy
products (36.6 per cent), followed by tobacco
and its products (around 36 per cent).

4.1 Methodology used

If India and the UK decide to enter an FTA
and bring down their tariffs to zero, it is likely
to have a greater impact on India than the UK.
To estimate the likely changes for products in
India-UK trade, we use simulations that are
specific, measurable, assignable, realistic and
time-related (SMART) in WITS.

Using a WITS simulation model, SMART
estimations are made to assess the impact of
tariff cuts on exports and imports of the two
countries as well as excluded countries. It is
assumed that tariffs in the two member coun-
tries are brought down to zero on all products.
One of the advantages of this approach is that it
is possible to estimate tariff reduction at a much
product disaggregated level. Such disaggregated



product level estimations of tariff liberalisation
are not possible in any other model. The model
not only estimates the extent of imports that
may come from the tariff cuts of members but is
also able to provide results at the product level
on the trade diversion, recognising from which
country the imports would be diverted.

Brexit: Opportunities for India

Although it is not yet known what the rela-
tionship between the UK and the EU post-
Brexit will be, and much will depend on the
negotiations, given the already low tariffs in the
UK and EU countries, the most likely scenario
is that the UK and EU countries will continue
to charge zero tariffs on each other’s products.

5. The estimatedrise in India’'s imports from the UK
following an India-UK FTA

We use SMART simulations to estimate the
impact of an FTA between India and the UK
where tariffs reduce to zero. The results show
that India’s imports from the UK are estimated
to increase from US$5.2 billion to US$7.8 bil-
lion, i.e., almost 50 per cent rise per annum if
there was an India-UK FTA post Brexit. The total
increase is of around US$2.1 billion, of which
80 per cent is trade creation — new imports
from the UK - while the remaining 20 per cent
would come from trade diversion - imports
would be diverted from other countries and
imported from the UK. Of the total trade diver-
sion of around US$500 million, around US$365
million would be from Germany (mainly in
vehicles and machinery and mechanical appli-
ances) and around US$125 million from France
(mainly in beverages and spirits).

Table 2 lists the estimated changes in India’s
imports from the UK at two-digit product disag-
gregation for the top ten imports of India from
the UK after an India-UK FTA. The top import
of India from the UK in 2015 was natural or cul-
tured pearls, precious or semi-precious; within
this category, using further disaggregation, we
find that the imports are of unwrought silver.

With existing tariffs going down to zero, the
imports would rise further by around US$451
million, which is around 30 per cent. There
would be a maximum increase in imports in
motor vehicles (especially those in HS codes
870324 and 870333), where the value of imports
would increase by around US$976 million. In
2015, UK exports of goods in HS codes 870324
and 870333 were worth around US$9.5 billion
and US$4.1 billion, respectively, but the UK
exported a negligible number of these goods to
India. Most of the imports would be new imports
with little trade diversion. If tariffs in beverages
and spirit are brought to zero, there would be a
tremendous increase in the value of imports of
beverages and spirit, reaching US$584 million
from the existing US$204 million.

Appendix 1 lists the estimated increase
in Indias imports from the UK following an
India-UK FTA at a two-digit level for all prod-
ucts. Imports of beverages and spirits would
rise by more than 100 per cent. Within this cat-
egory, the import of whiskies (HS code 220830)
would rise the most, followed by imports of
alcoholic drinks (HS code 220710) and gin (HS
code 220850).

6. Trade diversion from the EU

A zero tariff regime between India and the UK
would lead to some trade diversion from EU
countries, when India would prefer importing

from the cheaper source. This trade diversion
will not be substantial (Table 3).



