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Abstract

This study attempts to answer one crucial resegrekstion, why the utilization of ISFTA
route for trade is very poor by the Indian expost€B0%) as compared to their Sri
Lankan Counterpart (70%) even after one decadetsofmplementation? Considering
Non Tariff Barriers(NTBs) as a subset of Non Tavilfasures (NTMs), available studies
blame that NTBs are hamstringing development oériattional trade. This paper

considers the analysis limited in nature, therefamealyses in detailthe logistic process
involved in international trade between India amdl [Sanka. After analyzing the detall

logistic process, this study has also identifiedougss NTBs sheltered within this logistic
process. In addition to that this study has brouigintvard some other issues which are
not directly related to logistic process, but areating the international trade between
these two countries.

Keywords: Non Tariff barriers, Free Trade Agreements, Inteomal Trade,
Export, Import

1. Introduction

Economic development is best fostered in an enment of free competition
(Smith, 1776).Premised on this wisdom, the develppvorld began to liberalise
trade policies to reap mutual trade benefits sir820: either fully or in piecemeal
form. South Asian countries were not exceptionthte important process. As a
result, the signing of the SAARC Preferential TrediArrangement(SAPTA)and
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formation of the South Asian Free Trade Area (SAR¥&e huge steps in this
direction. Apart from these, individual South Asiarountries have also
implemented bilateral free trade agreements teefdstateral international trade.
At this juncture India and Sri Lanka entered intbilateral agreement, known as
India-Sri Lanka Free Trade Agreement (ISFTA) in 89&hich was one among
the first ever bilateral free trade agreementsoutls Asia. Despite the adoption of
this free trade agreement the utilization of theefitrade route by the Indian
exporters was merely30% as compared to over 70%theyr Sri Lankan
counterparts in the year 2013. (High Commissionndfa, 2013)One can argue
this phenomenon as a result of substitution effectSAFTA which was
implemented in the year 2004.But SAFTA allows facgbncession only up to
80% for limited products and lines of trade as cared to 100% tariff concession
offered under ISFTA. Therefore, it can be countguad trade under the free
trade agreement is not free from barriers; ratheret are non-tariff barriers which
are hindering the prospect of free trade agreeméitglies done by De Mel
(2009); Kelegama et.al (2013) have also revealatfttt that the development-
oriented impact of ISFTA has been fairly limitedDther studies by Mukherjee &
lyengar (2013); ITC (2011); Saqgib & Taneja (200b)i@rce the issue that the
holy grail of ‘trade led growth’ fundamentally iseén jeopardized by the
existence of certain forms of Non-Tariff BarrieldTBs). These literatures have
identified 5 major NTBs viz. (i) Import policy baers, (i) Standards, testing,
packaging, and certification requirements; (iii)tAtlumping and countervailing
measures; (iv) Export subsidies and domestic stip@od (v) Government
participation in trade; as the cause for sluggisddd led development and
international relations. Again it is argued thadiam exports are less competitive
in price terms as compared to Bangladesh, Chind,a®ka and Pakistan due to
various export related NTBs (Saini (2009); Saqib T&neja (2005)).In this
context, the ITC Report (2011) has identified Sanka as the most affected
country with ‘an overall share of 69.7% of expagtifirms and 70.4% of
importing firms reporting burdensome trade bartievgh India. Despite Sri
Lanka facing more barriers to trade as comparéddia it still does well in terms
of exports to India under ISFTA due to the Speaiadl Differential Treatment
(SDT) that was accorded to the country. Being allsooantry, this asymmetry
was accommodated in the ISFTA via SDT for Sri Lamkaoffering a longer
tariff liberalization period, a longer negativet)isavourable rules of origin, etc.
Had the ISFTA not been present, the exports fromL&nka would have been
much lesser than what it is today. (High Commissibmndia, 2013)

1.1. Non-Tariff Barriers — Definitions and debate
The distinction between what classifies as NonfT dteasures and what as Non
Tariff Barriers has been subject to tremendousudsion and debate. Non-tariff
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measures (NTMs) are generally defined as policysues other than ordinary
customs tariffs that can potentially have an ecdnafiect on international trade
in goods, changing quantities traded, or pricesboth (UNCTAD/DITC/
TAB/2009/3). Some of these measures are justifiadtiee basis of various
multilateral agreements governing internationatié¢taOn the other hand those
NTMs which cannot be justified under any of thesevgions are termed as
NTBs (Gol, 2008). However certain NTMs in spite béing governed by
multilateral agreements may lead to increase iniscasd difficulties to comply
with for trade, therefore becoming a constrainttrimde. On the other hand,
McCarty (1999), states that NTBs should not be e@ws a synonym for NTMs
but rather as a sub-set of NTMs. Baldwin (1970vjates a very comprehensive
definition for a non-tariff distortion as “any meme (public or private) that
causes internationally traded goods and servicesesources devoted to the
production of these goods and services, to beakdcin such a way as to reduce
potential real world income”.

As there is no stark demarcating lines in the thoks identifying NTMs and
NTBs distinctively can be a daunting task. Therefasften NTBs are seen as
subset of NTMs. Moreover, the problem itself is Imticreatening to the prospect
of trade driven growth — barriers which prevailstire trade process but not
defined under NTMs are never addressed. For thegoparof this study, a broader
definitive approach must be taken. Hence, for thieesof identifying barriers,
NTBs are defined as any and all sort of intervergion the trade process with
exceptions of tariff barriers by which trade conipes are losing advantages of
trading. Consciously discriminated against follogvithe line of thought that all
NTBs are also NTMs but not necessarily the other araund.

1.2. Research gaps

While it is true that the above mentioned factoesteamstringing development of
international trade, it is difficult to agree thalt of these factors are active in
impeding the trade relations between India andL8nka. Observation suggests
that any form of trading requires proper logistmanagement. Trade between
India and Sri Lanka is not an exception to thisiorotLogistics management is
‘essentially integrative process that seeks tonauge the flows of materials and
supplies through the organization and its operatitinthe customers’ (Waters,
2010) with an objective of incurring minimum tran8an costs at multiple levels
of flows of materials. The handing over of goodstoustomer is facilitated by a
service provider. The ideal condition for the tct®n of goods is to have free
movement of goods, i.e. to have no trade barrierthe process of flows of the
materials. The more the barriers in the processi@fement of commodity, the
more is the transaction cost resulting into thevdiog out of profit margins for
stakeholders; primarily for the manufacturers ardduppliers and/ or buyers and/
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or traders of the goods as a whole. That realitygesats cross border trade is
subject to tariff and non-tariff barriers which mayder trade driven economic
growth and needs scholarly attention and addressitite issue with an objective
to minimize such anti-growth phenomenon and enharaze prospects among
the trading economies. Few global studies haveyaedl the logistic process
involved in the international trade process to exanthe efficiency of ports

globally (Bichou and Gray, 2005; Cheon, 2009; Pates; 2006). Though the
ports are integral part of the logistic processolwgd in international trade, but
the off port logistic process and the administetiermalities behind it are also
important to understand barriers involved in it.spige this fact, to our best
knowledge, no such study is available for Indiaéscribe in detail t the logistic
process involved in international trade in Indiaende this is an important
knowledge gap to the Indian as well as global yofiakers, stake holders and
academicians.

1.3. Scope of this study

Given this background the present study intenddeimeate how international
trading of a commodity takes place in general.istdsses the complete process
of import and export in and from India one by oBased on the discussion this
study also shows how NTBs arise within the framdwof logistics support.
Again as it is evident from the past studies, astnod the barriers are on the
Indian side, we have given key focus to understardogistic process involved
within the geographic boundary of India. The sttangf this study lies in
building a general framework for understanding hdiwBs survive within the
regulated logistics practices of a trade cycle.eBasn this general framework,
this study intends to make recommendations to atigighe impact of NTBs as a
whole and further enhance the prospects of tradesrdrgrowth of both the
countries.

