UPSC/APSC Module: FTAs, FDI Extraction & India's Industrial Sovereignty
Sourobh | @sourobh

Free Trade Agreements, FDI Extraction & India's
Industrial Sovereignty
The CEPA Paradox: When Liberalisation Hollows Out Self-Reliance

SECTION 1 — KEY TERMS AND EXPLANATIONS

A. Trade & Agreement Terminology

» Comprehensive Economic Partnership Agreement (CEPA): A bilateral trade deal that goes beyond
a conventional Free Trade Agreement (FTA). Unlike an FTA which primarily reduces tariffs on
goods, a CEPA encompasses services trade, investment flows, intellectual property protection,
government procurement norms, and regulatory cooperation. India has CEPAs with Japan, South
Korea, and the UAE. The distinction matters because a CEPA binds a country's regulatory
architecture — not just its border tariffs — making renegotiation politically and legally difficult.

» Trade Deficit: The excess of the value of a country's imports over its exports in a given period. For
India, the bilateral goods trade deficit with South Korea reflects a structural imbalance — India
exports primarily raw materials and low-value intermediates while importing finished electronics,
machinery, and capital goods. A persistent trade deficit, especially in manufactured goods, signals
deindustrialisation risk and dependence on foreign supply chains.

» Current Account Deficit (CAD): The gap between a country's total payments to the world and total
receipts from the world, covering trade in goods, services, primary income (dividends, royalties),
and secondary income (remittances). Royalty repatriations, dividend outflows, and IPO proceeds
flowing to foreign parent companies directly widen India's CAD even when bilateral goods trade
appears balanced.

» Trade-to-GDP Ratio: Measures a country's integration into the global economy. India's trade-to-
GDP ratio (~43%) is low compared to peer emerging economies, yet bilateral deficits with treaty
partners have widened, suggesting that trade liberalisation under CEPAs has not proportionately
boosted India's export competitiveness.

B. Investment & Profit Extraction Terminology

» Foreign Direct Investment (FDI): Cross-border investment where the investor acquires a lasting
management interest (typically 210% equity) in a foreign enterprise. India's FDI policy
distinguishes between 'greenfield' FDI (building new capacity) and 'brownfield' FDI (acquiring
existing assets). The core concern is whether FDI generates domestic capital formation,
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technology transfer, and employment, or primarily serves as a market-entry mechanism that
extracts more than it contributes.

» Royalty Payments: Fees paid by a subsidiary to its foreign parent for the use of intellectual
property — brand names, patents, manufacturing processes, software licences, and know-how.
Royalty payments are recognised as costs in the subsidiary's profit-and-loss account, legally
reducing taxable income in India while simultaneously generating taxable income in the parent's
jurisdiction. This creates a structural profit shift from a high-market economy (India) to a lower-tax
jurisdiction abroad.

» Transfer Pricing: The practice of setting prices for transactions between related entities (e.g., a
Korean parent company and its Indian subsidiary). Inflated royalties or underpriced goods
transferred from parent to subsidiary are classic transfer-pricing mechanisms. India's Income Tax
Act, Sections 92 to 92F, governs transfer-pricing regulations, requiring arm's-length pricing — but
enforcement is complex and litigation-heavy.

» Market Capitalisation Inversion: A phenomenon where the Indian listed subsidiary's market
capitalisation exceeds that of its foreign parent on the parent's home exchange. This inversion —
observed with some Korean automobile subsidiaries — reveals an asymmetry: Indian consumers
create the wealth but Indian stakeholders do not proportionately own it or control its deployment.

» |PO Offer-for-Sale (OFS): In an IPO structured as an OFS, proceeds from selling shares go to the
existing shareholders (the foreign parent) rather than to the company itself. Contrast this with a
'fresh issue' where proceeds strengthen the company's balance sheet. When a foreign parent
raises tens of thousands of crores through an OFS-structured IPO, Indian retail investors
effectively transfer capital to a foreign parent rather than funding Indian industrial expansion.

» Retained Earnings Diversion: Instead of re-investing profits into Indian capacity — R&D, new
factories, supplier development — a foreign subsidiary may retain profits nominally but divert them
through inter-company loans, management fees, or dividend payments. The net effect is that
capital generated by Indian consumers circulates back to the parent economy.

C. Policy & Philosophical Terminology

» Atma Nirbhar Bharat (Self-Reliant India): India's post-2020 policy framework emphasising
domestic value addition, reduced import dependence, and indigenous capacity building. The
tension between this framework and the expansive market-access commitments under legacy
CEPAs forms the conceptual core of the issue.

» Technology Transfer (Real vs. Nominal): A CEPA may promise technology transfer as part of the
investment rationale, but real technology transfer requires local R&D presence, training of Indian
engineers in core competency areas, localisation of component supply chains, and eventually
domestic IP generation. Merely assembling products in India using imported components is
nominal transfer — it creates employment at the margin but leaves India permanently dependent
on the foreign parent for crucial technology.

» Industrial Sovereignty: A country's capacity to design, manufacture, and own the means of
production for strategically important goods. It encompasses not just physical factories but the
intellectual property, supply chains, skilled workforce, and capital ownership. A country that hosts
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manufacturing plants owned by foreigners, with all IP and profits residing abroad, has nominal
industrial activity but reduced industrial sovereignty.

» Vietnam Paradox: A term describing the irony of foreign conglomerates using FDI profits extracted

from India's large consumer market to cross-subsidise manufacturing capacity in Vietham — which
then undercuts Indian manufacturers. India serves as the revenue engine; Viethnam serves as the
export platform. India bears a double loss: foregone manufacturing jobs and growing import
competition.

SECTION 2 — MAIN ARGUMENTS AND SUBSTANTIVE PARTS

A. The Central Thesis

The structural argument is this: decades of trade liberalisation under CEPAs have created a
framework where foreign conglomerates access India's consumer market, extract profits
through royailties, dividends, IPO proceeds, and transfer pricing, and deploy those profits to
build manufacturing capacity in third countries that undercut Indian industry. The trade
agreements are not inherently flawed instruments — but without reciprocal industrial policy
conditions, they function as mechanisms of wealth extraction rather than development
cooperation.

B. Empirical Dimensions of the Argument

>

Trade Imbalance as Structural, Not Cyclical: A bilateral trade deficit where one partner exports
three times more than it imports cannot be explained by temporary demand cycles or commodity
price fluctuations. The imbalance reflects comparative advantage asymmetries entrenched by the
CEPA's tariff concessions, which benefited the more industrialised partner disproportionately.
India's exports to Korea contracted at a compound rate even as Korean exports to India surged —
a pattern that economic theory would associate with dynamic comparative advantage capture, not
genuine free trade.