S91BWISA S,JOYINY :92JN0S

¢¢ A4 WA WA gOr'c09°2 Zr8'00S 1952012 61L'¢Y2'S [e3o]
8¢ 962'0LT v0S°LS 61¢'GT G86'12 266'251 401343 S9|D[1Ie pue sonse|d 6¢ o)
ST £C0'661 905°G2 v0L' LT 1082 82S'SLT Joa1ay3 syed pue ‘yeiosoeds ‘Yeloily 88 6
Z1 110'872 8v0°LZ LST'Y 16822 $96'022 401343 S9|D11IE pUR WNUILUN|Y 9/ 8
G1 165'20¢ 991'6% 97602 022’81 G8¢'892 0318 ‘o)ydesborewsud olydelboioyd |eondo 06 L
Joausyy
1¢ Z8T'91Y $12'16 G69°'/2 8/5'69 658'81¢ s1ied pue juswidinba pue AJsulyoew [ed1309)3 G8 9
g1 ver'SLy 00675 092'92 6£9'82 vesozy [993s pue uoy| ZL G
98T 2¢S'78S ¢0T'08¢ LTS0S G8.L'6VE 0S¥'702 JebaulA pue syuids ‘sebelansg 4 %
9z 006'¢/8 vZ1'081 8¢0'99 980V 1T 9//'¢69  joai8y3sied seoueldde [edjueydsw pue Ausulyoeyy v8 ¢
JOaJay] SelUOSSad0e pue mﬁmd pue
826 Gg6'T80'T 02.'9L6 1/8°0¢ 6v8'SY6 G12'S0T 12018 Bulj[os Aemwe. 10 Aemjled Ueyl JSY10 SSPRIYSA L8 Z
'019 ‘S2U0]S snoloaud
62 9522502 190'TSY LST'PST $26'962 96T'T8S'T -IWss 4o snoloaud ‘spead paunynd io [einjeN 1/ T
(000°‘T
(%) s310dwil (000‘T $SN) VL4  (000°T $SN) (000°‘T $SN) (000°‘T $SN) $sn) stoz
S,elpu| MN-elpuj Jsije eipu| 10949 1099 1099 ul )N oyl wouy
uisbuey)y 03 sjuodwi pajewiysy |e101 ©pel]  UOISISAIp ©ped]  uoljesud sped| syodwi s, eipuj uonduossag ©SpodSH uey

Trade Competitiveness Briefing Paper 2017/01

VL4 MN-elpuj ue buimo||os YN oYz wouy syaodwi ual doy s, eipuj ul sebueyd pajewils3y "z a|qeL



10

Brexit: Opportunities for India

Table 3. Estimated trade diversion for India following an India-UK FTA

Partner name Imports before India-UK Change inimports Imports after India-UK
FTA (US$ 1,000) (US$ 1,000) FTA (US$ 1,000)
Austria 784,163 —445 783,718
Belgium 8,337,646 —5,157 8,332,489
Bulgaria 88,595 0 88,595
Cyprus 50,087 —71 50,016
Czech Republic 524,379 —2,369 522,010
Germany 11,829,031 —-56,861 11,772,171
Denmark 411,173 —948 410,225
Spain 1,923,557 —3,006 1,920,551
Estonia 157,444 -30 157,413
EU27 members 43,867,122 -21,877 43,845,246
Finland 987,857 -1,207 986,649
France 3,195,306 —-19,207 3,176,098
The UK 5,375,634 —7,350 5,368,285
Greece 114,536 -252 114,283
Hungary 250,159 -1,279 248,880
Ireland 555,441 -1 555,441
[taly 4,108,326 —15,546 4,092,780
Lithuania 186,709 -8 186,700
Luxembourg 178,024 -379 177,646
Latvia 62,087 0 62,087
Malta 25,544 0 25,543
Netherlands 1,935,724 —1,649 1,934,075
Poland 571,453 -1,109 570,344
Portugal 105,760 —358 105,403
Romania 291,240 -5 291,235
Slovak Republic 144,256 —223 144,033
Slovenia 90,880 —324 90,556
Sweden 1,582,112 -2,072 1,580,040
87,734,245 —141,733 87,592,511

Source: Author's estimates

7. Estimatedrise in the UK's imports from India
following an India-UK FTA

After an India-UK FTA, while Indias imports
from the UK are estimated to increase by around
33 per cent of its imports in 2015, the UK’
imports from India would rise by only 12 per cent
from 2015. One of the reasons for this is because
many products from India are already subject
to low UK tariffs. The value of the UK’s imports
from India are estimated to increase from US$9.1
billion to US$10.2 billion (around 12 per cent per
annum). The maximum increase would occur
for articles of apparel and clothing (HS chapter

61 and 62), which have an applied duty of around
12 per cent. The value of imports of apparels
and clothing to UK from India are estimated to
increase from US$1.8 billion to US$2.3 billion. In
HS chapter 61, maximum estimated imports are
reported for T shirts, singlets and other vests, and
knitted or crocheted cotton (HS code 610910); it
is estimated that the import value of these goods
would increase by 22 per cent, from US$179 mil-
lion to US$218 million. This is followed by babies’
garments and clothing accessories, knitted or
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crocheted of cotton (HS code 611120), whose
import value is estimated to increase by 20 per
cent. In chapter 62, it is estimated that the import
value of womenss or girls’ blouses, shirts and shirt
blouses of manmade fibres (HS code 620640)
would rise by 24 per cent and that of men’s or
boys shirts of cotton (HS code 620520) would
rise by 27 per cent.