2. Methodology

As there are no extensive studies available foralrtd describe the logistic
process involved in international trade, we havedogted a primary survey with
various stakeholders involved in this process witindia. The stakeholders
involved in this survey can be classified into tbkowing groups:

Importers

Exporters

Customs House Agent

Freight Forwarders

Shipping Lines

Port and Customs authority and

Business Chambers.

NoakwNpE
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8. Government Officials

After classifying the stakeholder into differentogps, a snowball sampling
method has been applied to identify individual/graaf stake holder for group

discussions. In addition to that few stakeholdenscitation workshops were
conducted in New Delhi India and Colombo Sri Lartkamap various NTBs

arising in the trade process between India and.&rka. A detail list of number

of sample stakeholder selected from different gitie India is given in the

following Table 1. It has also been observed dupngject inception workshop

and stakeholder consultation workshops that, mioB8teoexporters and importers
are handicapped with customs house agent for pimgesheir administrative

formalities and logistics process. Given that noiiomind we have selected large
number of customs house agents for this surveygserfsee Table 1).

Table 1: Type of sample stakeholders selected fonrsey

Cities Gover| Custo | Freight | Complete| Shippin | Busines| Export
nment | m Forward | Logistic | g S er/
Offici | Hous | ers service | Line/Ai | Chamb | Import
als e providers | rlines | ers ers

Agent

Bangalore | 2 20 5 5 0 0 2

Chennai 4 10 5 3 5 2 5

Cochin 1 1 2 0 5 1 0

Mumbai 1 0 0 0 0 0 10

Kolkata 2 4 0 1 0 0 4

After completing the first round of stakeholder soltation workshops and
primary survey, most of the qualitative and quaititle data were analyzed for
further validation and verification. For validatiggurpose the second round of
stakeholder consultation workshop with governméfitials and officials from
business chambers were conducted in New Delhi asidn@bo. Thus we have
completed the process of data collection and viaiddor further analysis. In the
following section we have described findings froor gurvey in relation to our
objectives as mentioned in the earlier sectiomisf paper.
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3.  Understanding Logistic process involved in Internabnal trade with
India

In this section we have described the necessarynétmative formalities and

logistic process involved within India to complétgort and export of a

commodity.

3.1. Import Process

An import is a good brought into a jurisdiction, pesially across a national
border, from an external source. The party bringingthe good is called

animporter.Usually imports are subject to tariff barriers aard regulated by the
mandates of customs authority of the importing ¢guand trade agreements
between the exporting and importing jurisdictionSor India, trade is regulated
by the mandates of Customs Act, 1962, Customs fTAdgf, 1975 and other

country specific trade agreements ratified betwibertrading economies as well.

The complete process of import of goods compriseésrnajor steps which are as
follows:

Identifying an import commodity and selection of supplier. It is the most
important step as it cursors the initiation of intgional trading. Fora person to
be an importer he needs to choose his commodityhuadities of import. Based
on his choice, he searches for a supplier(s) why mia may not be a
manufacturelbut can meet the former’s trading need. In thicess of selection
of commodity and supplier, a buyer needs to take ¢f3 things:

a. Check whether the import of the commaodity is res&d/ prohibited in
the country of destination. Many countries imposstriction or
prohibit import of certain commodities to ensuréaaal interests. For
example, India has a long list of restricted itefnprohibited items
under the free trade agreement between India darichSka.

b. Check whether the supplier is a blacklisted pamtyamy list prepared
by the country of destination.

c. Does the import involve any special licensing otiian Import Export
Code (IECH for an Indian importer? In case of India, trades ho
apply for IEC to the Directorate General of Foreigrade (DGFT)
prior to international trading of any commaodity.

A person may deal in raw materials or natural potslfor example, is not/ does
not need to be a manufacturer.

%Indian trader has to apply for IEC to the Directer&eneral of Foreign Trade
prior to international trading in commodity
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Planning and collection of the commodity from thelger: Once the importer has

selected the commodity for trading and resolved libensing criteria, he/she

should first decide the mode of shipment and teofmshipment and search for

either. A shipper may ship her goods through asea or land depending on the
weight, volume and nature of the cargo. For exampt@rmaceutical items are
usually shipped via air flight; heavy minerals ahgpped in vessels. Where there
are provisions for transporting goods through laadshipper may avail truck

services to participate in international trade.i8aly, a logistics service provider

who is capable of collecting goods from the consiggpremises, transport goods
via air/ sea/ land and deliver the same to a filedivery point, or may request the
consignor/ shipper to arrange door delivery of goeds, or may depend on the
consignor/ shipper to arrange a service providegrsure export of goods from

the place of origin and further he may appoint haeoservice provider who can

handle import customs clearance at the port ofhdigge of goods and further

deliver the same to his designated point of dejiver

Import Customs Clearancdlt is true from the fact that majority of intetranal
trade takes place via sea route and our concemdeal with Indo- Sri Lankan
trade where most trade occur through sea. Thereforéhis article we have
chosen to discuss procedure of customs clearangeools imported via sea route.
Again, we have assumed here that the importer @lirde in import of
containerised cargo for the sake of simplicity &age of understanding of the
system of logistics management.

Once the deal between importer and the exportetifeed and cargo has arrived
at the port of destination, an importer appoinisuatoms broker to transact the
business of import clearance of goods from theatlysof the customs authority.
As a proof of getting appointment by the importar ¢learing his goods from the
custody of customs, the customs broker collect @whaaisation letter from the
importer and also makes him fill a Know Your Cusesm(KYC) form
accordingly as prescribed by the Customs House #&geicensing Regulations
(CHALR)set by Central Board of Excise and Custogmjernment of India (Gol,
2013). As there are increasing number of offence®Iving various modus-
operandi such as misuse of export promotion schermasdulent of export
incentives and duty evasion by bogus IEC holdars gthas been decided by the
Board to put in place th&<how Your Customer (KYC)” guidelines for Custom
House Agents (CHAS) so that they are not used tioteglly or unintentionally by
importers / exporters who indulge in fraudulent haiteés. Accordingly,
Regulation 13 of CHALR, 2004, has been suitably rasleel to provide that
certain obligations on the CHAs to verify the aetdent, correctness of IEC
Number, identity of his client and the functionin§ his client in the declared
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address by using reliable, independent, autheoaments, data or information.
In this regard, a detailed guideline on the listdotuments to be verified and
obtained from the client/ customer is given below.

a) Customs Declaration Form

b) Packing List

c) Proforma Invoice

d) Commercial invoice

e) Certificate of Origin

f) Bill of Lading if goods are shipped or a Airwaylbflimported through an

airline

g) Letter of Credit or evidence of advanced payment

h) Purchase Bill

i) Consignment Note

J) Insurance
In addition to that it is also obligatory for th&eat/ customer to furnish to the
CHA, a photograph of himself/herself in the casamindividual and those of the
authorised signatory in respect of other forms rghaizations such as company/
trusts etc., and any two of the listed documentsnastioned in the Circular
N0.9/2010 from central board of excise and custohgovernment of India (Gol,
2010).

Further to the completion of these basic formaljtidtne customs broker collects
the following documents from the importer viz. Inmpanvoice, Packing List,

Bills of Lading and Certificate of Origin (COO) igeneral. Noteworthy, if the
importer is importing any chemical such as insébts, he needs to have
certificate of permission from the Central Insddiégs Board & Registration
Committee to import such goods, which he has talbaer to the customs broker
for production of the same along with other tradewments to the customs
during the process of clearing of goods. Agaimnfimporter is importing second
hand machineries he needs to produce PollutionifiCate and Survey report
given by a Chartered Engineer via customs brokevrder to take delivery of
goods.