Revenue-Profit-Royalty Triangle: Foreign consumer electronics conglomerates report massive
revenues in India while royalty payments to overseas parents have grown as a percentage of
sales revenue. The incremental rise in royalty rates — from approximately 2.5% to 3.5% of
revenue — represents significant capital outflow given the scale of Indian operations. Crucially,
this outflow rises regardless of the subsidiary's operational profitability, creating a fixed drain on
Indian value generation that is independent of business cycles.

The IPO Mechanism as Capital Extraction: When a subsidiary achieves sufficient scale and brand
recognition in India — built on decades of consumer trust, public infrastructure, and policy
incentives like reduced tariffs — it uses an IPO to monetise that value. But structuring the IPO as
an OFS ensures that Indian retail investors pay for shares while the proceeds flow abroad. The
subsidiary's balance sheet is unchanged; only the ownership structure shifts, with new Indian
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shareholders holding equity but having no say in royalty rates or dividend policies controlled by the
foreign parent.

» Market Dominance and Pricing Power: Foreign auto groups commanding approximately 20% of
India's passenger vehicle market represent a structural fact with long-term consequences.
Dominant players can engage in long-term subsidised pricing — absorbing losses in a particular
year while cross-subsidising from global operations — to squeeze out domestic competitors who
lack similar global balance-sheet depth. This is not predatory pricing in a strict legal sense, but the
economic effect on domestic firms is comparable.

C. Counterarguments and Moderate Positions

» Employment and Technology Argument: Foreign companies create jobs — both direct
employment in Indian plants and indirect employment in ancillary industries. They also introduce
quality standards, global supply-chain integration, and managerial practices. Critics of the
'extraction' narrative argue that the alternative — protectionism — would cost Indian consumers
more through higher prices and deny Indian workers manufacturing jobs.

» Consumer Welfare Consideration: Indian consumers have benefited from access to high-quality
electronics and automobiles at competitive prices. If foreign firms were excluded or heavily tariffed,
Indian consumers would pay more or settle for lower-quality alternatives. From a consumer-
welfare standpoint, the current arrangement delivers genuine benefits.

» Reciprocal Market Access: Trade agreements provide Indian exporters — especially in IT services
and pharmaceuticals — market access that would not exist without the CEPA framework. The
agreement is not unilateral: India's service-sector exports have grown even if goods trade remains
unbalanced.

» Domestic Governance as the Real Constraint: One counterargument locates the problem not in
the trade agreement itself but in India's domestic industrial policy environment — high compliance
costs, regulatory fragmentation, poor infrastructure, and inadequate R&D investment. A CEPA
cannot substitute for domestic structural reforms; the trade deficit may reflect India's internal
supply-side weaknesses as much as foreign commercial strategy.

SECTION 3 — HISTORICAL EVOLUTION OF THE ISSUE

A. Pre-Independence and Early Post-Independence (Pre-1947 to 1991)

» Colonial Trade Subordination: British India's trade regime was designed to export raw materials
(cotton, jute, indigo, minerals) and import British manufactured goods, systematically preventing
domestic industry. The Lancashire-Bombay textile competition established the intellectual
precedent for arguments about unequal trade and industrial sovereignty — an argument Dadabhai
Naoroji captured in his 'drain theory," showing that colonial trade drained India's wealth rather than
developing its economy.
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» Nehruvian Import Substitution Industrialisation (I1SI): Post-independence India adopted an inward-
looking economic model — high tariffs, quantitative restrictions, industrial licensing, and public
sector dominance. The objective was to build domestic industrial capacity before opening to
international competition. The ISI model, while critiqued for inefficiency, created the foundational
industrial base (steel, chemicals, heavy engineering, defence) that India still depends on. The
argument was essentially developmental: you cannot compete before you can produce.

» FERA and Capital Controls: The Foreign Exchange Regulation Act (1973) imposed strict controls
on FDI, requiring majority Indian ownership in most sectors. The IBM and Coca-Cola exits from
India in 1977-78 rather than comply with dilution requirements illustrate the political resolve of the
era — and the economic costs of excessive restriction. The FERA experience shows the dangers
of going too far in the other direction from what is being critiqued today.

B. Liberalisation Era and the FDI Opening (1991-2010)

» 1991 Reforms: The balance-of-payments crisis of 1991 catalysed a fundamental shift — India
dismantled the licensing raj, reduced tariffs substantially, made the rupee partially convertible, and
opened most sectors to FDI. The intellectual justification was that competition would force
domestic firms to become efficient while FDI would bring capital and technology. What was
underestimated was the difference between competition that stimulates and competition that
displaces.

» WTO Membership (1995): India's accession to the WTO committed it to rule-based multilateral
trade, reducing the policy space for sector-specific protection. The WTO's Agreement on Trade-
Related Investment Measures (TRIMs) restricted performance requirements on foreign investors
(like mandatory local content or export obligations), further limiting the state's ability to condition
FDI on industrial-policy outcomes.

» India-Korea CEPA (2010): The CEPA came into force in January 2010 after negotiations that
began in 2006. It significantly reduced tariffs on Korean electronics, automobiles, and machinery
entering India. For Korean conglomerates already established in India, it dramatically reduced their
input costs for components imported from Korea, improving margins while Indian domestic
competitors faced full tariffs on equivalent imports. The asymmetry was structural and immediate.

» Missed Conditionality Window: The CEPA negotiations could have incorporated investment
chapter conditions — minimum localisation requirements, R&D spending commitments,
technology transfer milestones, and restrictions on excessive royalty repatriation. That these were
not robustly included reflects both the negotiating capacity gaps of that era and the ideological
dominance of FDI-as-inherently-beneficial assumptions in South Block thinking of the 2000s.

C. Contemporary Phase — The Reckoning (2014-Present)

» Make in India (2014): The initiative sought to attract manufacturing FDI and increase the
manufacturing sector's share of GDP from 16% to 25%. However, without restructuring existing
trade agreements, Make in India found itself competing against the very tariff preferences granted
to foreign manufacturers under CEPAs — meaning new entrants would set up export platforms in
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tariff-preferred locations (Vietham, Bangladesh) and serve the Indian market duty-free, defeating
the initiative's purpose.

» Production-Linked Incentive (PLI) Schemes (2020-21): PLI schemes offer financial incentives to
domestic and foreign manufacturers based on incremental production. This represents a shift from
passive FDI attraction to conditional incentive-linked investment. However, PLI benefits accrue to
foreign firms too, creating subsidy flows without necessarily improving the royalty or technology-
transfer equation. The conditionality is on production scale, not technology depth.

» India's RCEP Withdrawal (2019): India's decision not to join the Regional Comprehensive
Economic Partnership — citing fears of a flood of Chinese goods and the experience of existing
ASEAN FTA under-performance — represents the political learning from the Korea CEPA pattern.
It was a significant reversal of the 'integration at all costs' mindset that had dominated trade policy
since 1991.

