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ECIPE Bulletin No. 08/2014 (Hindi version below)
The Impact of Data Localisation on India’s Economy

By Bert Verschelde, Research Associate, ECIPE (bert.verschelde@ecipe.org)

As the global economy grows increasingly digital, businesses rely on the free flow of data
across borders to efficiently sell, produce and deliver their products. In India, national
security plans threaten to disrupt cross-border data flows, and consequently harm the
operations of most of its export-oriented businesses.

Over the past few years, there has been a global proliferation of regulatory restrictions of the internet, in
particular for commercial use. With the pretext of increasing online security and privacy, some
governments are now requiring mandatory storage of critical data on servers physically located inside
the country, i.e. data localisation. Given the nature of today’s globally interconnected economy, poorly
designed national policies that increase data processing costs have a severe economic impact as many
sectors of the economy rely on digitally supplied services and goods.

Data localisation in India

In India, online privacy is covered by rules published in 2011 by the Ministry of Communications and
Technology to implement certain provisions of the 2000 IT Act. These Reasonable Security Practices
and Procedures and Sensitive Personal Data or Information Rules introduced a strict consent
requirement that only allows for sensitive personal data to be transferred abroad when “necessary” or
when the individual’s consent has been obtained. These rules also introduced the individual’s right to
access and review personal information that a company holds. The Ministry later issued a clarification to
emphasise that the rules do not apply to outsourcing service providers in India, but only to companies
that directly collect personal data.

In January 2014, newspapers reported on a leaked internal note from the National Security Council
Secretariat (NSCS), which shows that a three-pronged strategy with strong elements of data localisation
is being considered. The NSCS proposal includes mandating all email providers to set up local servers
for their India operations such that “all data generated from within India should be hosted in these India-
based servers and this would make them subject to Indian laws.” The strategy also includes creating an
Indian email service, and asking government officials to use only email accounts provided by the
National Informatics Centre (NIC) for official communication. Other efforts focus around ensuring
Internet traffic data is routed within India as much as possible.

Economic impact of data protection

When a new regulation restricts businesses and individuals from using data in a reasonable manner —
prices of any good or service that uses data in its production also increase. Typically, data accounts for
between 4 and 31% of production input in services. For example, the input costs for logistics companies
increase when they can no longer process data on their customers or shipments using existing IT
suppliers or infrastructure, or are faced with some compliance costs for doing so. These additional new
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costs are inevitably passed on to their customers — who may be manufacturers, exporters and
consumers.

Thus, increased regulation leads firstly to domestic productivity losses for the vast number of economic
sectors that use data as a production input. Secondly, it creates an additional trade barrier for data
processing and internet services, or any service (to a lesser extent also goods) that depends on the use
of data for delivery. Thirdly, as the competitiveness of the economy changes, investments (both
domestic and foreign) will be affected.

The impact of data localisation

In a new research paper, ECIPE has assessed the economic impact of the current privacy rules and the
national security measures under consideration. The effect on GDP is rather low at -0.1%. However, if
India were to introduce an economy-wide data localisation measure, the effect on GDP would increase
to -0.8%, taking away roughly 20% of India’s projected growth for 2014. In addition, the domestic and
foreign direct investments (FDI) that drive Indian exports and long-term growth, would drop with -1.9%.
In terms of welfare loss, data localisation would costs the Indian worker almost 11 percent of one
average month’s salary.

These findings show that the negative impact of disrupting cross-border data flows should not be
ignored. The globalised economy has made unilateral trade restrictions a counterproductive strategy
that puts India at a relative loss to others in the region, with no possibilities to mitigate the negative
impact in the long run. If India fully enforces data localisation in all sectors, it will strongly impact the
Indian economy by decreasing productivity, hampering exports and discouraging investment.

www.ecipe.org
Phone +32 (0)2 289 1350 ¢ info@ecipe.org ® Rue Belliard 4-6, 1040 Brussels, Belgium


http://www.ecipe.org/publications/dataloc

pN C

o° >
& o"c,,
™
2
I ECIPE:
B U L L E I N s
<
% N

604’ 6«“
03 qyoun®

SRR goifes = 08 /2014
TRA P ANTTIRRAT TR TSI RGO BT TG
gRT 9¢ d¥iies, WM weanh, saemsus (bert.verschelde@ecipe.org)

i T AfRgd 312l ARy Ioll ¥ f$fiied & 3R 98 &l 8, FUR I9d IS
@ YU | T9, IATE AR ygar & fofg HHRN & IR STl & Yoo Jdre
) ﬁ'ﬁ'\f g | IRA H, IS GRETT IS ARl & UR TSl & JdTe E%f

R DI GaRT UL DA B, 3R IR WHY DB FId SHE AURT &
HATAT Pl JHAT g o |

fUsc g aul 4, fIey w7 9 aIfiae ST & forg, Sevie & Fame Ufdey &1 dRas TR &
& /7 § | el SifF oS FR&m SR MUARAT & 98, B8 WRBRI B 3d ANIRG & F < B
3fex Rerd TRl W Fe@yel ST @l JIfart WervT, Jieid — SeT RIFRIGRY, &I JFeIShdl IS 8 ¢ |
TS Bl fIed WR IR IR 3fdReAT B YR Bl <@d gU, TRE (SR BT IS Afqai i ST
U] AT DI G il § Pl U TR e o 2 a1 o sriagaen & &3 &l &l fS$foiea smyfd
B ATt 3R a3 T RN B |