From the above it is clear that to ensure natiomi@rests such as safety and
security of the country & Environment, Governmehtiralia has set up certain
rules which must be followed by a service provided the importer engaged in
supply chain activity and trade and often, secustgnsured at a cost. It has been
seen that obtaining certificate from governmentaigations may delay the trade
process and further increase total cost of thelgughin.
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However, the Manifest Clearance Department (MCDegponsible for the final
step of accounting of all cargo declared to be anéal at the port. The declaration
filed under Section 30 of Customs Act, 1962 is knoas Import General
Manifest (IGM) in case of sea import and Import Be(IR) in case of land
import. This is a statutory declaration every shgs to make when enter into
India with an intention to discharge cargo. Theppse of this is to ensure that all
import of a vessel has been duly accounted fathallobligations imposed on the
master/ steamer agents of the vessel under thesmmowof Section 30 and 42 of
Customs Act, 1962, have been duly fulfilled andt thih documents relating to
import files are forthcoming and complete.

On filing of the IGM each individual import (eachillBof Lading) is reflected
against a specific line number or item number. GMlis also marked with an
import rotation number specific to the inward vésssage or airline flight. On
confirmation of the arrival of the vessel/ flightdafiling of the IGM, the CHA
prepares a Checklist and seeks for approval obda&tobn from the importer prior
to filing of a Bill of Entry (BE) with the customdt is important to mention here
that an importer can take delivery at his door stemay store goods in a customs
warehouse with pending payment of duty and may seelpart delivery from
time to time accordingly on payment of duty. Baswd the decision of the
importer, the customs broker fills a BE either tiwor delivery or a B E for
warehousing or ex-bond clearance. Now, if the ingohas desired to take
delivery of goods for door delivery, then the cussobroker files a BE for door
delivery through Electronic Data Interchange (EBystem of the customs and
waits for the assessment of the declaration maderbyn behalf of the importer.
It is the computerised system which allots a nuntbethe BE and decides
whether the cargo shall get cleared under Risk gam&nt System (RMS) or
shall be assessed, appraised and examined by custicers on payment of
customs duty.

In case an importer decides to file BE for warelmagishe has to file a BE under
section 60 and stores his goods in customs bondeehwuse. As per requirement
he arranges full/ part delivery of goods aftenfiliex-bond BE under Section 68.It
is to be noted that if the importer wants to expaatehoused goods, he needs to
file BE under Section 69 to avail waiver on dutyympent and complete export
procedure under the supervision of a Preventivieastf

Once the BE is processed, the customs broker asamjease of cargo from the
custody of the shipping line/ airline on paymentbfshipping line/ airline dues.
A delivery order is issued on presentation to tbd/pairport/ Container Freight
Station / Inland Container Depot (ICD) cargo iseesled. Cargo is physically
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handed over, subject to release by customs authdtie Customs cargo release
is based on approved and duty paid BE. It is ingmirto mention here that at
present customs authority expects importers to gaty online. They are
discouraging payment through Pay Order or Demaradit Dr

Once duty is paid and settled, the physical prooéssleasing the goods from the
custody of customs takes place. Deliveries arellystaken either from ports or
Container Freight Stations (CFS) or ICD. Notewortthe point of discharging
the goods from the custody of customs depends oath&h the cargo is
containerised or is a (break) bulk. Containerisathaes (usually full container
load (FCL)) are usually released from CFS or ICBs4. container Load (LCL)
cargoes sometimes are released from the port lgirectin some cases are
released from CFS or ICD. In Kolkata Less Contaihead (LCL) cargo is
directly released from the port. Whereas, in Daltd Bangalore the LCL cargo is
released from the ICD. Bulk or break bulk cargos meased directly from the
port.

To arrange release of cargo, the custom broketdeacahere the cargo has been
kept. On tracking the place of the cargo, he sémksoting and registration of the
BE at port/ CFS/ ICD. 4 copies of appraisementetisK1 for seal cut personnel, 2
for getting signed by laborer& 1 for Preventive i0df) are issued along with 3
labour slips. But if the BE is under RMS, just afteal checking cargo is
released.

However, for non-RMS BiIll of Entry, cargo is apmad at the airport and at the
CFS or ICD, de-stuffing of containerised cargo lmees necessary which is
followed by the appraisement procedure. On conpietif appraisement, (in case
of containerised cargo) the container is sealedpaafdared for release provided
find in parity with the declaration made and alhtys in order.

Meanwhile, Examination Officer discharges his rewsoility of preparing report
of verification and an Appraiser preparé3ut of Charge report. Then
Consignment note known &hallanis prepared and signed by the Examination
officer and Appraiser. Again 3 copies Ghte passs are prepared each of which
goes to a Preventive Officer, Port/ CFS/ ICD, cgnsient record file and to a
gatekeeper. Cargoes are loaded on trucks orrgdademove out of the customs
jurisdiction for final delivery to the importer'sedignated place.

Final Delivery of goods to the importer's premise$Vhen the process of
releasing the cargo takes place at the customsdjation, operation team
personnel of the custom broker or the transporténeimporter himself takes the
responsibility of preparing transport/ road perraybill to carry goods on road
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to the final delivery point. Transporter collect &obConsignment note from the
custom broker. Waybill is a vital document to thgporter and is a record of tax
for the State Government. On the basis of theseirdents transporter carries
imported goods and deliver the same to the impgerteremises. Thus, the
completion of import of goods takes place.

3.2. Export Process

The complete process of export of goods compris&sneajor steps which are as
follows:

Identifying the export commodity and selection afiyer. Like importers, it is of
utmost importance to all exporters to decide whai/tare going to sell to their
overseas customers. Based on their commodity smlethey search market for
sales of their products. Selection of proper malkee and geographic regions
are equally important for an exporter. Identifyintarket for sales lead to the
process of identifying right buyer(s).

Planning and preparation of necessary documentdnce a buyer has been
identified and both the trading partners have abteethe terms of trading, an
exporter takes the responsibility of raising Inei®acking List and arranges any
other necessary document which is needed to tratisabusiness. Buyer, like the
exporter shares the responsibility of respectirmgdbntract of international trade.
In this regard, types of documents required to gge@xport of a commodity are
as follows:

Customs Declaration form

Proforma Invoice

Commercial Invoice

Certificate of Origin

Letter of Credit or evidence of advanced payment

Purchase BiIll

Consignment Note

Bill of lading if goods are shipped, Air way BIlf igoods are
exported through an airline

i. Delivery Order

J. Insurance

S@~ooo0oTy

Export Logistics managementOn agreement of terms of trade, either the
exporter appoints a logistics service provider teeceite the forwarding
formalities or if the buyer wants to nominate aistig service provider the
exporter handover his cargo to the nominated lmgistervice provider to execute
the process of forwarding and final delivery of taego at the buyer’s premises.
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Before proceeding further on the discussion ofekjgort procedure process it is
noteworthy mentioning here that the physical preaeiscargo delivery usually
begins when necessary financial conditions have best by the buyer. Likewise
import, even in export, banks participates in tihecpss of financial transaction
and on the basis of letter of credit or advanceymayt or any other mechanism
trading is done.

On agreement or on complete settlement of finarteiahs, physical export of

goods process begins. The logistics service proyitl@ée is a licensed customs
broker, collects an authorization letter from tix@ater which states that he can
execute the process of export clearance on behé#tieoexporter; he also makes
the exporter fill a KYC form as per the customsutagjons. He also collects the
export invoice &packing list from the exporter toepare checklist which is

basically used to file Shipping Bill (SB), which & export declaration made to
the customs. On the other hand, the logistics serprovider also takes the
responsibility of arranging Certificate of OrigilCQO) from a chamber of

commerce or any other organization which has tjie to issue the sarhe

In addition to the preparation of SB and COO nqtegparation of other
documents and other certifications may be necestgpgnding on the nature of
export cargo. Below we have given examples of feages where special
certificates are required apart from the COO noefport.