Imports of mechanical appliances like tur-
bojets and transmission shafts are also esti-
mated to increase following an India-UK FTA,
by 4 per cent. It is estimated that the greatest

11

number of imports would be of turbojets, turbo
propellers and other gas turbines (HS code
8411), followed by compression-ignition inter-
nal combustion piston engines (HS code 8408)
and taps, cocks, valves and similar appliances
(HS code 8481). It is not estimated that the
number of pharmaceutical products imported
into the UK from India would increase as cur-
rent tariffs are already near zero. It is estimated
that imports of footwear would rise by around
16 per cent while imports of vehicles would
increase by 14 per cent (Table 4).

8. New products that India could export to the UK
following an India-UK FTA

In order to find new competitive products that
India could export to the UK after an India-UK
FTA, three competitiveness indices have
been estimated at six-digit level (HS codes),

identifying products that India exports to the
world, but India is not among top five exporters
of that product to the UK.

9. Methodology adopted

The literature generally uses bilateral revealed
comparative advantage (RCA) to compare the
comparative advantage of a country with that
of other countries. However, RCA calculations
useonly export data and ignore the import con-
tent into exports, i.e., the extent of imported
inputs that have been used to produce the
exported product. To overcome this limitation,
we use bilateral RCA in conjunction with con-
tribution to trade balance (CTB) and market
position (POS) to compare competitive advan-
tage between countries. The CTB index is based
on imports of the product as well as the exports.
If a product adds to the trade balance positively,
it is identified. This index helps to exclude those
products which are mainly traded - imported
and then exported with little value addition.
The CEPII (Centre d’Etudes Prospectives et
d’Informations Internationales) has developed
an analytical indicator of comparative advan-
tage based on the trade balance instead of rela-
tive export structures. A country j would have
comparative advantage in product i if the CTB

is positive; this means that product i is a strong
point of country j, as it contributes positively to
the overall balance.

The contribution of product k to the
trade balance, in relation to total trade flows
(X = exports and M = imports), is defined by:

CTB= fi = yu— & X i
where,

X;—M,;

1 1

X, +M;

1 1

_ Xy + My
B =X+ M,

y, =1000x

9.1 Market position

The POS of each country i on product k mea-
sures its international competitiveness. If the
POS > 0 the product is competitive in the inter-
national market and vice-versa. POS is calcu-
lated as follows:

Xy — My,

_ ik
POS =1000 x X, + M,
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10. New products identified for India
to export to the UK

Using the above methodology, India is found
to be more competitive than some of the top
five exporters to the UK for 13 products (listed
in Table 5). The value of India’s exports of
these products to the UK is currently around

US$404 million, which could be increased
to US$2.1 billion, an increase of US$1.7 bil-
lion the proposed India-UK FTA would fur-
ther increase India’s competitiveness in these
products.

Table 5. Potential new exports to the UK from India

Serial HS HS description Additional Value of Total
no. code potential market India's current potential
share from exportstothe market
competitors UK (US$ share (US$
(US$ 1,000) 1,000) 1,000)
1 710239 Diamonds, non-industrial other than 865,220 98,897 964,117
unworked, simply sawn, cleaved, bruted
2 850423 Liquid dielectric transformers having a 102,017 1,020 103,037
power handling capacity >1,0000kVA
3 620630 Women's or girls' blouses, shirts and shirt 78,183 83,211 161,394
blouses (excl. knitted or crocheted),
of cotton
4 620442 Women's or girls' dresses (excl. knitted 90,291 93,716 184,007
or crocheted), of cotton
5 420222 Handbags, whether or not with shoulder 444,671 93,716 538,387
strap, incl. those without handle, with
outer surface of plastic sheeting or
textile materials
6 850421 Liquid dielectric transformers having a 56,409 3,769 60,179
power handling capacity not >650kVA
7 850422 Liquid dielectric transformers having a 61,577 8,234 69,811
power handling capacity >650kVA but
not >1,0000kVA
8 320411 Disperse dyes and preparations based 14,092 909 15,001
thereon
9 320412 Acid dyes, whether or not pre-metallised, 14,188 3,870 18,057
and preparations based thereon;
mordant dyes and preparations based
thereon
10 320414 Direct dyes and preparations based 7,277 2,436 9,713
thereon
11 320413 Basic dyes and preparations based thereon 6,707 2,217 8,924
12 320415 Vatdyes (incl. those usable in that state 3,013 2,071 5,084
as pigments) and preparations based
thereon
13 840681 Steam turbines and other vapour 12,948 10,461 23,409
turbines (excl. for marine propulsion),
of an output >40MW
Total 1,756,593 404,527 2,161,120

