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130 INTRODUCTION

India traditionally had a multi-dimensional rel ationship with the European Union (EU), whichisits largest
trading partner, biggest sourcedf foreigndirectinvestment, major contributor of developmental aid, animportant
source of technology, and hometo alarge and influential Indian diaspora.

India was one of the first developing countriesand the first Asian country to establish diplomatic relations
withthe European EconomicCommunity (EEC) of six West Europeannations(Belgium, the Federal Republic
o Germany, France, Itay, Luxembourg and the Netherlands) and accredit its Diplomatic Mission to the
Community in January 1962.

Initialy, Indiawas primarily concerned with securing better accessto the Community market and safeguarding
its access to the UK market in the wake of the British application to join the EEC. The collapse of the
1961-63 negotiationsfor Britain's entry in the Community, led in 1964 to the suspension at zeroitstariffson
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a majer Indian export, viz. tea in bulk, This was followed by bilateral agreements on jute, coir, handloom
fabmcs, and handicrafis, The Genermlized System of Preferences (GSP), which was introduced in 1971,
helped w open the Comimunity market o Indian exports.

By 1972, trade relations between the European Economic Community and India had developed to a point
where both the EEF and Britain felt that the existing framework of bilateral and other arrangements, especially
the GSF, could be relied upon to safepuard India’s exponts o the UK market As a result, a Joant Declaration
of Intent, issued by the EEC and Britain in 1972, proclaimed the Community’s “will to strengthen and
extend its trade relations” with India (and other developing countries in Asia) and o exomine with them
“such problems as may arise in the field of rade with a view 0 seeking appropriate solutions”. This was a
kind of an intermediate position between the “associated™ countries under the Lome Convention and other
developing countries because of their hstorical links with the UK, their close relationship with the EEC
built up even prior to Britain's entry in 1973, and the number and extent of special trade preferences and
sectomal agreements linking them to the Community. [European Commission, The Euwropean Community
and India (Brussels, September 1982), pp. 4-5.] There afier there has been a continwous process of
development of close relations and parinership between the two. In this unit we discuss these in detail,

13.1 OBJECTIVES

Afler going through this unit, you will be able to understand and assess:

&  the history and development of relations between India and European Undomn;
s  nature of relationship between the two in politcal, strategic and trade matters;

& palure of foreign direct investment and developmental sid coming to India from European Union
particularly since 1991;

#  issoes of common concern For India and Ewropean Union and some of the problematic areas in the
relationship; and

o emerging trends and prospects in India — EU relations.

13.2 INDIA-EEC COMMERCIAL COOPERATION AGREEMENTS
- OF 1973 AND 1981

Ten years after India asked for a non-preferential trade agreement and more than ten years after it subminted
its aide-memaire calling for a commercial cooperation agreement, towards the end of 1972, the European
Economic Community agreed to enter in (o negotatons, which began n April 1973, The delay in the
commencement of the negotiations was the result of the Community being greatly preoccupied with its
internal problems, and pegotiations for the first enlargement. The I'.'.'nmmunlr:,' therefore remained content to
follow a limited policy conceived in the framework of old colonial relationships of its Member States,

When the United Kingdom, Ireland and Denmark joined the EEC in 1973, the enlarged Community agreed to
conclude a formal trade agreement with India. This was the frst-ever commercial agréement signed by the
EEC with a nom-associate member developing country, Indin's success was partly @ question of timing as it
was among the first countries in the developing world to recognize the importance of the nascent Community
and partly because of India’s large populatiion and landmass and being the world's largest democracy. The
five-year non-preferential Commercial Cooperation Agreement, which came into force in April 1974, provided
both a focus and a contractual basis for India-EEC relations and set the pattern for similur agreements with
other Asian countries,

The dusl aim of the 1973 agreement was the “development and diversification” of imports of each other. As
the agreement was non-preferential, the EEC's Generalized System of Preferences was expected to facilitate
acoess of Indian manufactures and semi-manufactures o the Community marker, The agreement, among |
others, provided for the estabhishment of a fugh-powered Indo-EEC Joint Commission o sor out petiodic
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interests between the two parties on a rational basis. The agreement was followed by a number of other
sectoral agreementsin various products.

The 1973 agreement was enriched and expanded both in its contents and scope by the conclusion of a new
economic and commercial cooperation agreement on 23 June 1981 (in force 1 December 1981). The new
agreement, like thefirst one, remained non-preferential, but cooperation was extended to a wider number of
sectors (industry, technol ogy, and science) with devel opment possibilitiesexcludingnofield. It wasto bevadid
initialy for five years and thereafter it wasto be automati cally extended unless expressly stated otherwise by
either of the parties. The agreement was managed by a Joint Commission, which was to meet once a year
aternately in New Delhi and Brussels. Under the agreement, India and the EEC agreed to grant each other
Most Favoured Nation trestment aslaid down in the General Agreement on Tariffsand Trade. The agreement
also contained provisionson trade and economiccooperationaswell asfor scientific,financia and devel opment
cooperation.