A. To export of hazardous chemicals, service provitezds to collect
Material Safety Data Sheet from the shipper/ exgom order to
arrange Certificate from a Safety Officer to shgzéwdous goods.

B. In case of frozen fish and meat, an exporter néedeek permission
from Food Safety and Standards Authority of INdi&SAl).

C. Export of rice involves Agricultural and Processédod Products
Export Development Authority (A. P. E. D. A) Cédate is
mandatory for an exporter.

On one hand, SB and COO are processed, and onthbe lmand, the service
provider arranges a vessel/ flight to transportdlieyo. Once vessel operator has
been selected, freight booking is done; containgt pp letter is collected from
the relevant shipping line. Further, carting orgeissued and an empty container
is picked up from a container plot for stuffing.ifao be noted here that, cargo
stuffing takes place either in a plot/ warehouseamtainers are transported to the

% Another organisation, the Federation of Freightgoders’ Association of
India (FFFAI) recently has announced of startirsgi@sice of Certificate of
Origin.
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exporter’'s warehouse or factory premises for stgffand further aimed to bring
the same to a CFS or made it enter into the porsdding. But in case of air
shipments, carting order and consignment note @gaped prior to the entry of
goods at the airport premises.

While gating in the portbock Challanand Shed Writer Operation is prepared.
Export Generation Print (EGP.), which contains itkedia declaration of the
shipper, consignee, flight, customs broker and catetails, is collected at the
port gate itself. Thereafter, registration and mgtfor the shipment is made.
Appraiser and Examination Officer (EO) are allottied the examination and
appraisement of the cargo. This process of appn@ste and examination may
call partial or complete de-stuffing of containdrg manual labour or use of
cranes and forklifts depending on the weight arldme of the cargo.

On appraisement & examination of the cargo, Appraissues the Late Export
Order. 3 copies of SB are system generated if SBider Duty Entitlement Pass
Book (D. E. P. B.) Scheme and 4 copies of SB ayjaired under duty exemption
case. In the later case, fourth copy is known aBBEopy which is handed over
to the shipper by the customs broker on completibthe shipment. The first
original is kept by the Customs authority, the dugie copy is known as
Exporter's Copy which belongs to the exporter, #naltriplicate copy is known

as the Exchange Control Copy which is handed owerthe exporter for

submission in his bank within stipulated time limBesides, another Custom/
Report Copy are generated for Customs use only.eQhe duplicate and
triplicate copies are generated, the customs broketbehalf of the shipper/
exporter presents the same along with the Dockl@h&b the Preventive Officer
to allow shipment.

It is important to mention here that above illustna describes cargo which is
sailed on ship/ aeroplane ex-post appraisementeTdr® cases where exporters
have permission to stuff containers in their prewmiand seal the same in presence
of Central Excise Department personnel. Central idexoofficial seals the
container after checking the cargo in the premidethe exporter. Further, ARE
Form 1 in 3 copies are issued in favour of the edgoaoy the official for the
removal of excisable goods for export. Such cergxaise sealed containers do
not call for the complete examination of the cabgoan EO or an appraiser. But
afterdue checking of seal the sealed containeraltwed for shipment.

Ex-post verification by the Preventive Officer aatlow of shipment, Dock

Challan is deposited to the shed writer at porsdglaon the declaration made in
the Dock Challan, Mate Receipt (3 copies issued: fam the shipper, second
copy is for the shipping line and the last copyobgk to the stevedore) is
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prepared by a stevedore who subsequently getsfiedaby a Chief Officer of the
prospective sailing vessel. Further Vessel Call NemSB and quantity of goods
are checked and on finding in order export cargoaded on vessel for sail.

After sailing of the vessel, the shipping line Bswa set of Bills of Lading (3 in
originals and 3 non-negotiable copies of Bills aiding) which is a proof of
receipt of goods by the shipping line, and alsotramh of carriage responsibility
of the cargo taken by the shipping line to delither same to the true owner of the
cargo in exchange of endorsed Bills of lading atidation. The exporter with the
help of CHA files Export General Manifest (EGM) tvithe customs within 48 to
72 hours from the sailing of the vessel. This EGivhfat is as prescribed by the
customs and contains the basic shipping bill detadit. shipper/ exporter, cargo
guantity and commaodity, gross weight etc. The austbroker collects the Export
Promotion copy from the customs authority and haedahe same to the
exporter. The logistics service provider handower Bill of lading to the shipper.
Thus, the export customs clearance process conasdnd at the origin point.

In the above discussion we have described botlmipert and export process in
India under the general circumstances which arenommirrespective of the
bilateral or multilateral trade agreements betwknelia and other countries. But
as our one of the key objective is to identify than tariff barriers under ISFTA
route of trade, a special focus has been givessreiof additional administrative
formalities involved in ISFTA route and this is givbelow.

3.3. Additional administrative formalities required to trade under the FTA
route

Additional guideline on Rules of Origin under ISFTA

The Rules of Origin (ROO) criteria needs to beillell to ensure the goods are

wholly produced from the country of export. In cageods are not wholly

produced ROO criteria under ISFTA requires a comitom of Domestic Value

Addition (DVA) and Change of Tariff Heading (CTH)VA in exporting country

should not be less than 35% of freight on boardBF@alue of the finished

product. Failing this criterion ensures the prodwil fall under Cumulative

Rules of Origin (CRO) criteria. Under CRO criteribzaw materials of a product

are imported from other states and this is not fleaa 10% of FOB value of the

products, a minimum 25% DVA is allowed. The CTHarion states that the HS

Codes of the imported raw materials and the figm@ducts should be different

at 4 digit level.

Documentation for COO — New Exporter under ISFTA

In order to issue a COO for the first time the daling documents have to be

produced:
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I. An affidavit is required for wholly obtained goods

il. In case of not wholly obtained Goods: (a) Cost eptant; (b)
Supporting documents of the cost statement — CusstDetlaration
Form (CUSEDEC) and invoices of imported raw matsriand
invoices of local raw materials; (c) Production Wl&hart; (d) Any
other document deemed necessary by department mimecce
officers depending upon the nature of the commodity

Documentation for COO — Regular Exporter under ISAT

I. Wholly Obtained Goods: (a) Copy of the certifieddaapproved
affidavit, (b) Commercial Invoice, (C) Parties Comf Export
CUSDEC

il. Not wholly obtained goods: (a) copy of the approeedt statement,
(b) Commercial invoice, (c) Parties copy of the@xCUSDEC

Therefore, it can be argued from the above disonst$iat the international trade
under ISFTA route is more complex than the non trade route through the
former allows tariff concession up to 100% depegdion the nature of
commodity. Hence, we have found some answer togthestion of why the
utilization of ISFTA route has been declining siribe last decade. However, the
above discussion describes the partial story aissue and a detailed analysis is
required about non-tariff barriers which are sheliein the international trade
process especially when trading under the freeetradte. This issue has been
brought forward in the following sections.

4. NTBs sheltered in the international trade process éween India and Sri
Lanka
A list of non-tariff barriers identified during osurvey with the stakeholders and
the stakeholder consultation workshops, and themes heen mapped with
different stages of logistic process. Apart frone thNTBs sheltered within the
trade process, we have also listed some othersisghieh are not directly part of
the logistic process but affecting the trade precesd international trade
performances between the countries. The detairigisn is given below.

Packaging and Labelling process

On the Indian end, due to FSSAI regulations, foogbarters and retailers are
facing mounting losses as consignments are beifd) in@ at different entry
points. Import consignments are first checked Fairt compliance for labelling
and only then sent for checking to the authorizdzbtatories. According to the
food regulator's norms, manufacturers of packaged ftems must, among other
things, list the contents in English language anl#belling, which must mention
the ingredients used and their nutritional valuBse producer's name, address

106



Vidyasagar University Journal of Economics Vol. XX, 2014-15 ISSN - 0975-8003

and country of origin must also be mentioned, andhe format prescribed by
FSSAILFSSAI also insists that importers should us# stickers indicating details
such as product type, price and nutritional valugnd the
manufacturing/producing company but must printgheduct details on the packs
that are to be shipped to India. Hence the packagost, unless orders are in
large in volume, leads to a substantial increasmosts. Also standard packaging
sizes are enforced upon. If any other packing ssa then a statement such as
‘NON STANDARD FSSAI PACKAGING SIZE’ has to be pried as well. These
mandatory declarations are too many to be followed.