Source: Author's estimates
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11. UK-India trade in services

Although the UK became the second largest
exporter of services globally in 2015, after the
USA, with exports worth US$349 billion, and
the fifth largest importer of services, with
total imports of US$212 billion, the share
of the UK’s exports and imports of services
from and to India has remained on an aver-
age 1.1 per cent and 1.8 per cent respectively
between 2005 and 2014. The UK’s imports of
services from India in 2014 was worth some
US$3.69 billion; its exports of goods to India
were worth some US$3.71 billion in 2014,
making India a net importer of services from
the UK in 2014. However, India was a net
exporter of services to the UK in the period
2007-2013 (Figure 2).

Looking closely at the services trade in the
national statistics of the UK, we find that India
enjoys a positive balance of trade in services
with the UK if we exclude travel, transport and
banking services. In professional management
consulting and R&D services, India exported
around £456 million worth of goods to the UK,
and imported around £190 million worth of
goods from the UK in 2014. Indias exports to
the UK in trade-related and services between
related enterprises has also grown steadily since
2010 (Table 6 and Table 7).

The quantity of bilateral trade between the
UK and India in services is currently minuscule,
and there is huge potential to increase this trade.

India exports many services for which there is
a demand in the UK, and which the UK imports
from elsewhere. The value of India’s exports of
commercial services globally increased from
US$16 billion in 2000 to US$155 billion in 2015,
while the UK’s imports of commercial services
increased from US$96 billion to US$207 billion
in this period. In 2014, the UK imported 60 per
cent of its commercial services from the EU,
but only US$3.5 billion worth of these services
from India. Brazil, China, Indonesia, Malaysia,
the Philippines and Thailand together had a
considerable share in exporting these services
to the UK. The UK’s global imports of transport
services have also been rising, as have India’s
exports of these products, however the UK has
imported only US$304 million worth of trans-
port services from India. India’s growing export
capacity of construction and financial services
is again matched by an increasing demand for
these services in the UK (Table 8).

These trends highlight Indias potential to
export commercial services, including com-
puter services, transport services, construction
and financial services, to the UK.

Figure 2. The UK and India’s trade in services, 2005-2014

2101 4 e 3.69

2011 e 3. 94

2010 e 3,80

2000 m—— 3,02

2008 W]

2007 I 3 55

2006 e 2.91

3.45
2005 2.352.5
0.00 0.50 1.00 1.50 2.00 2.50 3.00 3.50 4.00 4.50
US$ billion

B UK imports of all servcies from India

Source: TRADE MAP, International Trade Centre (ITC)

UK exports of all services to India
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Table 6. The value of the UK's exports to India, 2010-2014 (£ million)

Total international
exports (excluding
travel, transport

Technical, trade-
related, operational
leasing and other

Professional,
management
consulting and

Merchanting, other
trade-related and
services between

and banking) business services R&D services related enterprises
2010 767 203 108 252
2011 1,087 123 116 598
2012 717 109 117 189
2013 863 116 168 175
2014 975 114 190 70

Source: Office for National Statistics, UK

Table 7. The value of the UK's imports from India, 2010-2014 (£ million)

Total international
imports (excluding
travel, transport

Technical, trade-
related, operational
leasing and other

Professional,
management
consulting and

Merchanting, other
trade-related and
services between

and banking) business services R&D services related enterprises
2010 1,151 59 327 118
2011 1,355 46 315 444
2012 1,241 44 381 317
2013 1,355 55 496 242
2014 1,519 40 456 324

Source: Office for National Statistics, UK

12. UK-India investment relations

The UK and Indias FDI relations have been
largely erratic although the UK is India’s third
largest investor, with an FDI stock of around
US$23 billion (8 per cent of total FDI stock)
invested in India between April 2000 and
March 2016. The sectors attracting FDI from
the UK include chemicals, fertilisers, pharma-
ceuticals, food processing industries, telecom
services, and petroleum and natural gas.

Indian FDI into the UK has on the other hand
steadily increased. According to the Office for

National Statistics, Indian FDI increased from
£164 million in 2004 to £1.9 billion in 2013, with
the most FDI going into information and com-
munication. In 2015, India became the third
largest investor into the UK, after the USA and
France. According to Grant Thorton (2016)
India’s investments into the UK increased by
around 65 per cent in 2015 with number of Indian
firms in the UK growing from 36 to 62 UK Trade
and Investment has estimated that India under-
took 122 FDI projects in 2014/15 in the UK.