» The Korea CEPA Review Moment (2025-26): High-level diplomatic acknowledgement of the
bilateral trade gap — India exporting roughly $6.5 billion against Korea's $21 billion — followed by
headline MoU commitments to double bilateral trade, has prompted a reassessment. The question
of whether India will use the CEPA review mechanism to renegotiate investment conditionalities
defines the current policy inflection point.

SECTION 4 — LOGICAL AND PHILOSOPHICAL BASE

A. Foundational Assumptions of the Liberalisation Framework

» Comparative Advantage (Ricardian Logic): The classical argument for free trade rests on
Ricardo's theory — countries specialise in goods they produce relatively more efficiently, and trade
enables both partners to consume beyond their individual production frontiers. Applied to India-
Korea trade, the Ricardian argument suggests India should export services and agricultural
products while Korea exports electronics and automobiles.

> The philosophical critique: Comparative advantage theory assumes static factor endowments
and ignores dynamic capability development. A country that specialises in low-value activities
never accumulates the learning-by-doing experience needed to move up the industrial value
chain. This is the core insight of development economists like Dani Rodrik and Ha-Joon
Chang — the 'infant industry argument' has developmental economic legitimacy precisely
because learning curves are real and steep.

» Washington Consensus vs. Developmental State: The Washington Consensus (fiscal discipline,
trade liberalisation, deregulation, privatisation) prescribes free trade as universally beneficial. The
East Asian Developmental State model — achieved by South Korea, Japan, Taiwan, and China —
achieved industrialisation through the opposite: targeted protection, state-directed credit,
performance-conditioned foreign investment, and export promotion rather than import
liberalisation. The profound irony is that South Korea itself industrialised through an approach that
contradicts the CEPA terms it now benefits from in India.
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B. Philosophical Frameworks Relevant to the Issue

» Rawilsian Justice and the Distributional Question: John Rawils's Difference Principle holds that
economic inequalities are just only if they benefit the least advantaged members of society.
Applied here: the question is whether the employment generated by foreign auto and electronics
firms in India sufficiently benefits Indian workers — especially lower-income workers — to justify
the capital extraction via royalties and dividends. A Rawlsian analysis would demand empirical
evidence of net benefit to the least advantaged, not aggregate GDP growth figures that conceal
distribution.

» Amartya Sen and Capability Approach: Sen argues that development must be evaluated by
whether people's real freedoms (capabilities) expand. Nominal economic growth fuelled by
foreign-firm activity in India does not necessarily expand Indian capabilities — if the skills
developed are purely assembly-line operations, if technology remains proprietary to foreign firms,
and if Indian entrepreneurs cannot enter the sector due to capital and technology barriers, then
capability expansion is limited despite visible growth.

» Kautilya's Arthashastra and Strategic State: Kautilya's political economy emphasises the state's
duty to protect and expand the kingdom's economic strength — not through autarky but through
strategic commercial policy. Kautilya distinguishes between trade that strengthens the treasury
and trade that enriches foreign kings at India's expense. His framework would identify the current
arrangement as problematic precisely because it transfers treasury to foreign entities while
providing India only secondary benefits of employment and tax revenue.

» Gramsci's Cultural Hegemony and FDI Discourse: Antonio Gramsci's concept of hegemony
applies here in an economic sense. The dominant discourse that frames FDI as inherently
developmental — that hosting foreign manufacturing is a measure of India's attractiveness and
modernity — functions as ideological hegemony that obscures the structural extraction embedded
in the arrangement. Challenging this discourse requires recognising that the metrics of success
(FDI inflows, market capitalisation, consumer access) are themselves constructed to favour the
extractive relationship.

» Habermas and Communicative Rationality: Jirgen Habermas's framework of communicative
action requires that policy decisions be reached through reasoned, inclusive public deliberation.
Trade agreement negotiations conducted by a small cadre of officials — without parliamentary
debate, civil society consultation, or public disclosure of negotiating texts — violate communicative
rationality. The legitimacy deficit of CEPAs is not just economic but fundamentally democratic.

SECTION 5 — NEW FEATURES AND UNIQUE IDEAS

» Investment-for-Technology Swap Conditionality: A genuinely novel policy architecture would link
tariff preferences under a CEPA to measurable technology-transfer milestones. A foreign
automobile company retains preferential tariff access on components only if its Indian subsidiary
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achieves a specified share of locally developed IP per quinquennium. This transforms the CEPA
from a pure market-access instrument into a dynamic industrial-policy instrument — aligning
commercial incentives with developmental outcomes.

» Royalty Cap Regulation as a Trade Policy Tool: India could negotiate a royalty cap provision —
analogous to what Brazil and China have implemented — limiting royalty payments to Indian
subsidiaries at a specified percentage of net sales, with approval requirements for anything above
that threshold. Crucially, this need not violate WTO obligations if framed as a general investment
regulation rather than a discriminatory country-specific measure.

» Market Capitalisation Reciprocity Principle: If an Indian subsidiary's market capitalisation exceeds
a specified threshold (say, equivalent to the Korean parent's capitalisation), the CEPA's tariff
preference regime should trigger an automatic review. This creates a built-in correction
mechanism when exploitation of the Indian market has become so large that the original balance-
of-benefits assumption is clearly outdated.

» OFS Windfall Levy: An innovative fiscal measure would subject IPO proceeds from Offer-for-Sale
transactions by foreign parents to a windfall levy — recognising that the value being monetised
was created by Indian consumers and enabled by Indian public infrastructure. Revenue from such
a levy could be directed into a Domestic Industry Development Fund for MSME capacity building.

» CEPA Sunset and Review Clauses with Parliamentary Ratification: Future trade agreements
should incorporate mandatory five-year review clauses with a quantitative trade-balance
benchmark, and any extension should require Parliamentary ratification — not just executive
decision. This addresses both the economic and democratic legitimacy gaps identified throughout
this analysis.

Feasibility Assessment

These proposals exist on a spectrum of feasibility. Royalty caps and CEPA review clauses are
administratively feasible and align with existing provisions in India's Companies Act and FEMA.
The market-cap reciprocity principle and OFS windfall levy would require fresh legislation.
Investment-for-technology conditionality would require WTO legal scrutiny but has precedent in
investment chapter negotiations globally. None is radical — analogous measures exist in Brazil,
China, Indonesia, and some EU member-state investment frameworks. The question is political
will, not legal impossibility.