Due to these problems consignments of food procdaradisraw material are being
held up at various entry points such as ports ampors, and awaiting clearance.
Containers include products such as food ingresljgrdackaged food, processed
foods, biscuits, frozen foods, seafood, cheeset areh sauces, estimated to be
worth hundreds of millions. Moreover, there is arsage of proper storage
facilities at ports (especially for items which vag cold storage facilities),
leading to loss of revenue to various traders.

Even under the Prevention of Food Adulteration (PRA&t there are no clearly
defined labelling rules and standards for the irtgof:

a) Regular Black and Green Tea (Loose tea)

b) Regular Black and Green Tea (Tea Bags)

C) Flavoured Black and Green Tea(Loose tea)

d) Flavoured Black and Green Tea(Tea Bags)

e) Assortment Flavoured and Regular Black and Giean(Tea Bags)
f) Herbal Tea- Regular/ Flavoured

0) Organic Tea- Regular/ Flavoured

Only if the labelling regulations are clearly defthand made available to traders,
it makes compliance easy and would not cause prabie clearing shipments at

the point of entry into India. As sanitary warefiagile, extra care is taken in

packaging of the seproducts. They are usually mhokestraw to insulate them

from shock and impact. But Sri Lanka does not acpepducts packed in straw.

They demand that such products be packed in 5giygatedboxes. India does
not manufacture enough 5-ply corrugated boxes tet the existing demand. The
prices are too high compared to the other countfiess actually increases the
costs of the packaging and affects the productnmim the international market.

Certification
FMCG SectorIndia does not accept third party certification. ekvif an
accredited laboratory in Sri Lanka produces a fogate confirming that Sri
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Lankan products adhere to standards required b lthey do not accept such

certification. Instead, the Indian authorities drammples from each and every
shipment and then test them in their own laboresorRecently traders have
complained that Indian authorities insist on drayvgeparate samples and carry
out separate tests on the same product packedfenedit size bottles. This leads

to unnecessary delays at the port and adds todsiediscouraging exports to

India which is a highly price competitive market.

Sri Lanka Standards Institute (SLSI), on the onedhahas entered into an
agreement unilaterally with Export Inspection Cdun@EIC) of India on

recognition of test reports/certification issued bsliable Indian authorities
accredited to provide these tests. Therefore, mdmoducts do not face
unnecessary delays or additional costs in thiseaswhile entering into Sri
Lanka.

Unfortunately, for Sri Lankan products this in iloé case as Sri Lanka does not
have an agreement with Indian authorities wherg tecept test reports and
certification issued by Sri Lanka. Also they dohdve a system in place where
they recognize third party certification (Espegialiith respect to FMCG-food
products) even if the third party is reliable amtnpetent.

A.3 Testing

ISFTA specifies that Customs shall not keep goodsriore than 3 days and shall
obtain an undertaking from the importer and releghgegoods. However, from
time to time the goods arrives at the destinatiod aamples are drawn by
customs for testing, it takes 20-30 days to obtaport from the laboratory and
overall 30-40 days to release the goods. Expoaerscharged US$4.60 to 70 as
testing fees for each sample representing evergrngonsignment. Meanwhile
importers have to pay heavy demurrage and storageges. The officials also
take 500 gms of sample for testing from every impaynsignment, which
exporters feel is grossly excessive, especialtiéncase of high value products.

In cases of international commodity trade withire trelated companies, the
transaction value is normally not accepted unlessisi proved that the
circumstances of the sale of the imported goodsatel that the relationship does
not influence the price. Special Valuation Branctamines the influence of
relationship on the invoice value of the importexbds in respect of transactions
between related parties. With a provision of regigin of Special Valuation
Bond (SVB), clearance of goods is allowed afterpoavisional terms with an
added collection of 1 percent revenue deposit sefeguard depository measure.
Usually a questionnaire is issued to importer e goods giving Special
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Valuation Bond. On receipt of revert from the imggorand final evaluation of the
same, SVB finalisation takes places within a timserfe of three to four months,
which asserts that the declared value of goodsnsiige.

SVB clearance happens to be a complex procedureevilme and money gets
involved. Importers complain that even after autiation of declared value, the
amount initially collected is not refunded, hencdip leading to a huge
unrecovered cost impact on the importer and the@uoy as well

During the course of the survey it was found that_8nka specifies registration
of cosmetics in their country even if the Indiarperter has registration in India.
Thus each time the exporter has to export to Snkaahe has to register the
product with the State Pharmaceutical CorporatibrSo Lanka, Ministry of
Health of Sri Lanka. The exporter has to send tnayéical report of the tests
carried out in India along with the samples to Bankan importers. These
samples again undergo various tests in Sri Lantex afhich the certificate of
registration is rewarded. This registration is #jed¢o Sri Lanka and is not a
mandatory procedure for exports to other countiitence, this aggravates the
agony of the exporter especially while exportingstoLanka.

Even in case of mango pulp, most importing coustrieave standard
specifications but in order to export to Sri Lankadian exporters are required to
obtain a Health Certificate from the Ministry of &l#h of Sri Lanka. However,
for the other countries they also accept the ceaté from the Government of
India (Ministry of Health). In addition, the expertalso needs to get a thread bare
analysis done. This test is conducted in ordepexi$y the exact contents of the
product. This test is conducted over a period dags and costs about Rs.5000-
Rs.7000 per consignment. According to the expoitessa test, which they do,
and include this in the cost of the products.

Import Policy Barriers

Under ISFTA, India has introduced a CAP of 2500n&m pepper that can be
imported into India from Sri Lanka annually. Sint&t April 2006 when the cap
came into operation, no exports have been madelndia under ISFTA, as the
Sri Lankan exporters have shown displeasure angestgd Indian authorities to
remove the cap and restore free trade as was #eewhen ISFTA came into
operation in 2000. India’s production of peppeaisund 50,000 tonnes and her
imports are 20,000 tonnes so this cap of 2500 ®iman insignificant figure.Sri
Lanka also has requested for quarantine clearafaresStrawberries, Wood
Apple, Dragon Fruits, Mangosteen, Mango, Ranbutarpcado, Guava. Inspite
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of Sri Lankan fruits such as strawberries doing/weell in India, India has given
the clearances only for Strawberries, Wood Apples@ragon Fruits.

Various other commodities such as meat also facblgms in India due to the
requirement of a Special Import Licence (SIL) iskugy The Ministry of
Agriculture, Department of Animal Husbandry Dainyirand Fisheries which
meets only twice or so in a month. This is a matierconcern due to the
inordinate delay/s and the requirements not bepecified on the web site
clearly.

Sri Lankan importers have also been advocatinghierremoval of rubber from
the negative list of both the countries. Importydstructure in India makes the
imported rubber compounds more expensive than tbbssdia and therefore is
not competitive for exports from Sri Lanka. If théber compounds are included
in the zero duty category for both countries, beothuntries could adopt a
mechanism where Sri Lankan company could exportctrapounds to Indian
company and final product from Indian company colld targeted to
Europe/USA markets. Under the present system théghamism of jointly
approaching the western markets is not possiblausecthe tariff structures are
making the final products more expensive. It wolld beneficial to both
countries to include rubber in the zero duty items.