13.3 THIRD GENERATIONCOOPERATIONAGREEMENT, 1994

In the early 1990s, India urged an overhaul of its cooperation agreement with the European Union and an
upgraded political dialoguesince the EU was not merely another trading area, but increasingly becoming the
collectivediplomaticcentrefor Western Europe. A wide-ranging'third generation’ agreement on Partnership
and Development was signed between India and the European Union on 20 December 1993 (inforce since
August 1994). The agreement was non-preferential and the two parties agreed to grant each other most-
favoured nation treatment in their trade relations. The Agreement provided for a Joint Commission as "'the
central guardian mechanism' to oversee and inspire the entire range of cooperation activities between India
and the European Union. Three separate sub-commissionson trade, economic cooperation, and devel opment
cooperationwereal so set up to cover a more detail ed agendaand report directly to the Joint Commission. A
joint statement on political dialoguewasissued expressingtheir resol veto reinforceand intensify their mutual
relationson political, economic, technological and cultural fieldsin order to achieve''a closer and upgraded
relationship™. The agreement facilitated high-level political dialogue with the "troika”. Broad in scope, the
agreement included, among others, (a) development and diversification of trade and investment in mutual
interest; (b) encouragement of understandingand strengthening of ties between the two regionsin respect of
technical, economic and cultural matters; and (c) promotion of exchanges and communication between
businesscommunities.

134 POLITICALRELATIONS

Since 1983, meetings between the Indian Foreign Minister and the European Community Troikaled by the
Community's President-in-Council, who is the Foreign Minister of the Member State holding the EEC’s
rotating presidency have been held. In theearly 1990s, Indiaurged an overhaul of its cooperation agreement
with the European Union and an upgraded political dialogue since the European Union was not merely
another trading area, but increasingly the collective diplomatic centre for Western Europe.

The Joint Statement on Political Dialogue (issued along with the 1994 "'third generation™ agreement on
partnership and development) expressed the resolve of India and the European Union to reinforce and
intensify their mutual relations on political, economic, technological and cultural fields. The joint political
statement, Ministerial and Senior Official's meetings have carried forward the dialogue. In 1997, it was
decided to further enlarge political dialogue by the introduction of five new "mechanisms”, viz. (1) Senior
OfficidsMeetings, (2) meetings between Commissionand Indian planners; (3) bilateral meetingsin margins
of multilateral fora; (4) working groups of specialistson subjectslike export controls, terrorismexperts, and
consular affairs; and (5) launch of a Think-tank network. Subsequently, thefirst EU-India Summit (Lisbon,
2000) decided to have annual Ministerials, Senior OfficialsMeetings twicea year, and Summitson "'aregular
bass". The summits have subsequently been held on an annual basis.

134.1 The Summits

The Joint Declaration of the first IndiaaEU Summit (Lisbon, 28 June 2000), resolved that India and EU
would build ""a new strategic partnership™ (see13.7 below) in the twenty-first century in the political and
economic areas. "' The India-EU Partnershipin the 21st Century™ recognized the need to build a codlition of
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interestsin order to meet thechallengesaf the 21st Century, emphasized the importance of this partnership
in theshaping of theemerging multipolar world. A 22-point Agendafor Action, appendedto the Declaration,
listed areasin which thetwo sidesresol vkd to enhance cooperation inacomprehensiverelationship straddling
political, economic, devel opment cooperation, trade as well as scientific and technical cooperation. Each
summit has been accompanied by a Busness Summit. The first Business Summit focused on the key
sectorsinfrastructure, information technol ogy and telecommunications, pharmaceuti cal sand financial services.

The Second I ndia-EU Summit (New Delhi, 23 November 2001) adopted a joint communiqué, aDeclaration
against Terrorism, an [T Vison Statement and the signing of agreementson Science and Technology, and
the universalization of elementary education under the " Sarva Shiksha Abhiyan™. The bi-annual official
level meetings d the Joint Working Group on International Terrorism have been a useful mechanism to
ensure aregul ar exchange of views and te share our perceptions with the EU on thisissue. The Indo-EU
Round Table and the Think Tank Network had added a new dimension to civil society dialogue between
Indiaand the EU. The Second Business Summit identified key areas of biotechnology, food processing and
pharmaceuticals, IT and telecommunication, engineering and manufacturing and financial services and
insurance as areas deserving special attention.

The Third India-EU Summit (Copenhagen, 10 October 2002) expressed satisfaction with the positive
resultsof the summit"and its contribution to the consolidation of the comprehensiverelationship between
India and the EU, and reiterated the determination of the two sides to expand and deepen their cooperation
inall areas The Third Business Summit adopted a set of specific recommendationstofacilitate and improve
India-EU trade and investmentsin four sectors, namely biotechnology, textiles and clothing, power and
energy as well asfinancial services.

The Fourth | ndia-EU Summit (New Delhi, 29 November 2003) reviewed devel opments sincethe previous
summit renewed their commitment to strengthen multilateral institutions, asembodied by the United Nations
in particular. They aso reiterated their determination to fight terrorism in al its manifestations, and called
upon al nationsto fulfill thar commitments under UN Security Council Resolution 1373. The summit led
to the signing o a Customs Cooperation Agreement; a Financing Agreement for the India-EU trade and
Investment Programme (TTPP); and the decision to commence negotiations on a Maritime Agreement, and
on an Agreement to formalize India's equitable participation in the Galileo Joint Undertaking. The Fourth
Business Summit (28 November 2003) held parallel sectoral sessions on tourism, manufacturing, agro
products, pharmaceuticals, and IT.