SECTION 6 — SUSTAINABILITY OF THE IDEA

» Economic Sustainability: A balanced CEPA framework — providing market access while
conditioning investment on industrial-policy outcomes — is economically sustainable if calibrated
carefully. Excessive restriction risks FDI diversion to competitor locations, loss of employment, and
consumer welfare costs. But the current unconditioned model is equally unsustainable: it
structurally erodes domestic industrial capability over decades, as evidenced by the contraction of
India's exports to Korea even while Korean exports to India expanded rapidly. A middle path —
conditional liberalisation — is both economically rational and globally precedented.
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» Constitutional and Legal Sustainability: India's Constitution, particularly Article 39(b) and (c)
(Directive Principles), mandates that the state direct economic policy to prevent concentration of
wealth and ensure material resources are used for the common good. A trade policy framework
that consistently transfers wealth from Indian consumers to foreign parent companies may be
constitutionally questionable in spirit, even if not technically ultra vires. The Directive Principles,
while non-justiciable, provide the normative benchmark for legislative and executive action.

» Environmental Sustainability: The Vietnam paradox has an ecological dimension. Foreign
conglomerates using Indian profits to fund Vietnamese factories — which produce goods under
lower environmental standards for export back to India — enable carbon and pollution leakage.
India absorbs the consumption-side emissions of products while Vietnam absorbs the production-
side emissions, and the conglomerate avoids the full environmental cost of either. A genuinely
sustainable trade framework would incorporate carbon-border adjustment mechanisms and
supply-chain environmental standards.

» Societal Sustainability: Indian manufacturing MSMEs — especially in electronics components,
auto parts, and consumer durables — cannot compete long-term with heavily capitalised foreign
subsidiaries that enjoy tariff preferences, global supply chains, and parent-company financial
backing. The gradual hollowing out of India's MSME industrial base has severe social
consequences: unemployment in small manufacturing towns, erosion of industrial communities,
and loss of the social capital that clusters of skilled manufacturing workers generate over
generations.

» Geopolitical Sustainability: India's aspiration to be a global manufacturing hub and a swing power
in the Indo-Pacific cannot be realised if its industrial base is structurally subordinated to East Asian
conglomerates. The self-reliance narrative underpinning current Indian strategic doctrine —
military indigenisation, critical mineral control, semiconductor ambition — is internally contradicted
by a trade framework that makes India perpetually dependent on East Asian technology and
capital.

SECTION 7 — CHALLENGES RELATED TO THE ISSUE

A. Structural Challenges

» India's Industrial Ecosystem Gaps: Domestic alternatives to imported electronics and automobiles
are limited by India's thin capital goods and precision engineering base. Even if India imposes
higher tariffs or conditions FDI, it cannot immediately replace foreign-manufactured components
with equivalent Indian ones. The transition cost — during which consumers face higher prices and
production chains face disruption — is real and politically difficult to manage in a democratic
system with strong consumer interests.

» WTO Disciplines: Performance requirements on foreign investors (mandatory export targets, local
content requirements, technology transfer mandates) are restricted under the WTQO's TRIMs
Agreement. India would need to navigate these constraints carefully, either through the general
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exceptions provisions or through investment chapter negotiations outside WTO's multilateral
framework.

B. Implementation Challenges

» Transfer Pricing Enforcement Complexity: India's transfer-pricing disputes with multinational
corporations have historically resulted in prolonged litigation, with hundreds of billions of rupees in
disputed adjustments pending before courts. The technical complexity of determining 'arm's-
length' prices for royalties — especially for brand value, where no perfect market comparator
exists — makes enforcement inherently uncertain and resource-intensive.

» Negotiating Capacity and Information Asymmetry: CEPA renegotiations are complex multi-year
processes requiring sectoral expertise, legal acumen, and economic modelling capacity that the
counterpart — backed by large conglomerates' analytical resources — already possesses. India's
trade negotiating capacity needs substantial investment in specialist economists, trade lawyers,
and industry liaison mechanisms before complex renegotiations can be approached from a
position of strength.

» Investor-State Dispute Settlement Risk: Existing CEPAs may include ISDS provisions allowing
foreign investors to sue India in international arbitration if domestic policy changes reduce the
value of their investments. Any royalty cap, windfall tax, or forced technology-transfer measure
could trigger ISDS claims running into billions of dollars — a risk that must be factored into any
renegotiation strategy.

C. Stakeholder Resistance Challenges

» Consumer Interest Groups: Indian consumers who have grown accustomed to competitively priced
foreign electronics and automobiles will resist measures that raise prices in the name of industrial
policy. Political economy of trade policy consistently shows that concentrated producer interests
lose to diffuse consumer interests in the short run — yet the long-run cost of deindustrialisation is
borne by those same consumers as workers and taxpayers.

» Domestic Vested Interests in the Status Quo: Foreign companies' Indian subsidiaries — with large
Indian workforces, Indian shareholders, and Indian supply chains — create domestic
constituencies in favour of preserving the current arrangement. Indian workers in these factories,
Indian component suppliers, and Indian equity investors in the subsidiaries all benefit from the
current model, complicating any straightforward 'national interest' framing.

» Diplomatic Sensitivities: South Korea is an important strategic partner for India — in defence
technology, semiconductor cooperation, and balancing China in the Indo-Pacific. Aggressive trade
renegotiation could damage this strategic relationship, reducing Korean appetite for defence
technology sharing and diplomatic alignment that India values beyond commerce. The sequencing
of commercial and strategic dialogue requires sophisticated statecraft.

For UPSC CSE & APSC Preparation | GS Il + Il + IV + Essay
Page



UPSC/APSC Module: FTAs, FDI Extraction & India's Industrial Sovereignty
Sourobh | @sourobh

SECTION 8 — MULTIDIMENSIONAL ANALYSIS

Economic Dimension

» The bilateral trade asymmetry reflects not just comparative disadvantage but structural lock-in:
once foreign firms dominate a market segment, network effects, brand loyalty, and supply-chain
integration make it extremely difficult for domestic challengers to enter. This is the 'market tipping'
problem that conventional trade theory understates but industrial policy literature has extensively
documented since Friedrich List's work in the 19th century.

» India's manufacturing sector has consistently underperformed its potential — contributing 13-15%
of GDP against the aspirational 25% target. An underappreciated factor is the competitive
displacement effect of tariff-preferred foreign manufacturers who enjoy scale advantages from
global operations, making entry by domestic firms prohibitively costly.

» Royalty and dividend outflows represent a systematic drain on India's Balance of Payments. In a
country with periodic Current Account Deficit concerns, tolerating large-scale invisible account
outflows — royalties classified as service payments in BoP accounting — without corresponding
value capture is a macroeconomic vulnerability that compounds over decades.

Political Dimension

» Trade agreements are typically ratified by the executive without parliamentary scrutiny in India —
unlike in the US where Congress must approve significant trade deals. This executive dominance
of trade policy reduces democratic accountability and insulates negotiating failures from political
consequence, until the cumulative effects become too large to ignore publicly.