Indian exporters have also complained against tbeigion of having to pay the
Terminal Handling Charges of Colombo port at Chersalf as well as sudden
levying of additional cess on their products by 8re Lankan Government and
then their sudden withdrawal, which makes the kessrenvironment uncertain.
Sri Lanka also imposes discriminatory tariff forrteén commodities such as
Onion exported from India. While the Most Favoultion (MFN) duty on both
Pakistan and India’s exports is zero, the PrefeaeRate Tariff on it is higher for
Indian exports than those from Pakistan, leadingntanfair advantage in spite of
onions being in the negative list of both the FTAs.

Contingent measures

Various products exported from Sri Lanka are subjeccertain contingent
measures such as the Anti Dumping Duty of USD3B{B/on 6 mm and above
plywood boards when the market was USD225 / M3s Timbve by India resulted
in retrenchment in Sri Lanka as a production lirael ho shut down. Even a
minimum floor price of USD60.00 per square meternoarble from Sri Lanka
made the exports to India unviable.
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In the Sri Lankan Pharmaceutical sector there ®xristile / procedure which aims
to protect the locals which is seen differently Indian exporters. In this case
when a company exports a product to Sri Lankannhoamarket the product in

Sri Lanka on its own. The product has to be reggstdy a local company and
can only be marketed by that company. Exporteigdia stated that when they
were not satisfied with the local company and warte shift to another they

could only do so with by obtaining a No Objectioerfificate from the current

company, who normally demands a large sum of money.

Recently there has been a case that has comédtavigere the agent in Sri Lanka
manufactured the drug by another manufacturer dirmlwithout any intimation /
permission from the patented manufacturer. The ymisdwere found to be
substandard and were returned by the Sri Lankdroaties. The manufacturer in
India was not told of this. When this fraud was rfduout, the manufacturer
wanted to terminate the arrangement with the afahtcould not do so as the
agent was demanding a huge amount of money althoegias proved to engage
in fraudulent activities. This had a direct negatimpact on the reputation of the
Indian manufacturer.

Political Economy and acceptance of Sri Lankan Naiials and goods in India
Political tension between Tamil Nadu and Sri Lapkathe issue of LTTE acts a
major setback in the growth of trade between Imali@ Sri Lanka. Due to
opposition of few local leaders in Tamil Nadu expos from India often do not
declare trade with Sri Lanka. Many shops which useskll Sri Lankan products
were burnt completely in the past. Even if Sri Lamkgoods enter into Tamil
Nadu, just after the entry the ‘Made in Sri Lantag is removed and then sent to
the market for selling. The discrimination agaiSstLankans is to such an extent
that Sri Lankan citizens coming for to avail seeaén Tamil Nadu or work has to
register themselves in the police station of thegality apart from registration as
a foreign citizen. This registration at local pelistation has to be renewed every
year which requires sacrifice of lot of working lewand hassles. Even various
offices such as Sri Lankan airlines, Bank of Ceylnd the Sri Lanka High
Commission have been attacked and regular demtossaare encouraged to
picket the entrance. This has led to the main rogr@ot being operational almost
since its opening in view of the increased secuiityerefore, political turmoil
between Tamil Nadu and Sri Lanka needs to be redohith utmost priority to
facilitate trade between India and Sri Lanka.

Infrastructure and Technological barriers
India being a very big country and being spreadr dkeusands of kilometres,
infrastructural support becomes an imperative taximae the utility of having
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FTA. Lack of infrastructure such as bad road cood#, problems of Information
and Communication Technology (ICT) are impedimeatgade. Majority of the
trade between India and Sri Lanka takes place gir@@hennai port. But the 20
kilometre stretch approaching Chennai port is idesastating condition due to
movement of overloaded trucks which often goes ticed by the inspection
authorities. Along with this inefficient cargo hdimgy at port hamstrings growth.
Also shallow draft and water levels in river pastsch as Kolkata and Haldia have
slowed down the trade cycle altogether.

An alternative set of infrastructural barrier comato being with the crony
economic practices in some port a la Kolkata & l#aldMost recent evidence
suggests despite high bulk cargo handling chargétaklia, port is not having
financial benefits because of business-politicAblng. High labour charges are
part of politico-money laundering. However, on remloof business-political
lobby barrier, even with a reduced cargo handlingrge been implemented, the
port speculate to earn financial benefits. “ThecGtd& Port Trust today notified
that cargo handlers would be allowed to charge aufr$¢ 119.48 a tonne for
moving bulk cargo from the jetties to the stockyamd then to trains or
trucks...Earlier, cargo handlers used to charge Rs1B® for the same work but
shared nothing with the port...The cargo handlerero share Rs 14.77 a tonne
with the port, generating around Rs 22 crore regefar the CPT.” (The
Telegraph, 28 March 2015). The attempt to eliminate police-motayndering
and business-political lobbying, will help fostenproved trade environment.
Governed cargo handling charges will check cromynemic practices and thus
mitigate transaction costs.

At the Cochin port due to high dominance of labaoions most of the traders
faced hurdles in loading and unloading of theirgoar Though with the

government interventions this issue has been redobut failed to regain the
confidence of the traders from India. This causedeuutilization of the Cochin

port. The proper utilization of Cochin port can wed the terminal handling
charges (which are calculated on the basis of tasalof containers handled per
day) as well as freight charges incurred by tradBrge to this reason traders
based in South India mostly prefer Chennai porsfopment as a result of which
the congestion at the Chennai port increases dagigdthe custom clearance.

On the ICT front there is a problem of server fialor server congestion in India
which delays the clearance of the consignment asllts into increased
transaction cost. For example, during booking @§cdhrough any shipping line
gets delayed by an average 1 day due to serverdaiAs every stage in logistic
procedure are inter linked, delay at one stageesadslays at other stages and
hence increases the number of days required toret@&ri Lanka. During our
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field survey, we came to know from the logistic yaders based in Bangalore
that, on an average every third transaction faamdayddue to server failure.
According to their view, under normal situationpalst 7 to 8 days are required to
export any cargo from Bangalore to Sri Lanka; bug tb such delay, number of
days increases up to 10 to 11 days to export toL&nka from Bangalore.
Technology support is important to achieve the benef the FTA. Such support
is expected to reduce human interaction. Autonatemsion making process will
strengthen principle based economic judgments amall gemove corrupt
practices. That India has understood and takers stepnplement IT support to
maintain trade records, adopted EDI system to remmanual interventions and
procedural delays, chances of transparency hasased. Consequently, it has
started reducing certain costs. However, thereantain loopholes in this process
of implementing hardware and software support. @gsbreakdown has been
noticed after adoption of an upgraded version dihencustoms EDI system: i.e.
implementation of EDI 1.5 version from EDI 1.00.afmot all trade activities are
electronically managed by this system thereforenuahfiling of Bill of Entry
and Shipping Bills for re-exports for example leaveoom for manual
intervention and corrupt practices.

Although such technology and infrastructure basrire not specific to a country
like Sri Lanka, but Sri Lanka being small econorepjoys less comparative
advantage to trade as compared to other developeddaveloping countries.
However, it can be easily understood that remo¥auch barriers will increase
flow of goods between India and Sri Lanka to gaurtumal benefit from FTA.

Administrative Barriers

Information on policy changes by the custom depantnis not disseminated in a
proper manner which becomes a major impedimentaitietto exporters and in

particular to importers. We have come across awasee importer from Chennai

imported mayonnaise from Colombo. Initially he imjedl the same in the form

of LCL just to check if there is any problem foetimport of mayonnaise. This

time his consignment got a smooth clearance fractstom office. On the basis
of experience of this trial when next time he intpdrFCL cargo custom didn’t

clear it by saying that government has imposed ra da the same. It can be
imported only when it appears in the list of imgaoritems. This cargo was held
in the custom house for months together and uleipahe demurrage became so
high importer didn’t even attempt to clear it. Thiglicates the lack of proper

systematic dissemination of information by governtrauthorities.