The Fifth India-EU Summit (The Hague, 8 November 2004) resolved to take forward the implementation
of key actionsin thefollowingareas.

a tojointly elaboratea comprehensive EU-India Action Plan for a Strategic Partnership and a new Joint
Political Declaration based on the Commission'sCommunication, theCouncil's Conclusionsand India's
response paper, for approval at the Sixth Summit meeting;

e to encourage the holding of regular, institutionalised parliamentary exchanges between the Indian
Parliament and the European Parliament and promotecooperation between political parties, tradeunions,
businessassociations, universitiesand civil societies;

®* toinstall adia ogueon disarmament and non-proliferation;

e to consider regular exchange of views on possibilities for cooperation on themes like resolution of
conflicts, peace operations and reconstruction;

e to strengthen the flow of students and scholars between the EU and India through the funding of an
I ndia-specific scholarship programme under Erasmus Mundus;

e toset up an energy pand to coordinate joint efforts;

e toorganizejoint workshopson automotiveengineering, genomicsand life sciencesand nanotechnology;
and



e toorganize an EU-Indiaenvironment forum to exchange views and information on issues of mutua
interests, knowhow, technologiesand on research and analysesof specific themes.

The Sixth India-EU summit (New Delhi, 7 September 2005) adopted a Joint Action Plan to implement the
EU-India Strategic Partnershipin five key areas:

e dialogue and consultation mechanisms: It was decided to further strengthen existing mechanisms
and initiatedialoguesin new areas. It was agreed to place areport on the implementationof the Joint
Action Plan before each annual summit and an overall assessment would be submitted at the 2008
summit;

e political dialogue and cooperation: The subjects that would be initiated or pursued included a
dialogueon pluralism and diversity; regular exchange of views on regional cooperationin the EU and
SAARC; promotion of initiativesin the areaof democracy and human rights; effective multilateralism;
peacekeeping, peace-building and post-conflict resolution; establishment of a security dialogue on
disarmament, non-proliferation of weapons of mass destruction, and regional security issues; and
establishment of regular contacts between Indian and EU Counter-Terrorism Coordinators;

e bringing together people and cultures: This chapter sought to enhance better contacts between
peoplesand civil society. It included adial ogueon migration and consular i ssues; greater parliamentary
exchanges; enhancement of educational, academic and civil society exchanges,; greater cultural
cooperation; andincreased mutual visibility;

e economic policy dialogue and cooperation: Thischapter covered thefull range of sectorsof economic
cooperationand policy dial oguein theareasof industria palicy, financeand monetary affairs, environment,
clean devel opment and climatechange, energy, information and communi cation technol ogi es,empl oyment
and social palicy, etc. It sought to strengthen collaborationin science and technology, especiallyin areas
like genomics, nanotechnology and highenergy physics. It launched the Energy Panel and aBusiness
Round Table. The two sides also agreed to work towards the conclusion of an agreement on maritime
transport;

e frade and investment: The activities envisaged in this chapter included the establishment of a High
Leve TradeGroup; theestablishment of expert groupsin the areacf public-privateownership, technical
barriersto trade and sanitary and phytosanitary issues. It was also agreed to strengthen cooperationin
intellectual property rightsand cooperationon Geographical | ndi cations, activatemeetingsof expertson
trade defence instruments, etc.

The Seventh India-EU Summit (Helsinki, 13 October 2006) considered the report of the High Level Trade
Group and approved the launch of negotiations for the conclusion of a broad-based bilatera trade and
investment agreement aimed at boosting trade and building on WTO rules. The Summit also witnessed the
EU-India Business Summit and the first meeting of the EU-India CEO Round Table. Other Summit
"deliverables” included the establishment of new consultation mechanismssuch as the launch of aregular
macro-economicpolicy dialogueand the establishmentof afourth Working Group on Petroleum and Natural
Gas. It wasalso agreed to sign aMemorandumof Understandingon Cooperationin Employment and Social
Affairs. The summit also reviewed the implementationof the Joint Action Plan

135 INDIA-EUSTRATEGICPARTNERSHIP

Recognitionof India's growing stature and influenceregionally and glcbally, growing economicinterestin a
rapidly and consistently growing economy of a billion-pluspeople with an annual GDP growth rateof over

6 per cent for over a decade, the world's fourth largest economy, acquisition of nuclear weapons, steadily
improving rel ationswith the United States, and the acceptancecof Indiaasapotentia global playerininternationa
politicsand World TradeOrgani zationnegotiations- al contributedto India's admissioninto theelite club of
nations with which the EU has an annual summit (othersbeing the United States, Canada, Japan, Russia, and
China) and choice of India as a strategic partner.
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Inrecent years, theterm "' strategi c partnership' is used frequently by many nations.Indiahasforged™ strategic
relations™ or strategic partnerships with major global players. Thereis, however, no clear-cut definition of
what a strategic partnership entails.