» The timing of the issue's political salience — coinciding with India's export ambition under
Atmanirbhar Bharat, the PLI scheme rollout, and the Indo-Pacific strategic realignment — creates
a political window for renegotiation. The ruling coalition's economic nationalism framing is
consistent with demanding better CEPA terms, providing political cover for what might otherwise
be dismissed as protectionism.

» State-level political economy also matters: states that host foreign manufacturing facilities have
political interests in preserving those investments even at the cost of national industrial-policy
objectives. Centre-state coordination on trade policy — particularly on investment attraction and
industrial conditionality — is an underexamined governance challenge in India's cooperative
federalism framework.

Legal Dimension

» FEMA (Foreign Exchange Management Act) Regulation 11 governs royalty payments by Indian
companies to foreign collaborators. Historically, the Reserve Bank of India's prior-approval
requirement for royalties was removed in 2009, aligning with the liberalisation logic. Reimposing a
structured approval regime — not a blanket cap — would be legally within Parliament's domain
without violating the CEPA, provided it applies to all foreign investors uniformly.
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» Companies Act, 2013, Section 188 covers related-party transactions, including royalty agreements
between subsidiaries and foreign parent companies. Strengthening the approval and disclosure
requirements for such transactions — requiring independent board approval, minority shareholder
consent, and NCLT oversight above a threshold — would enhance governance without requiring
trade-policy changes.

» WTO Agreement on TRIMs prohibits local content requirements and export performance
requirements. However, India can legally condition additional incentives (like PLI benefits) on local
content — as it does currently — without technically violating TRIMs, since the conditions attach to
incentives, not market access rights.

Ethical Dimension

» There is a profound distributional ethics question: Indian consumers — many of them middle- and
lower-income households spending a significant fraction of their savings on an appliance or a
vehicle — effectively subsidise the wealth of foreign conglomerate shareholders through the
embedded royalty and dividend structure. This invisible transfer is ethically significant even if
legally unimpeachable.

» Intergenerational equity is at stake. Each generation of Indian consumers that pays premium
royalties to foreign parents funds the parent's global expansion — including in countries that will
compete with India for future manufacturing jobs. The Indian generation that bore the cost does
not see the benefit; the next generation inherits a more difficult industrial landscape.

» Corporate ethics norms — including ESG standards increasingly demanded by global investors —
should arguably require foreign corporations to benchmark their India operations against
transparent technology-transfer commitments, local R&D investment ratios, and supply-chain
development indicators. The absence of such norms in Indian CEPA design is itself an ethical gap
that corporate governance reform can partially address.

International Relations Dimension

» The India-Korea strategic relationship encompasses defence cooperation, semiconductor
partnerships, and Korean investment in India's infrastructure. Any trade renegotiation perceived as
hostile or unpredictable could chill this broader strategic relationship, creating a classic trade-
security linkage dilemma that requires sophisticated statecraft to navigate.

» China's shadow looms large over this calculation. Both India and Korea are wary of Chinese
economic and strategic influence. An India-Korea commercial relationship that is mutually
beneficial — rather than asymmetrically extractive — would strengthen both countries' capacity to
manage the China challenge. Framing the CEPA review as 'building a sustainable partnership'
rather than 'confronting exploitation' is both diplomatically wise and substantively accurate.

» India's evolving trade policy posture — withdrawing from RCEP in 2019, pushing back on the

India-EU FTA timelines, and insisting on strong investment chapters in new deals — reflects a
strategic learning from bilateral CEPA experiences. The issue is thus not an isolated bilateral
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matter but a template case for India's entire FTA renegotiation agenda, with implications for how
India is perceived as a trade partner across the globe.

Social Dimension — Including Northeast India

» The Vietham paradox has a direct social consequence: manufacturing jobs that could have been
created in India's industrial heartland are instead created in Vietham, while Indian workers are
limited to distribution, retail, and servicing roles. The social cost of lost quality manufacturing
employment — which generates learning spillovers, skill upgrading, and community economic
resilience — is not captured in standard trade statistics.

» The MSME ecosystem in auto components and electronics components — which could grow
symbiotically with foreign assembly operations if ancillary linkage conditions were built into the
CEPA investment chapter — has instead remained stunted. Foreign tier-1 suppliers often prefer
importing components from established home-country vendors rather than developing Indian
suppliers, maintaining cost and quality consistency but limiting domestic value-chain integration.

» Northeast India and APSC Angle: Assam and the northeastern states participate in the FDI-driven
economy primarily as consumer markets rather than production sites. Foreign electronics and
automobiles sold in Guwahati or Dimapur generate royalty outflows just as much as those sold in
Mumbai, but the region has seen no corresponding manufacturing investment. The geographic
concentration of FDI in western and southern India, combined with the structural extraction
problem, makes the northeast doubly disadvantaged — bearing the consumer-side costs of the
arrangement without the employment-side benefits. India's Act East Policy rhetoric must be
matched by investment conditionality that incentivises production in the northeast.

SECTION 9 — LINKAGES WITH NCERTs

Class Xl — Introductory Macroeconomics | Chapter 6: Open Economy Macroeconomics.
(NCERT) The concept of Balance of Payments (BoP),
Current Account (trade in goods and services,
income transfers) and Capital Account (FDI,
portfolio investment) are foundational to
understanding how royalty outflows affect
India's BoP. The textbook's treatment of CAD
and exchange rate management provides the
macroeconomic scaffolding for this issue.

Class XI — Indian Economic Development Chapter 2 (Indian Economy 1950-1990):
(NCERT) Explains the logic of ISI, the Mahalanobis
model, and public sector-led industrialisation
strategy. Provides the historical baseline from
which trade liberalisation deviated, enabling
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students to trace the continuity from Nehru's
industrial vision to contemporary debates on
industrial sovereignty.

Class Xl — Indian Economic Development | Chapter 10: Comparative Development
(NCERT) Experiences of India, China, and Pakistan.
Introduces development model comparisons
which can be extended to contrast India's FDI-
led model with South Korea's and China's
developmentalist approaches — the latter two
having used FDI as a tool rather than an end in

itself.
Class X — Understanding Economic @ Chapter 4: Globalisation and the Indian
Development (NCERT) Economy. Directly introduces FDI, trade

liberalisation, the role of MNCs, and their effects
on Indian industry and workers. Provides
foundational understanding of how FDI can be
both beneficial (technology, jobs) and
potentially harmful (profit repatriation, crowding
out domestic firms).

Class XII — Political Science (Contemporary | Chapter 9: Globalisation. Discusses arguments
World Politics) for and against globalisation, the unequal power
dynamics in global trade, and the role of WTO
and trade agreements. Directly relevant to the
political economy dimensions of CEPA and
India's evolving trade stance.