13. Conclusions

India has been negotiating a BTIA with the
EU since 2007, which is not yet concluded.
The impending Brexit may further delay the

conclusion of this India-UK FTA as India will
now have to re-consider and re-negotiate the
FTAs it holds with the remaining 27 countries
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of the EU. This provides India and the UK with
an opportunity to strengthen their trade and
investment relationship. One way to progress
in this direction would be to draw up an FTA
between the two countries. This proposed
India-UK FTA may be easier to negotiate than
the India-EU FTA, as some of the sticking points
in an India-EU FTA may be easier to resolve.

India has sought improved market access
for services in the EU in Mode 1 (information-
technology-enabled services, business process
outsourcing and knowledge process outsourc-
ing) and Mode 4 (the movement of skilled pro-
fessionals such as software engineers). India
has also sought data secure status from the EU,
which would enable high end business from the
EU to flow into India. The EU on the other hand
has sought more commitments from India for
opening up sectors like insurance and retail,
and lowering tariffs in the automobile and wine
and spirit sectors.

While the EU’s concerns and interests — which
have stalled the India-EU FTA since 2013 — may
not be completely shared by the UK, India may
still have some reservations about opening up
its automobile sector to the UK. It has been esti-
mated that lowering tariffs on India’s automo-
bile sector will greatly increase the number of
products in this sector that India imports from
the UK (especially motor cars and other motor
vehicles principally designed for the transport of
persons, of a cylinder capacity exceeding 3,000
cc (HS codes 870324 and 870333). However, as
Indian investment in the automobile sector in
the UK is substantial, a rise in the number of
products in this sector exported to India may
not become a sticking point in negotiations. On
the other hand, the UK may have reservations
on further liberalising under Mode 4, especially
post Brexit.

Another contentious issue in an EU-India
BTIA has been Indias intellectual property
regime. India is reluctant to give any commit-
ment on intellectual property over and above
the WTO’s Trade-Related Aspects of Intellectual
Property Rights (TRIPS) Agreement, which
may hinder Indias capacity to produce and
quickly supply generic medicines. India may
also want to retain its patents law, which does
not allow companies to renew patents on old
drugs by making incremental changes. The UK
may be able to show more flexibility in this area.

Agricultural trade has remained highly pro-
tective and subsidised in the EU, with the UK
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being a beneficiary of EU agricultural subsi-
dies. Under the EU’s Common Agricultural
Policy (CAP), in 2015, UK farmers received
almost €3.1 billion in direct payments, accord-
ing to the National Farmers Union (n.d.), and
farmers have access to the €5.2 billion fund-
ing which has been allocated to the UK for
rural development projects over the period
2014-2020, including €2.3 billion that has
been transferred from the Basic Payment
Scheme (BPS) to the UK rural development
programmes. Some 55 per cent of UK total
income from farming comes from CAP sup-
port. Nonetheless, the UK is a net importer of
food and food products from the EU. It exports
around US$13 billion worth of food products,
while importing US$36 billion of vegetables
and food products. Post Brexit, EU subsidies
may no longer be available for the UK and the
extent to which the UK will be able to support
its farmers on subsidies is debatable. The UK
may find it necessary to reduce tariffs in order
to import cheaper food products.

If an FTA is agreed between the UK and
India, the UK may be amenable to lowering tar-
iffs on goods in some agro-products of interest
to India that it currently imports from other EU
countries, like fish, vegetables, fruit, nuts and
other edible parts of plants, where the existing
tariffs are high. It will also be easier to negotiate
the non-tariff barriers faced by Indian export-
ers as well as make Indian exports comply to
UK standards.

Brexit referendum results have posed some
serious challenges to the UK’s economy but
have also provided some opportunities for
Commonwealth member states to think about
how they might increase their trade and invest-
ment engagements with the UK. After Brexit,
countries will be able to progress much faster
in negotiating FTAs with the UK than with the
remaining 27 countries of the EU. The UK will
also have an interest in deepening its engage-
ment with the world, especially Commonwealth
countries with whom the UK shares a com-
mon language and has similar legal institutions.
Although, no trade deals can be done until
the UK formally leaves the EU, and much will
depend on the negotiated deal between the EU
and the UK, as one of the biggest developing
countries in the Commonwealth, India needs to
take this opportunity and initiate preparations
for an FTA with the UK, to be concretised once
the UK is no longer a member of the EU.
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