The Joint Declaration of the first India-EU summit (Lisbon, 28 June 2000) resolved that the EU and India
shall build""a new strategic partnership™ in the twenty-first century, founded on shared val uesand aspirations,
and characterized by enhanced and multi-faceted cooperation. A 22-point Agenda for Action, appended to
the Declaration, listed areas in which the two sides resolved to enhance cooperation in a comprehensive
relationshipstraddling political, economic, devel opment cooperation, trade as well as scientificand technical

cooperation,

The Union's first-ewer Security Strategy (12 December 2003) — "'A Secure Europe in a Better World: The
European Security Sumtegy™ — urged that the EU " should look to devel op strategic partnerships with Japan,
China, Canada and India as well aswith “all those who shareour goalsand valuesand are prepared to act in

thetr suppon”.

After working for over a year, the European Commission's Communication on "An EU-India Strategic
Partnership™ (June2004) proposed todevel opastrategic partnershipwith Indiain four key areas: a) cooperation,
especially in multilateral fora, on conflict prevention, the fight against terrorism, and non-proliferation of
Wesaponsof Mass Destruction; b) strengthened economic partnership through strategic policy and sectoral
dialogues; c) development cooperation; and d) fostering intellectual and cultural exchanges. It urged that
India and the EU should forge “a strategic altiance” for the promotion of an effective multilateral approach,
proposes " strategic policy dialogues” and stresses the need for " Strategic sectoral dialogues”. Buildingon a
closerel ationship, based on shared val ues, objectivesand challengesand respectfor each other asinternational
glebal plavers and regional |eaders. Bot h, the Communi cationstates, both ' now want to put agreater strategic
edge on the partnership”, which will entail " diadlogue on ways of enhancing cooperation, on a sector-by-
sector basis”. The Communication highlighted bot h the specific areas of cooperationthat are needed to forge
""a genuinely strategic partnership” and the specific actions needed to achieveit. The Communicationstated
that the Action Plan and anew Joint Political Declaration, which to be endorsed at the sixth summit in 2005,
would be the" starting point™ of ajoint reflection that |eadsto "a firm and visible upgrading of the EU-India
relationship from the existing dialogue between good friends to a truly strategic partnership between two
magjor internationa players'”.

A 46-page’ Commission Staff Working Document’ annexed to the June 2004 Communication proposed over
ahundred actionable points in various sectors, the great mgjority of which concerned trade and commerce.
After asector-by-sector examination, it suggested how current activitiescould be streamlinedinto atighter
institutional architecture. The EU sought to deepen and widen its engagement in a broad range of sector-
specific dialoguesand devel op new instrumentsto institutionalizecooperation. The EU aso sought tofurther
intensify and broaden political dial ogue.

Six weeks|ater, in adetailed 31-page response to the Communication - thefirst- ever Indian strategy paper
onrelationswith an outsideentity —New Delhi presented a number of proposal sfor enhancing more meaningful
and systemati cinteraction with the European Unionin its Strategy Paper to the Commission Communi cation.
India envisaged ""a relationship of sovereign equality based on comparative advantage and a mutuality of
interests and benefits" — arelationship, which would be' immunefrom thevicissitudesof either Sde's relationship
with a third party".

The strategic partnership was endorsed at the fifth India-EU summit (The Hague, November 2004). Prime
Minister Manmohan Singh described Indiaand the European Union as' natural partners*. The EU especially
after its enlargement to 25 member states, he acknowledged, was emerging as "'a politicaly influential,
economically powerful and demographically diverse regiona entity™ in theworld.

The sixth summit (7 September 2005) adopted a new Political Declaration and a Joint Action Plan divided
into four sections (political, trade and investment, economuc policy, and cultural and academic) on issues of
mutua concern. The Action Plan - the first such comprehensiveAction Plan that India has with any of its
partners — seeks to promote effective multilateralism, cooperate in UN peacekeeping and in post-conflict
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political and economic rehabilitation and reconstruction. Apart from a number of sectoral initiatives, and a
High Level Trade Group was launched to study and explore ways and means to deepen and widen the
bilateral trade and investment relationship. It was decided to launch a security dialogue at senior officials
level, which would hold regular consultations on global and regional security issues, disarmament, and non-
proliferation "*to increase mutual understanding and identify possible areas of cooperation™.

13.6 TRADE

In the early 1960s, about 37 per cent of India's foreign trade with the member states of the European
Community, with bulk of the trade with the United Kingdom and West Germany. India-EU trade increased
from US $1.638 hillionin 1973 to US$ 5.701 billionin 1980. Over the decade 1981-1990, India-EU trade
increased by about five times. In 1989-1990, about 25 per cent of India's exports and more than one third of
its imports were from the European Community. In fact, there was a substantial growth in India's trade
deficit with the EC, which accounted for more than half of Indias trade deficit. There is an essentially
asymmetric trade relationship between India and the EU: for India, the EU is an extremely important trade
partner asit was the largest economic bloc in terms of population, purchasing power and international trade.
In the context of EC’s global transactions, India's share is marginal.