Class Xl — Political Science (Indian | Directive Principles sections covering Articles
Constitution at Work) 39(b) and (c): Prevention of wealth‘
concentration and material resource distribution
for common good — the constitutional

normative basis for questioning whether |
unconditioned FDI serves the public interest.

SECTION 10 — LINKAGES WITH UPSC CSE SYLLABUS

GS Paper Il — International Relations & Governance

» Bilateral, regional, and global groupings and agreements involving India — CEPA, WTO, RCEP
withdrawal — directly maps to this issue. Questions on India's trade policy posture, FTA
renegotiation strategy, and the developmental implications of bilateral agreements are standard IR
topics in Mains.

» Effect of policies and politics of developed and developing countries on India's interests — Korean
export subsidy practices, US CHIPS Act semiconductor policies, and their impact on India's
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industrial ambitions are directly relevant sub-themes requiring integrated GS Il and IlI
understanding.

» Government policies and interventions for development in various sectors — PLI schemes,
Atmanirbhar Bharat framework, Make in India, and their interaction with CEPA commitments that
may undermine domestic industrial ambitions.

GS Paper lll — Economy & Industry

» Indian economy and issues relating to planning, mobilisation of resources, growth, development
and employment — The structural trade deficit and FDI extraction problem fall squarely within this
domain. The CEPA's impact on domestic industry, MSME competitiveness, and employment
generation is a direct GS Il topic.

» Effects of liberalisation on the economy — A perennial GS |l theme directly addressed: what has
trade liberalisation actually delivered in terms of industrial development, and where has the
promise diverged from the reality?

» Science and Technology — Technology transfer (or its absence) under FDI connects trade policy
to India's technological self-reliance aspiration, bridging GS Il and GS Il dimensions.

GS Paper IV — Ethics

» Ethical concerns in government and private institutions — Royalty extraction, OF S-structured
IPOs, and the Vietnam paradox constitute a rich ethics case study: corporations acting legally but
in ways that harm India's developmental interests. The tension between legal compliance and
ethical responsibility is a classic GS IV theme.

» Corporate governance — The relationship between Indian subsidiary boards, foreign parent
companies, and minority Indian shareholders raises questions about fiduciary duty, conflict of
interest, transparency, and the ethical responsibilities of businesses operating in developing
economies.

Essay Paper
» 'Trade is the handmaiden of economic growth but also its potential seducer' — A philosophical
essay on whether free trade's benefits are as universal as its advocates claim.
» 'The global village has its property owners and its tenants' — An essay on power asymmetry in
globalisation, using FDI extraction dynamics as evidence for the persistence of structural inequality
in the international economic order.

SECTION 11 — PHILOSOPHY, EPISTEMOLOGY AND DEEPEST SYLLABUS

LINKAGES
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» The Epistemology of Trade Data: How we measure trade shapes how we understand it. Standard
trade statistics count goods at the border but not the value embedded in royalties, dividends, or
retained earnings outflows. If India adopted a "Trade in Value Added' (TiVA) accounting framework
— measuring how much of the value of foreign exports to India is actually generated in India —
the apparent gains from trade would look significantly different. This is an epistemological point
about the theory-ladenness of economic measurement: data is never neutral; it encodes
assumptions about what counts.

» Sen's Epistemic Argument for Democracy: Amartya Sen argues that famines do not occur in
functioning democracies because free press and political competition generate information flows
needed to correct policy failures. Applied here: the prolonged diplomatic silence on India's trade
deficit with Korea is partly an information failure. Democratic deliberation — through parliamentary
ratification, public interest litigation scrutiny of royalty policies, and investigative economic
journalism — would have surfaced the imbalance sooner. Information freedom is not just a political
value but an economic corrective mechanism.

» Polanyi's 'Double Movement": Karl Polanyi, in The Great Transformation, argued that markets
embedded in society generate counter-movements when they cause sufficient social harm. The
pushback against unconditioned FDI and CEPA liberalisation — from Indian industrialists, trade
unions, and economic nationalists — is precisely the Polanyian counter-movement. It is not
irrational protectionism but a socially necessary correction to market excesses. Understanding this
framework helps the student avoid simplistic 'free trade good / protection bad' framings that fail at
the UPSC Mains level.

» Constructivism in International Relations: Constructivism holds that the 'interests' of states are not
given but constructed through norms, identity, and discourse. India's identity as an emerging
power demanding equitable partnerships — rather than a developing country grateful for any FDI
— has been constructed through decades of experience and is what makes the current CEPA
review politically possible where it was not in 2010. Identity shifts precede and enable policy shifts.

Core Epistemological Insight for UPSC

The deepest epistemological point is this: the framing of 'FDI inflows' as success and 'trade
deficits' as acceptable costs of integration is itself a constructed knowledge regime that serves
the interests of capital-exporting economies. Alternative knowledge frameworks — trade in value-
added, capability-adjusted development indices, industrial sovereignty metrics — would produce
different assessments of the same empirical reality. The question of whose knowledge framework
governs trade policy negotiations is one of power as much as economics — and recognising this
is what distinguishes an analytical UPSC answer from a descriptive one.

SECTION 12 — WAY FORWARD

A. Immediate Measures (1-2 Years)
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» Strengthen FEMA-based Royalty Governance: The RBI and Ministry of Finance should re-
establish a structured review mechanism for royalty agreements between Indian subsidiaries and
foreign parents, particularly where royalty rates have increased since the CEPA came into force.
This requires only regulatory notification — not legislative amendment — and would immediately
improve India's BoP accounting transparency and corporate governance standards.

» Enhance Transfer Pricing Enforcement for Intangibles: India's Central Board of Direct Taxes
should prioritise transfer-pricing audits for royalty and brand-fee payments in sectors where CEPA
has led to significant market concentration by foreign firms. Appointment of more specialised
transfer-pricing officers and faster resolution timelines would reduce the incentive to inflate royalty
payments as a profit-shifting mechanism.

» Mandate Industrial Linkage Reporting: All foreign firms with Indian subsidiaries above a revenue
threshold should be required to annually disclose: local content ratios, R&D expenditure in India,
royalty and dividend outflows as a percentage of Indian revenues, and employment creation data.
This creates a public accountability mechanism without restricting investment — and generates
the empirical data base needed for evidence-based renegotiation.

B. Medium-Term Policy Architecture (2-5 Years)

» CEPA Investment Chapter Renegotiation: India should formally invoke the review clause of
existing CEPAs and table revised investment chapters conditioning continued tariff preferences on
technology-transfer benchmarks, minimum local content in final products sold in India, and R&D
investment commitments. This is consistent with India's position in WTO Services negotiations and
does not require WTO approval if structured as an amendment to bilateral investment
commitments.