Sri Lanka uses both printed and electronic medigublish regulatory and
administrative changes related to trade. Dissemoimaif information regarding
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tariffs and regulations are done through gazettgficaetions. However, most

traders state that collection of information refate® trade was very time-
consuming, and costly. Moreover, a majority of tegpondents find it difficult to

access laws and administrative rulings even thdbghe are designated official
enquiry points for traders to obtain informatioris@from the survey it is evident
that government procedures take time in publishifigrmation through gazette
notifications. Even though several government agsniaunched websites, they
have not been regularly updated.

Measures affecting competition

The discrimination of Sri Lankan company to accésdian market affects
competing in the market. Indian advertisements lamadcasted in Sri Lanka
through cable TV and satellite broadcasting. Howewshen Sri Lanka
advertisements are broadcasted in India surchamgg®ther penalties are added
if Indian models are not used and commercial isohdidian origin.

Ethical Issues

Unfortunately, some companies of Sri Lankan fouwd be practitioner of
unethical business. Evidences suggest that sortteenf appointed some Indian
companies to import their product/s, test the mafke the same and set up
distribution. On having understanding of the marklkeé Sri Lankan companies
did not continue doing business with their initimdian counterpart. They
appointed other companies to distribute their petgland have not compensated
the earlier company which launched their produgdt/their product accepted by
retail chains etc.

There have also been cases of breach of contrdctrast from the Sri Lankan
end. Quite often it becomes impossible to iderttiky final buyer of a product in
Sri Lanka. It has often been found that buyers f@nnLanka often try to breach
the contract or manipulate the terms of trade ag #re aware of the prevailing
competition among the exporters in India. Often dyayin Sri Lanka start
bargaining with the exporter in India when the shgmt arrives at the Colombo
port and become successful in altering the terntsadie. For example, an Indian
exporter exports his consignment to Sri Lanka anldasis of the promise made
by the importer in Sri Lanka. Once the cargo readhe Colombo port importers
are supposed to fulfil the trade obligation in terof payment. Document against
Payment (DP) is such a process in which importars get documents through
Bank, which can be used for clearance of the consgnt in his name from port.
In case the importer refuses to pay the said amduatto any kind of problems
such as inability to find a potential buyer for tle&ported commodity, he
renegotiates with exporter to convert DP into Doeatrunder Acceptance (DA)
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so that importer can clear the consignment at tre lgefore paying exporter.
this situation exporter has two options (a) Findengew buyer (b) F-import the
consignment from Colombo. In the process of findangew buyer, it somimes
exceeds the limits of the days given for customarelece and in that case cust
department in Colombo auctions the consignmentexmbrter gets nothing. |
the second case exporter has to once again inedreight charges for importir
from Sri Lanka and in this process he loses a large amoarnheSbest option lie
with him is to convert DP in to DA so that imporidears the consignment a
pays whatever amount he likes. Therefore, ofteroegps to Sri Lanka are at t
mercy of the Importes and this distrust is an important n@anHf barriers anc
inhibiting the growth in trade between two courd!

This proves to be dangerous barrier for perishablemodity like onion which i
described using following Figure 1 and Figur

Figure 1: 1% Case study on Breach of trust in modifying the tesmand
conditions for trade of perishable Onic

o>

Acceptance of DA by
the Supplier

-
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Figure 2: Second Case where buyers forms a carteptit pressure on supplie
to change the terms and conditio

Supplier tries to
. . findancther buyer
TO CASH cargo
Buyersform a
‘ cartel to coerce the
supplier to get into
terms

NTBs sheltered under FT/compliance process.

In order to enjoy ISFTA benefits, the products sdaomply with the followincg
criteria.

« The Domestic Value Addition (DVA) in the exportieguntry should nc
be less than 35percent of the FOB value of theligd product ar

+ HS Codexf the imported raw materials and the finished poisl shoulc
be different at -digit level. (Change of Tariff Heading criter

It has been argued during our expert consultahah & section of exporters frc
India were exporting detergents to Srnkaand using the ISFTA route after tl
agreement cami® force. But recently, there is a change in threnfdation of the
product in Sri Lanka and due to that the raw makdspeckles) imported frol
India contributes less than 1 percen total valueof the final product. Agail
these speckles were in same HS headit the final detergent and hence |
being ableto fulfil the change in tariff heading rule and oah anymore use tr
ISFTA routé.

Even at the Sri Lankan end it is noticed that som@orter imports the
concentrated compound under HS code 2009 and mik wther relevan
components under different HS codes in SL. Therenprocess, includin
bottling has a value addition of almost 100percante>-factory cost statu
However as per thelS code description used by SL customs the itenaires
under the same HS code of the main imported inpetefore the product do

*http://shodhganga.inflibnet.ac.in:8080/jspui/biésim/10603/6691/9/(_chapterp
ercent204.pdf)
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not meet the rules of origin criteria stipulatethefefore the company requests to
dispense with the 4 digit HS conversion requiremtont the product. The
company also states that in other countries thepoomd imported is classified
under the HS code 2106 and SL customs also usepply this code until 2006
but now the imported compound and the final prochath are classified under
HS 2009. This is the main reason for not being &blaeet rules of origin criteria
under ISFTA.

General Barriers that impedetrade
Observation suggests that there are certain aspbath both the countries must
consider in order to simplify the trading procegsnbeans of developing better
coordination among implementing agencies and amgj{the weaknesses that are
hampering greater market access.

The main issue which needs to be addressed isléispite the FTA being signed
in 1998 and the lists being available only in 2@0€re is a considerable lack of
awareness of the agreement and the preferentiarlonport duties applicable.

The traders at times produce all documents to ksttakhe existence of the

agreement to avail of lower import duties. Thisagetesults in the demurrage
meter ticking, negating the advantages of tradesutids agreement. It needs to
set time frames within which procedures need tadmapleted to avoid any such
occurring problems. Traders have also highlighted fact that there is no

grievance cell to resolve disputes in internatidrede.

5. Conclusion and Policy recommendations

The FTA between India and Sri Lanka has no doubltitited trade driven

growth between two countries. Though there is ld8gation of FTA route by

the Indian exporters, Sri Lankan exporters finchdre convenient to trade with
India. This has resulted in the increase in theiw& of Sri Lankan exports to
India. However, we have to go long way to strengtlieis historical tie up

between both the countries and bilateral tradeésas the most important tools to
achieve that. In this study we have made an attempnderstand and identify
NTBs between both the countries, removal of whiehtainly will increase the

trade volume.

It is important to note here that the ISFTA beihg first ever signed FTA in
South Asia has its limitations. It is also evidéoin the past that there are NTBs
which caused misinterpretation of FTA between Indiad Sri Lanka. For
example, tariff hopping by Indian Vanaspati mantfegrs, import quota on
garments, port specific restrictions on tea, doouate®n and infrastructure
related barriers etc, which have been removed bly the parties in recent past-
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India cut import taxes on food imports includinglmpaoil to make Vanaspati
exports from Sri Lanka unviable, removal of posdtretions by Indian authorities
for tea import, removal of quota on garments arariés, launching of EDI
system to reduce administrative time for documémtaand modernization of
ports to clear goods within a short span of timeeragjor steps taken to promote
smooth functioning of FTA. In spite of that it in$1been observed that exporters
of both the countries are gradually shifting fromAFroute to non-FTA route and
it is more serious in case of Sri Lankan export@tmost 98 percent of export
from Sri Lanka was through FTA route in the yea®@2@nd it has fallen down to
65 percent in the year 2013. On the other hand,jimmanr 30 percent of Indian
exports were routed through FTA route in 2004 arihs fallen down to meagre
13 percent. Experts are of the opinion that thlisifiashare of utilization of FTA
route is mainly because of implementation of SARMAhe year 2006 and most
of the Indian exporters are using SAFTA route tRa route. Although the rate
of tariff concession is higher in FTA (up to 100rgent) than SAFTA (up to
20percent), shifting from ISFTA to SAFTA raises exrisus concern about the
existence of NTBs and hence it is important to s TA policy and take
necessary actions to remove those NTBs to strendtilateral trade between
India and Sri Lanka.