In thefirst four yearsof the 1990s, Indo-EU trade recorded an annua rate of growth of around 20 per cent.
Indian exports to the EU grew impressively over the years, from 4.4 billionin 1980 to « 9.9 billionin 1991
(when economic reforms began). During 2001 and 2005, India-EU trade increased with an annual average
of 11.1 per cent. In 2005, India-EU trade amounted to , 39.95 hillion with EU imports from Indiaamounting
to #18.9 hillion (covering mainly textiles/clothing, agricultural products and chemicals) while EU exports to
India amounted to #21.1 billion (covering mostly machinery and chemical products). Indiaranked as EU's
tenth trading partner accounting for 1.8 per cent of EU exports and imports.

Bilateral trade in services has grown substantially in recent years. In 2001, India exported Euro 2.5 billion
worth of services to the EU, while EU service exports to India amounted to Euro 2.4 billion. In 2004 India's
exports of services to the EU amounted to «3.8 billion (upfrom «3.0 billionin 2003), while the EU's exports
to Indiaamounted to+3.2 billionin 2004, [ Del egation of the European Commission inIndia, New Delhi.] The
European Union is also a major sources of technology transfer to India.

Problems in India-EU trade include the concentration of trade in several member states (Germany and the
United Kingdom) and three commodity categories(textiles, |eather and diamonds). For many years, arecumng
problem was India's trade deficit. Indian exporters also encounter various problems which adversely affect
market access, including tariff and non-tariff barriers, anti-dumping duties, new technical standards, sanitary
and phyoto-sanitary measures, and technical barriers to trade. Other problems include restrictions on
movements of professionals, stress on environment and fair labour practices, and preferential trading
arrangements between the EU and the countries of Eastern Europe and the Mediterranean. Brussels attributed
theslow growth of Indian exportsto poor quality, uncompetitive pricing, inability to meet delivery schedules,
unfavourable cost structures, bureaucratic red-tapism, poor infrastructure and so on.

13.7 FOREIGNDIRECT INVESTMENT

The European Union has been the largest source of FDI inflows for Indiasincethe country began economic
reformsin 1991. During August 1991 to September 2004, actual FDI from the European Union to India was
US$6.72 billion, accounting for 21.9 per cent of thetotal. The corresponding figurefor the United States was
US$4.33 billion, which accounted for 13.6 per cent. [Delegation of the European Commission to India, The
European Union and India (New Delhi, 2005).] In 2003, EU investment outflows to India amounted to Euro
820 million, whereas Indids inflows to the EU amounted to Euro 600 million (against Euro 140 millionin
2002). In2Q04, EU FDI into Indiaincreased to around Euro | billion. Numerous | ndian companies have also
raised Euro-funds to decrease loan liabilities and high interest burdens and to improve efficiency of capital.

Sectorally, the EU has a substantia financia stake in industrial machinery, transport, electrical goods and
electronics, power/energy, telecommunications, and transport, chemicals and consultancy. However, thereis

128



clearly scopefor higher investment levelsgiven the vast potential of the Indian market and thefact that India
accounts for less than one per cent of total EU foreign direct investments.

In recent years, thanksto the emergence of anumber of multinational playersat theglobal level, Indiaisnow
also emerging as a mgjor investor itself, especially in areas where it has a core advantage such as I T and
biotechnology. India's outward FDI stock has grown from $ 600 million in 1996 to $5.1 billion in 2003,
taking Indiato fourteenth placein terms of outward FDI stock among devel oping economies.

The quantum of foreign direct investment that Indiais ableto attract is much smaller than China (which has
a13-year old headstart over India). However, Indiahas severa advantagesover China- avibrant democratic
polity, the rule of law, respect for private property, a highly organised legal and bureaucratic framework
offering protectiontoforeigninvestors, high useof the Englishlanguage, thelargest pool of trained manpower
among the devel oping countries, astrong base of competent managers, aflourishingprivate sector, athriving
entrepreneurial class, and an apolitical military. These attributes are now increasingly beginning to attract
the attention of foreigninvestors.

4
13.8 DEVELOPMENT COOPERATION

The European Commission has been engaged in devel opment cooperationwith Indiasincethe 1970s. Starting
with supportfor India'sOperationFlood (which sought to hel pabout 10 millionfamiliesthroughtheincreased
production and marketing of milk), the project ranfrom 1970to 1996. Since 1976, the European Commission
has committed Euro 2 hillion (Rs. 9964 crores) to Indiain development assistance. Of this amount, nearly
Euro 660 million is channeled to large bilateral programmes in heath and education, but the European
Union also supports many projects undertaken by NGOs. Currently, EC cooperation with Indiainvolves an
expenditureof over Euro 100 million per year.

Since 1995, Indiashifted the emphasisfromindividual projectsto Sector Support Programmes in health (for
which the EU committed «240 million in 1996 and 2001) and basic education (for which the EU committed
*150 millionin 1993 and *200 millionin 2000). Thissectoral approach has been complemented by support for
focused projectsin fields such as rura development, irrigation, forestry, environmental rehabilitation and
integrated watershed management.