» Anchor FDI Policy to Sectoral Industrial Strategy: India's FDI policy should be sector-specific
rather than generic. In strategic sectors — electronics, automobiles, precision engineering,
pharmaceuticals — FDI should be welcomed but conditioned on supply-chain development, local
IP filing targets, and export performance from India. In non-strategic consumer services sectors,
unconditioned FDI may be appropriate. This differentiated approach avoids both blanket
protectionism and blanket openness.

» Industrial Partnership Model with Trade Partners: Rather than an adversarial renegotiation, India
could propose a new bilateral 'industrial partnership' framework: foreign firms that commit to
setting up genuine R&D centres in India, training Indian engineers in core technologies, and
developing Indian tier-1 suppliers would receive enhanced incentives (PLI top-ups, concessional
land, fast-track regulatory clearances) over and above existing CEPA benefits. This is carrots-
before-sticks diplomacy with structural teeth.

C. Long-Term Structural Reforms (5-10 Years)

» Parliamentary Ratification of Trade Agreements: India should enact a dedicated International
Trade Agreements Act requiring Parliamentary ratification for all agreements affecting tariffs,
investment conditions, or intellectual property rights. This would inject democratic accountability
into a process that has historically been executive-dominated and insulated from public scrutiny.
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» Invest in Trade Negotiation Capacity: India's Ministry of Commerce and DPIIT need a dedicated
Trade Negotiation Intelligence Unit, drawing on econometric modelling, WTO legal expertise, and
sectoral technical knowledge. This unit should maintain real-time BoP impact assessments of
existing agreements and develop negotiating playbooks for each prospective partner — closing
the information asymmetry that has historically disadvantaged India in bilateral negotiations.

» Build a Domestic Capital Goods Industry: Ultimately, the leverage in any CEPA negotiation comes
from having credible domestic alternatives. India's ability to say 'we can develop our own
capability' is only credible if domestic capital goods, precision engineering, and semiconductor
design industries exist. The investments being made under SEMICON India and the PLI for capital
goods are necessary but insufficient — they need 10-15 year sustained commitment and patient
capital, insulated from electoral cycle disruptions.

» Northeast India Manufacturing Integration: India's Act East Policy should include a specific
manufacturing attraction component for the northeastern states. Foreign firms seeking to serve the
ASEAN market from India could be incentivised to locate export-oriented manufacturing in Assam
or Manipur, using connectivity through Bangladesh (Chittagong port access) and the India-
Myanmar-Thailand Trilateral Highway. This would simultaneously address the trade imbalance
and India's northeastern development imperative — transforming the region from a consumer
periphery into a production node in India's Act East geography.

SECTION 13 — PREVIOUS YEARS' QUESTIONS (UPSC CSE & APSC)

UPSC Mains — GS Paper Il & Ill (Direct & Thematic)

Year Paper / Exam Question

2023 GSsli 'WTO is an imperfect institution but is better than having no
institution at all." Critically examine India's stance in WTO
negotiations, with particular reference to trade in goods and
services, and the Agreement on Agriculture.

2023 GSli 'Bilateral investment treaties have proved to be a double-edged
sword for developing countries." Examine India's experience
with investor-state dispute settlement and the implications for
its trade agreements.

2022 Gsli Critically examine the factors responsible for the weak
performance of India's export sector and suggest measures to
improve its competitiveness in the post-pandemic global order.

2022 GS Il What is the significance of India's withdrawal from RCEP? How
does India's current stance on free trade agreements reflect a
reassessment of its trade strategy?
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2021 Gsli Assess the impact of Foreign Direct Investment on India's
manufacturing sector. Has it facilitated technology transfer and
domestic value-chain development?

2021 GSIi India's trade deficit has been a persistent macroeconomic
concern. Examine the structural reasons for India's trade deficit
and analyse how recent policy interventions address its root
causes.

2020 GS I Critically analyse the performance of Make in India as a
manufacturing promotion initiative. What structural constraints
limit its success?

2019 GS I How do bilateral trade agreements affect domestic industries in
developing countries? Examine with reference to India's
experience.

2018 GS I Examine the challenges faced by India in reducing its current

account deficit. How does outward FDI income and royalty
repatriation contribute to India's balance of payments stress?

2017 GS 1l Discuss the merits and limitations of the Production-Linked
Incentive (PLI) approach in promoting domestic manufacturing.

2016 GS I 'South-South cooperation is more rhetoric than reality.' Critically
examine with reference to India's trade relationships in Asia.

2015 GS I What is transfer pricing? Examine how transfer pricing disputes
affect India's tax base and what measures India has taken to
address them. |

2014 GS What are the implications of trade liberalisation for India's small
and medium enterprises? Should India adopt a selective
approach to free trade agreements? ‘

2013 GS I Critically evaluate India's FDI policy. Has FDI contributed
adequately to India's development goals of employment,
technology acquisition, and industrial growth?

UPSC Prelims — Key Conceptual Areas

» Trade in Value Added (TiVA): A statistical framework developed jointly by WTO and OECD that
measures trade by the value added in each country rather than the gross value at the border —
standard Prelims definitional question.

» Difference between CEPA, CECA, and FTA: CEPA (Comprehensive Economic Partnership
Agreement) is broader than FTA, covering investment, services, and IP. CECA (Comprehensive
Economic Cooperation Agreement) is similar. Standard Prelims definitional distinction.

» Balance of Payments components — Current Account (goods, services, primary and secondary
income) vs. Capital and Financial Account — fundamental Prelims concept that must be mastered
for both Prelims and Mains.
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» WTO Agreements — TRIMs (Trade-Related Investment Measures), TRIPS (Trade-Related
Intellectual Property Rights), GATS (General Agreement on Trade in Services) — their scope,
India-related disputes, and implications for domestic policy space.

APSC Mains — Assam/Northeast-Specific Questions

Year Paper / Exam Question

2023 APSC GS Il Examine the role of foreign direct investment in Assam's
economic development. What sectors have attracted FDI and
what are the challenges in attracting manufacturing investment
to the northeastern region?

2022 APSC GS Il Discuss the significance of Act East Policy for Assam and the
northeastern states. How can connectivity improvements
transform Assam into a trade hub?

2021 APSC GS Il 'Industrial growth in Northeast India remains constrained by
infrastructure gaps and policy asymmetries.' Critically examine
and suggest a roadmap for manufacturing-led growth in Assam.

2020 APSC GS 1l How has India's trade policy evolution — including withdrawal
from RCEP — affected the prospects for Assam's export-
oriented industries? Examine the trade-offs between protecting
domestic industries and regional economic integration.

2019 APSC GS | Examine the role of the Look East / Act East Policy in the
economic development of Assam. What are the key bottlenecks |
limiting Assam's participation in India-ASEAN trade?