TRA ¥ ST AR

IRA #, 3ieATsd MU FaR AR Grefial #37e §RT A8 < JAAFFT 2000 & B UGETEl &I
AL BRT B AT 2011 F UG FRAT & Srafifed §1 7 Sfd GRem wensi ik ufhare
@m@améamwﬁuﬁﬁwwwﬁﬁw%aﬁvﬁ%m
Hdeelel I STT Bl 59 "MaedS” 81 I A<l # WIAART 8 &I AT <aT & 1 99 Afdd
@ FEAM U BR ol 8 & | 39 I T BU & U Gl g8 Afdd Bl AfdAT TSN & Ugd IR
FHIET & SIBR N Y By | HAGT 7 916 H U WRIPRY 59 910 W GR o7 $ forg o) fbar fob
R Ra # 98 SHT < arel WaT YeIaRil W A T8 B, fhg fiw S wufEl ) S 9
fITTT ST THHAT HRA 2 |

SEERI 2014 H, IMSR FReTT URYE AleEed (TF T8 91 TH) 9 olld o MRS e R FArER U3l
I &, S I8 1 2 b ST WFMRIERE & Aolgd ddi @ A1 U A MR UG W fIER
fPaT ST RET T U9 U9 A1 T & URd H ) 39T UerdRll gRT IRd H FaTed & folv I JdR
Afard wu # enfid &A1 A B 39 aRE & Rd @ iR 9 S 9 ST 39 IRA Rerd e
H ARSI fhar ST =12y IR I8 I8 R Bl & S T RAT | IO H R Sl aT

T, IR RGN ARHRAT A IRBR AR & fore I Gaar AR ang ) 5 gRT Suted

FRIT Y ST WAl BT SUART R B oI PHE1 W1 A & | SR TR 3 ffSehed dva

SCIC AT STT Bl RA & e A WO YARAT HRAT & I UTq &9 dbfad PIAT 3 |

-

STl AReTU & 3N TMTa
ST P T AIH FRERT IR cafral & 3T J8F F 3 F 3UAT RS F AhaT § - O T8
AT 3R FAW S TS ScUled H 3T F SUANT IRl &, 3ADT hradar d o gig & I g



HAIR W, Ja13T & faw  Scured g # 31eT dHr AONGRT 4  31% 7% 2l 8] 3aeXoT & fog,
THATAT-A FATT ATAT UTAAT TTS 3T ITgehl AT gl Ha ST T Jdded HUeAT Al ST
IMYFIar3it a1 iaardy Fraamsit @ & B urdl § a1 VA & & ToU $ Hgureled oIerd &
HTHAT AT &, dl 3BT 3AYC 9T 96 S & 39 HfARF a8 awrd A 3fAad §7 & 345
UMbl WX 3Tl & Siram & — S 6 f#Tan, Aias 3 susr & aoa B

38 TR, Je T RAfATH qa@ uge 987 HEar # e &3 B ae Scuighdl H Jhard Hr 3R
o ST & S 3cUlG $AYC & ®T H 3¢T HT 3UANT & & gAY I 3T WA iR sexae
[arsd, a1 (3 AT TP B¢ AP PH P & fov) Bs i Jar o Beadr & v 31 & 3uIer W)
IR A €, 39 oT v ARG FRE arard e g & R, So-5 3rdegaear #

gfaegyt & aRada slar &, 3% 3aer (a¥e] 3R fageh <xat) vsnfaa @)

3¢ TATAIDIOT Pl THT

T AU MY U &, ECIPE g7 AlgT MuAadr fagat 3R Rarda afy gean surd & 3nfde

UHTAT &I 3HTeholed fohaT 14T & Hhel TR 3cUTe W YHT dgd H g0 -0.1% ©| Afhad 3R 0R
Th cATUdh JITAEAT H ST FTATAIOT & U ULT T, d7 Thel B¢ 3cUTG U A I8 I

-0.8% @ WA, ST 2014 & TIT HARA 1 HJATAT i T P oPIHIT 20% A BT G| FHD AT
& e AR facel gcaer g (Twdiamg) o s faafa AR Seerfores fawra & darfera &ar
%, -1.9% X Swen|

HeI0] FFAT &b FIY H, 3T TATAIAIUT HARART HIAMN H Teh AT AL & aded H SmHIT 11
gfaerd &fa &1 dRoT aa3T|

g @ol 21T & o5 foF WAT-uR 3T garg W arUm3il & JAhRIcHSD UHTT Y Tol3ieTl el fhar
ST Arfeu| AT FITaTAT A THARW AUR Jiday & Udh Ufdgd 0t 91 fGar § foae
HRA BT &F &b 3T e Y Jolel H 35 FJararer & [Tufd & srer fear g, 3 a0 @y o
THT H TABRIcHAD THT & HA @l DI Pls FHEAN el & IR ARG @ e & Tt a7=f 3 er
TATAIIOT AT AT &, AT T el Scuigehd!, faatd 3 arr 3R Ader & Aecafed e ARG

HegeaedT A dgd TS GHITAT D]

www.ecipe.org
Phone +32 (0)2 289 1350 ¢ info@ecipe.org ® Rue Belliard 4-6, 1040 Brussels, Belgium