The European Union provides assistance for implementation of certain development programmes as per
priorities that are mutually decided. In the past, the assistance was project-oriented, but, with experience,
the focus has turned to sectoral rather than project-based assistance. Till 31 March 1995, the EC assistance
followed the procedure of the Additional Central Assistance (ACA) with regard to channelling of fu 1ds to
the States or the agenciesinvolved. From 1 April 1996, the EC funds are released as 100 per cent gi. «ils to
project accounts through Government of India. Although, the EU commitments are of the order of around
Euro 2 billion, the cumulative EU inflows since 1991-92 for various development projects in India are
around Euro 350 million approximately primarily because of complex sanction and disbursement procedures.
[www.indembassy.be/EU_DevelopmentCooperation.asp.]

EU assistance is currently focussed on the areas of environment, public health and education. Elementary
education hasthelargest outlay. TheDistrict Primary Education Programme (DPEP), which wasimplemented
partly with EC assistanceof Euro 150 million, cameto an end in December 2002. As a second phase of this
project, EC has made acommitment of Euro 200 millionin 2001 for the Sarva Shiksha Abiyaan. which aims
at "Universalisation of Elementary Education™. Another major Sector Investment Programme (pre-2002)
was in health (health and family welfare programme) sector with an outlay of Euro 240 million, which was
being implemented in 13 States of Indiafor the last seven years.

The European Commission's Country Strategy Paperfor 2002-2006 devoted Euro 225 million to
devel opment and economic cooperation. Oneaf the important el ementssought to be introduced through this
strategy paper was the shift from support to the central government towards a comprehensive devel opment
partnershipwith two reform-minded States, viz. Rgjasthan and Chhattisgarh. A sumof Euro 160 million (with
Euro 80 millionfor each state) wasall ocated for multi-sector policy programmesaimed at poverty alleviation.
These projects were scheduled to be launched in 2006 and were to be implemented over a period of 6-7
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years. In order to abandon the traditional sector-wiseapproach and provide assistancein asingle partnership
package in order to deploy bulk of the resources in one or two States for hedlth, education and poverty
dleviation.

The European Commission's new Country Strategy Paper for Indiafor the period 2007-2013islikely to give
asubstantial thrust to hel pIndiameet the Millennium Devel opment Goa s by all ocatingaround 60-70 per cent
of the resources to the healthcare and education sectors.

In the sphereof economicand cultural cooperation, major projectsincludethe EC-IndiaCivil Aviation Project
(Euro 32 million), the EC-India Maritime Transport Project (Euro 10 million), the Trade and Investment
Programme(Euro 13.4 million), the Economic Cross Cultural Programme (Euro 30 million), aSmall Projects
Facility Programme (Euro4 million), and the IndiaWindow of the Erasmus M undus Schol arshipProgramme
(Euros33 millionfor 2005-2006).

13.9 INDIA AND EUENLARGEMENT

Indiawel comed the May 2004 eastward enlargement of the European Union, which increased the number of
EU member states from 15 to 25. Enlargement has not led to any immediate or appreciablechange in the
near future on the nature and content of India's political and strategic dialogue with the European Union,
since much prior to their accession, the Accession Countries had already realigned their foreign policy
prioritieswith those o the European Union and its member states. In fact, they were either less appreciative
of or openly critical of Indids stand on issues of vital concern to India, viz. nonproliferation, Kashrnir,
human rights, and policy towards neighbours. In most of the new member states, India has yet toforgecloser
political ties with new elites in Central and East Europe since the traditional bonhom e has virtually
disappeared. In recent years, many Indian companies are discovering the potentid of Eastern Europe as a
gateway to the European Union and as an investment opportunity to improve their market statusin Europe.

13.10 SOMEMAJOR ISSUES

While IndiaE.U. relations and cooperation have continued to increase and extend in various areas there
have also been some areas o concern.

13.10.1 Non-proliferation and Civilian Nuclear Cooperation

Most Europeans neither adequately appreciated nor shared India's security concernsabout its deteriorating
external security environment and compul sionsabout exercisingits nuclear option after keepingitin abeyance
for decades. The Europeans were not convinced of Indian criticismof technology denial regimes, erected in

the nameof non-proliferation,which were being maintained even in the face f mounting evidenceof their
failureto prevent proliferation. Despite India's impeccable track record as a non-proliferator and responsible
handling of its nuclear and missile capabilities,. most Indian policymakersrealized that EU member states
were not likely to easily relax the stringent norms for the transfer of dual-use technologies vital for

modernization despite repeated requests that the EU "revisit and review' technology export control regimes
that created a restrictiveenvironment for technology transfers to the country. A quantum leap of the nature
of thelndo-UScivilian nuclear energy agreement (2 March 2006) would have been inconceivablein case of

the European Union.

13.10.2 Combating Terrorism

Despite a recognition by the EU and its member states dislike for Pakistani adventurisni in Kargil (1999),
neither the United States nor Europe were willing to confront Pakistan on its sponsorship of crossborder
terrorism. During thefirst (Lisbon, June 2000), Brusselsresisted attempts by India- avictim of terrorism
for two decades - to bring terrorism onto the agenda on the specious excusethat it was an issue bet | eft to
direct talks between Indiaand individual member states of the Union.