SECTION 14 — MODEL ANSWERS FOR SELECTED QUESTIONS

MODEL ANSWER

Q. Critically examine the impact of India's Comprehensive Economic Partnership
Agreements (CEPAs) on domestic manufacturing. Do the gains from market access justify
the structural trade deficits that have emerged? (UPSC GS Paper lil, 250 words)
Introduction: CEPAs — binding frameworks integrating tariffs, investment, and services — were
designed to expand India's market access while attracting foreign investment. The India-South
Korea CEPA (2010) exemplifies both the promise and the structural problem of this approach.
Evidence of Structural Asymmetry: Since the CEPA's entry into force, India's exports to Korea
contracted at a compound annual rate even as Korean exports to India surged. A bilateral trade
gap of over $15 billion annually reflects not temporary imbalance but structural comparative
advantage locked in by asymmetric tariff concessions favouring Korean manufactured goods
over Indian commodities. The Extraction Dimension: Foreign subsidiaries operating in India
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repatriate profits through growing royalty rates, OFS-structured IPO proceeds, and dividend flows
that widen India's Current Account Deficit while remaining invisible in standard trade statistics.
The market capitalisation inversion — where Indian subsidiaries of foreign firms are worth more
than their foreign parent — quantifies how much value India's consumer market has created for
foreign balance sheets. The Vietnam Paradox: Foreign conglomerates deploy Indian consumer
revenues to fund manufacturing in Vietham, which exports finished goods back to India under
trade preferences. India effectively subsidises a competitor's manufacturing base — a double
loss of potential jobs and increased import competition. Way Forward: India must renegotiate
CEPA investment chapters incorporating technology-transfer benchmarks, royalty governance,
and local supply-chain development conditions. Parliamentary ratification of trade agreements
and a dedicated Trade Negotiation Intelligence Unit would prevent recurrence. Conclusion:
CEPAs need not be abandoned — they must be redesigned. Market access paired with
enforceable industrial-policy conditionality is not protectionism but strategic development
economics.

MODEL ANSWER

Q. 'The promise of FDI as a vehicle for technology transfer and industrial development
has been systematically overstated in India's trade policy.’ Critically examine. (UPSC GS
Paper lll / Essay, 250 words)

Introduction: FDI has been India's trade policy centrepiece since 1991, premised on a tripartite
promise: capital infusion, technology transfer, and employment generation. Three decades of
evidence warrant a sober reassessment that goes beyond ideology in either direction. Where
the Promise Partially Holds: In sectors like automobile manufacturing, FDI has created hundreds
of thousands of jobs, integrated India into global supply chains, and improved product quality for
consumers. Electronics assembly has built a class of technically trained workers and established
India as a component in global value chains. Where the Promise Fails — Technology: Real
technology transfer requires IP generation within India, local R&D facilities, and the development
of Indian engineering capabilities. Instead, foreign subsidiaries maintain proprietary technology
in parent-country headquarters, paying royalties back to themselves while licensing only
production-stage know-how to Indian operations. India's patent filing share remains well below
its economic weight globally. The Extraction Mechanics: Royalties, management fees, brand-
licensing charges, and OFS-structured IPO proceeds function as systematic capital extraction
instruments. The Indian subsidiary generates profits from Indian consumers; the parent
monetises those profits in Seoul, Tokyo, or Zurich. The market capitalisation inversion proves the
magnitude of this transfer. The Governance Response: India's FEMA, Companies Act, and tax
framework have the tools — transfer-pricing enforcement, related-party transaction disclosure,
conditional incentive structures. The PLI scheme represents progress but lacks technology-
transfer conditionality. Conclusion: Technology transfer is not automatic — it must be negotiated,
conditioned, and enforced. India's failure has been ideological: treating FDI inflows as inherently
beneficial regardless of conditionality. Intelligence in engagement, not hostility, is the corrective.
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MODEL ANSWER

Q. Examine the relevance of India’s Act East Policy for the economic development of the
northeastern states, with particular reference to trade and investment linkages. (APSC
Mains, 250 words)

Introduction: India's Act East Policy (AEP), evolved from the Look East Policy, explicitly positions
Northeast India as a 'gateway' to Southeast Asian markets. Yet the region's share in India's
overall trade and FDI remains negligible — indicating a persistent gap between strategic intent
and structural outcome. Strategic Logic: The AEP envisions Assam and the northeastern states
as nodes in the India-ASEAN connectivity architecture — benefiting from the India-Myanmar-
Thailand Trilateral Highway, the Kaladan Multi-Modal Transit Transport Project, and enhanced
air connectivity to Southeast Asian capitals. Geographically, the northeast is proximate to ASEAN
markets in ways that peninsular India is not, offering a natural location advantage for export-
oriented manufacturing. Where the Gap Persists: Most FDI in India clusters in coastal states
with developed infrastructure, skilled labour pools, and port access. Assam, despite hosting
Numaligarh Refinery and significant agro-industrial potential, lacks the power infrastructure,
logistics depth, and skilled technical workforce needed to attract manufacturing FDI at scale. The
bilateral trade asymmetry visible in India's CEPA relationships — where India serves as
consumer market rather than production hub — is magnified for the northeast. The CEPA
Dimension: Foreign firms seeking to serve India's market from production bases elsewhere could
be incentivised to locate export-oriented manufacturing in Assam — using Chittagong port
access and AEP-funded road links to reach ASEAN markets. This requires investment chapter
provisions in CEPAs that explicitly incentivise northeastern location. Conclusion: The northeast's
transformation from a consumer periphery to a production node requires converting AEP's
connectivity ambition into sector-specific investment conditionality — making geography work for
industrialisation rather than merely for transit.

This issue sits at the intersection of at least four GS papers simultaneously — a rare analytical
richness that UPSC rewards. GS Paper Il (India's bilateral trade agreements, governance gaps
in trade policy, parliamentary accountability), GS Paper Il (industrial development, balance of
payments, technology transfer, MSME competitiveness), GS Paper IV (corporate ethics,
intergenerational equity, distributional justice), and Essay (globalisation's unequal dividends,

industrial sovereignty, democratic legitimacy of economic policy). The issue also connects to
static fundamentals — WTO architecture, BoP accounting, FEMA, Companies Act, Directive
Principles — while demanding awareness of current developments. For APSC, the northeast
dimension is non-negotiable: every answer on trade, FDI, or Act East Policy should incorporate
the region's structural exclusion from India's manufacturing story. Note-making tip: build this as
a 'core module' that feeds into multiple topics — every time you study trade policy, FDI, balance
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of payments, MSME, or India's bilateral relations, this module provides the integrating narrative.
The philosophical dimension (Rawls, Sen, Kautilya, Gramsci, Habermas) elevates any answer

from descriptive to analytical — exactly what UPSC Mains examiners are looking for.
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