Given this back drop the present study has idextiéi list of NTBs which have
been unidentified so far by the existing studiesl gmovides the following
recommendations.

1. NTBs should not be looked as only subset of NTMgher it should
increase its scope and include barriers which tffietateral trade and can
be solved through domestic as well as foreign gointerventions. For
example, as discussed in this study that the Cheunais overcrowded
as compared to Cochin port which has also modefrasimucture
facilities. So creating awareness to the expomes importers to utilize
its capacity will reduce burden to the Chennai pand can reduce
clearance time of the goods. Hence domestic polryreduce transaction
cost and hence export will be more competitivenim ppartner countries.

2. India and Sri Lanka have different food standarde do following
different international regulations in the formudat of national standards.
The Global Food Safety Initiative (GFSI) is an ipdadent industry
driven initiative which provide leadership and qaide on foods safety
management system necessary for safety along tpplysehain, No
evidence is found whether the Standards preschigdtiem is valued by
India or Sri Lanka or not. That initiatives haveeheaken at global and
national levels, need is to integrate same under dlegis of an
international organisation such as the UN. We uwtdad that the
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countries may have some unique conditions for migaét food item3 and
international organisation needs to understandresplect same, however,
importance should be given to common standardsedls Mutual respect
would definitely foster easy of doing business.

3. Harmonization of standards for food items will reduime for testing and
certification. As per existing norms, any food itexported either from
India or Sri Lanka are tested twice (one in porbaogin and another in
port of destination) which increases unnecessawirig time. Therefore
harmonizing standards for these items will solvehsproblem.

4. Agent dominated pharmaceuticals import in Sri Lankast be controlled
by the government otherwise it will provide mongppbwer to the agents
to exploit Indian exporters and breach the trust.

5. Good governance by smoothening process of griegandgd reduce
existence of disguise buyers and breach of contract

6. Standard operating procedure must be followed ki bwe countries to
gain confidence of the exporters and importerssm kil A route for trade.

7. Neither India nor Sri Lanka use US dollar as medafraxchange in their
domestic economy. But while trading they use USadas medium of
exchange and hence increases the transactionacsitth exporters and
importers- due to the exchange loss each counfifgrsuin converting
INR or LKR to USD and vice versa. Therefore traddNR or LKR may
reduce this transaction cost at least once andehewst of trade between
both the countries.

8. Mutual recognition of certificate of origin will igto increase confidence
among the exporters and importers as it reducefomeearance of goods
from port.

9. The existing rule of origin (35percent value aduitfor tariff concession)
is too stringent and flexibility is required. lratly it can be started with
low value product and gradually can be extendedatdss high value
intermediate commodities.

10. In case of FTA, Export Inspection Council of Indssues certificate of
origin for every 20 shipments which is not viabtg fow value commodities.
Hence, limits in terms of number of shipments canchanged into value of the
product. This will reduce less documentation tilmethe low value product.

°Food item exports to Malaysia call for Halal Céctite. The country value the
certificate to such an extent that they want itrnevie wheat is exported to
Malaysia. Exporting countries have to respect santethey are doing it. But, we
think for vegetables and carbohydrates HALAL cardife is not minimum
importance and argument in favour of Halal ceréifecmust be revisited for these
products)
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Limitations of the study and future scope of researh

The main objective of this study is to preparesadif NTBs which are prevailing
between India and Sri Lanka. In this context, thotiys study has fulfilled its
objective, further research is required for thermievel understanding of NTBs
and its possible solutions. To do this a studyerpuired which understands and
analyses commodity specific trade process and hitiieBs in it. However, the
contribution of this study to fill vacuum in thisea cannot be ignored.

Acknowledgement

We are grateful to The Asia Foundation for finahsigport to conduct this study

during the period from April 2014 to March 2015.rypecial thanks go to Mr.

Somi Hazari for his suggestions and input. In aoddito that we express our

sincere gratitude to Office of Sri Lankan ConsulateChennai and Mumbai,

India, the Indian High commission office in Colomiaw their support and inputs

for this study. Last but not the least we are tiianlo Ms. Aruna for her research

support.

Bibliography

Baldwin R. (1970)Non-tariff Distortions of International Tradé& he Brookings
Institution Washington, D.C. 1970. — 210 p.

Barro, R. J., and J. Lee. (1993). International pansons of educational
attainment. Journal of Monetary Economics 32 (Ddoam363-394

Bichou K. & Gray R. (2005). A critical review of n@entional terminology for
classifying seaports. Transportation research, 3®INo. 1, pp. 75-92.

Cheon S. (2009). Impact of global terminal opematun port efficiency: A tiered
data envelopment analysis approach. Internatianahgl of logistics, Vol.
12, No. 2, pp. 85-101.

De Mel, Deshal (2009)The Role of Stakeholders in the Formulation ofusisle
Trade Policies: What Went Wrong with the Indo-LaGiePA Negotiation?
United Nations Economic and Social Commission lier Asia Pacific

Frankel, J. A. & D. Romer. (1999Does trade cause growthAmerican
Economic Review 89(3):379-399

Gol (2010), Central Board of Excise and Customs
(http://www.cbec.gov.in/customs/cs-circulars/cs-giacs10/circ09-2k10-
cus.htm accessed on 23/06/2014).

Gol (2013), Central Board of Excise and Customs
(http://www.cbec.gov.in/customs/cs-circulars/cs-giacs10/circ09-2k10-
cus.htm accessed on 23/06/2014).

High Commission of India (2013)andbook on the India- Sri Lanka Free Trade
AgreementColombo, Sri Lanka.

ITC (2011) Sri Lanka: Company Perspectives:An ITC Series om-Nariff
MeasuresITC, Palais des Nations, 1211 Geneva 10, Swénerl

120



Vidyasagar University Journal of Economics Vol. XX, 2014-15 ISSN - 0975-8003

Kelegama, S & Karunaratne, C (20 Eperiences of Sri Lanka in the Sri Lanka
— India FTA and the Sri Lanka — Pakistan FTRegional Value Chains;
Background Paper No. RVC 10; UNCTAD January 2013

Kelegama, S. and Mukherji, I. N. (200india — Sri Lanka Bilateral Free Trade
Agreement: Six Years Performance and Beydti® Discussion Papers,
New Delhi: RIS.

Mukherjee, I. N. & lyengar, K (2013)eepening Economic Cooperation between
India and Sri LankaAsia Development Bank

Mun, T. (1664)England’s Treasure by Forraign Tragedited by W. J. Ashley,
Macmilan London, 1895

Panayides P. M. (2006). Maritime logistics and glatupply chains: Towards a
research agenda. Maritime Economics & Logisticd, 8oNo. 1, p. 3.

Rodriguez, F. & Rodrik, D. (2001Jrade Policy and Economic Growth: A
Skeptic's Guide to the Cross-National EvidencBER Macroeconomics
Annual 2000, Volume 15; MIT PRess

Saini, G. K. (2009)Non-tariff measures and Indian textiles and clogh@xports
IGIDR Working Paper 2009-002

Sala-i-Martin, X. (1992)Convergence. Journal of Political Economy 100(232
25

Saqib, M. & Taneja, N. (2003 on-tariff Barriers and India’s Exports: The Case
of ASEAN and Sri LankéCRIER, New Delhi

Smith, A. (1776)An Inquiry into the Nature and causes of the WealtNations
London: Methuen & Co., Ltd.; 1904"%dition

Waters, D (2010) Global Logistics: New Directions in Supply Chain
Management The Chartered Institute of Logistics and Trangpor
KoganPage, London, UK

121