Post 9/11, India has sought to use the new globa norms being created by the war against terrorism to force
anendtothePakistani sponsorship and sustenance of cross-borderterrorism. Tothat end, Indian policymakers
redized that the key to success was to bring Washington around to the Indian point of view rather than
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expending effort in lobbying the EU's diverse membership, which would have a very limited influence on
Pakistan.

After thetragic incidentsaof 11 September 2001, the European Union itself accepted that terrorism had to be
henceforth among the topics of discussion and has since then figured on each summit and a Joint Working
Group on Terrorism has been meeting since then. At the second summit (New Delhi, 23 November 2001),
there were somedifficultiesin formulating the text of the Declaration against International Terrorism. After
the terrorist attack on the Indian Parliament (13 December 2001) and Indias threat to go to war with
Pakistanin the summer of 2002 led to a significantincreasein pressure by the international community on
Pakistan. A number of EU ministersvisited theregionto defusethesituation. At thethird summit (Copenhagen,
10 October 2002), the Europeanswere concerned about the consequences of escal ating tension which could
lead to a military conflict among two nuclear powers. The EU Coordinator on Counter-terrorismGijs de
Vrieswasin Indiain October 2006 for preliminary discussions.

13.10.3 Greater Political Dialogue

There are many distinct differencesin termsof foreign policy goals between the European Union and India.
The EU has clearly not been able to evolve acommon position on many politically important issues. Indian
leadersacknowledgethat ** when the European Union can havea convergenceof viewson economic, political
and strategic matterswhich are globally important, the EU will perhapsbe a counter balanceand forcein the
international global situation.

Political dial oguehas neverthel essitsbenefits. India has shed itsinitial inhibitionsabout engagingthe European
Union in developmentsin Nepal, Sri Lanka and Bangladesh. There may be some utility in trying to have a
better dialogue with the EU on regional crisesin South Asia. For instance, in recent years both the United
Statesand the EU havelooked to Indiafor leadershipregarding the Maoistinsurgency in Nepal. Brusselshas
made a magjor contributionin brokering peacein Sri Lanka.

TheEU iswiddy acknowledgedin I ndiaas an economic superpower and aformidable negotiator in multilateral
trade negotiations. India's democratic polity or the Chinacard do not necessarily earn it very high pointsin
Europe. There is a distinct difference between the European Union and the United States. For Indig, it is
much easier to deal with the United States which is characterized by effective leadership and a dedicated
pursuit of interestswhereas the EU foreign policy isconsiderably more problematicasitisdrivenforward by
committeesand compromises. It is not really aquestion of either the United Statesor the EU, but within the
web of relationships, some will naturally be closer than others. Indian preferencesare not unique.

Thereis aqualitativedifferencein the attention and focus given by the European Union to Chinaan-' India
because Beijing is more central to European intereststhan India. The dense traffic of EU officials' visitsto
Chinais not yet evident in EU-India relations, but could pick up as more and more issue areas are added to
the steadily enlarging dialogues. India-EU strategic partnershipis unlikely to be at the same level as China
even though Indiadoes not have the problemsencounteredin the relationshipwith China(e.g. humanrights,
the arms embargo, lack of status as a market economy, Chinese military's growing capabilities vis-a-vis
Taiwan, etc.).

Chinawould continueto remainfar moreimportantin the EU's Asiastrategy because of itspolitical clout, its
economic potential, the substantially higher economic stakesand trade (EU's trade with Chinaisfive times
that of Indiawhichin many ways definesthe degree of political interest that the EU and its member states
take in other countries. .

1311 PROBLEMS

There are anumber of problemsin India-EU relations. Firstly, a key difficultyin transforming the India-EU
relations is the absence of political will in Brussels. It is partly due to the preference of the larger member
statesfor dealing bilaterally with India. The strategic partnershipis essentially driven by those member states
which have substantial trade and economictieswith India. It is they who provide the vision, theideasand the
expertise.
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Secondly, in Brusselsthe number of officialsinthe Commissiondealing with Indiais only a handful; far less
in their number and profileto thosedealing with China. The problemiscompounded by thefact that thereis
an inadequate number of experts who are capable to understand the complex problemsthat India confronts
today.

Thirdly, Indians understand the complexity of doing businessat the EU level. Sincethe EU is constant work
in progress, Indian policy-makersoftenfind it bewildering to deal withit.

Fourthly, thereis considerable timelag in decision-making within the EU because of itscompulsionto work
by committeesand consensus. Thedispersal of decision-makingpower among thedifferent institutionshinders
the EU’s ability to interact in strategic terms with India.

Fifthly, despite the shared values and common ground on many issues, there are basic differencesin both
perceptionsand interests between Indiaand the European Unionin many fields,including trade, development
and globalization. The EU has taken a stand contradictory to that of India on many issuesin the WTO
negotiations.

Sixthly, thereis aconsiderabl einformation deficit in Indiaabout the European Unionin general and the new
Accession Countriesin particular. Both confront a problem of visibility. There has been asteadily increasing
awareness of the European Union in Indiain recent years.

13.12 PROSPECTSOF INDIA-EU RELATIONS

The redization of Indids extensive terrorism agenda is contingent on effective intelligence cooperation,
prevention of terrorist access to financing, and the disruption of international money-laundering networks.
The 11 September 2001, Madrid (11 March 2004) and London (7 July 2005) attacks have undoubtedly
reinforced the perception that radical Islamist terrorist events have changed in terms of scale, types of
attacks and countries targeted and that many of those involved in Kashmir terrorism aso have links with
networksof terrorism operating in Europe and other parts of the West. Though both India and Europe have
shared values, they face different security contexts and do not have shared threats. Thus, whereas India
confronts traditional security issuesthat impinge on its territorial integrity, border control, insurgencies and
separatisttendencies, the EU, more of asecurity community, mainly confronts non-traditional security threats
such as organized crime, terrorism, etc. Moreoyer, most EU member states neither share the same urgency
nor interest in, immediate and pressing need for the other. To them, Indiaisnot a genuinesecurity "' partner”
from halfway around the globe nor a solution to each other's security needs. Thus, given the mismatch of
context,concernsand goal s,-asecurity dial oguebetween | ndiaand the Union would tend to be moredeclaratory.
Initial stepsaremorelikely to bein'' soft" areasof cooperationsuch asmoney laundering, technical cooperation,
and exchange of information. The prospectsof practical, ground-level cooperation israther limited asthisis
within the ambit of competences of Member States and not the EU.

There are bright prospects for greater scientific and technological cooperation, which has recently begun
with the EU asa collectivity with the signing of a Scienceand Technology Cooperation Agreementin 2001.
Thereisconsiderablepotential for Indiaand Europeto moveincreasingly towards partnershipin cutting-edge
technologies in a manner which combines Indias strengths with European capabilities. Energy is another
areaof considerable potentia between Indiaand the European Union. India hopesthat this will lead to the
provision and transfer of technologies which can lead to a more efficient use of coal and natura gas. The
inclusion of Indiain the International Thermonuclear Experimental Reactor (ITER)in November 2005 was
supported by the European Union and other countries.

Europe's demographicprofileand agraying Europe meansthat it must consider the problemsand opportunities
of insourcing immigrants or outsourcing services. Indias greatest asset today and in the near futureisits
demographic profile. With 54 per cent of the population below 25 years of age and 80 per cent of them
educated, thereisconsiderablepotential for servicessincetheavail ability of skilled workforceand the numbers
required to maintain current productivity and efticiency levelsin Europe.

Indiaand the European Union are at thebeginning of aprocessof buildingastrategic partnership, which will
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develop incrementally. There is a proliferation of the areas in which we will witness growing dialogues,
cooperationprogrammesand projects. Many of thesedial ogueshavealead timeand will generatean inherent
momentum and dynamism which should gradually lead to concrete resultswhere acommon, mutual interest
isidentified.

EU-Indiarelationshave been, and will continueto be driven by trade and commerce. with limited prospects
of really substantial cooperationin political and strategicissues. Thereisademonstrationaf political will on
both sides to take the relationship forward. Both sides routinely stress shared values, but though shared
valuestend tofacilitatethe widening and deepeningof arelationship,they do not necessarily lead toimproved
relations. In the ultimateanalysis, it will be sharedinterestswhich will determinethe scopeand content of the
India-EU strategic partnership.

The India-EU relationshipis not based on any specific short-term or immediate exigency, but on long-term
interestsin which both sides seek to widen and deepen mutual cooperationon a broad range of issues. The
prospects and potential of the India-EU relations are indeed considerable.

13.13 SUMMARY

In this unit, you have studied the evolution and multifaceted growth of Indo-EU relations since the early
1960s up to the present and how the essentially trade and economic relationship has expanded to greater
political dialoguein recent years. The annual summitshaveled to agradual expansion of sectoral dialogues
and thegrowth of institutional mechanismsto discussissuesof mutua interest and concern. Evenif dialogue
does not narrow differences, it is useful in increasing clarity and understanding of one another's positions
and interests. The conclusion of a bilateral trade and investment pact (probably in 2-4 years), according to
the Confederation of Indian Industry, can treble two-way trade with the EU to Euro 120 billion (from the
existing Euro 40 billionin 2005), of which tradein servicesislikely to compriseEuro 75 billion.

Indiaincreasingly realizesthe growing political importanceand foreign policy profileof the EuropeanUnion
in world palitics and economy. Europeanstends to perceive Chinaas adirect immediate threat to European
jobs in some manufacturing sectors whereas India is seen as a latent and potential threat taking away
service-sectorjobs, though pressureswould increaseas both move up the valuechain. A growing Chinaand
Indiado posechallenges, but they al so provideopportunitiessinceit contributesto greater growth worldwide,
it means moreexports, especialy to aswelling consumerist middleclass, which will make more demandsof
European goods, technology, and services.

13.14 EXERCISES

1) Discusstheevolutionof Indo-EU relations.

2) Examinetrade and commercial relations between Indiaand the EU in the recent past.
3) Critically examinethe nature, limitationsand potential of the India-EU strategic partnership.
4) Analyzetheissuesand problemsin India-EU relations.

5) What are the prospectsof India-EU partnershipin near future?
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