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The decision of granting Most Favoured Nation (MFN) status to India by the federal cabinet has become a heated moot point and is intensely being debated. India granted Pakistan MFN status in 1995; however Pakistan has been very cautious on this subject owing to some political and economic considerations. As an alternative, to restore normal trade relations, Pakistan has gradually increased the number of tradable items (positive list) from India to around 2000 items. The non-permissible items (negative list) are around 10,000 in number; most of which are being imported through a third country or being smuggled into Pakistan. Notwithstanding the fact that international trade also involves security and political considerations, still the case for analysing this decision on pure economic considerations, merits serious attention.

Opposition to granting MFN status to India is based upon many premises, some of which lack substance. First, misperception involves the very nomenclature. Granting MFN status does not mean that Pakistan will give preferential treatment to India as the name suggests. It simply means that Pakistan will treat imports from India as favourably as it treats imports from other trading partners without discrimination of any kind between its trading partners. As a matter of fact MFN status is the cornerstone of the multilateral trading system of the World Trade Organisation (WTO) and it is the foremost requirement of its members, including Pakistan, to implement it in letter and spirit.

MFN status to India is also opposed on grounds of protecting ‘infant industry’ as it is believed that liberalising trade will result in dumping of cheap Indian goods in the Pakistani market to the detriment of domestic manufacturers. This argument warrants a comprehensive review. For example, for many sectors of the economy, import of low price inputs and raw materials from India can have positive effects such as lowering the cost of production and prices of manufactured goods in Pakistan. One such sector is, for example, our textile industry – which uses 33 percent of imported constituents in finished products. It can benefit significantly if these inputs are imported from India at a lesser cost rather than the US or Germany.

Moreover, substituting import of expensive western products with cost-effective Indian ones, particularly iron, steel, chemicals, pharmaceuticals, automobiles and transportation equipment could result in estimated savings of US$400-900 million per annum, for Pakistani importers who can also save their time, transportation cost and freight charges. For example, a container of goods which takes 30-40 days to arrive in Lahore from the UK or China would take only 7-10 days in case of India; that would substantially lower the cost.

On the other hand, the presence of current duty and tariff structure in Pakistan provides sufficient protection to domestic industry from the perceived threat of dumping of cheap Indian goods, as feared by the opponents of MNF status.

It is also argued that despite granting MFN status to Pakistan, Indians have restricted access of Pakistani goods to vast Indian markets through non-tariff barriers. These include visa restrictions, security clearances, requirement of technical/standard certification, labelling and packaging rules. It’s true but it may also be noted that Pakistan also maintains similar exhaustive non-tariff barriers within its domain. Do these imperil India’s exports to Pakistan as well? These non-tariff barriers, in fact, relate to standards necessary to protect human, animal, plant life or health, to protect the environment and to ensure the quality of goods under the mandate of the WTO. It is hoped that once normal trade relations are restored, the irksome prevalence of non-tariff barriers can be reduced gradually through bilateral negotiations. A free trade agreement (FTA), on the model of one between Pakistan and China, may be signed at some later stage to facilitate simplifying procedural bottlenecks in trade and reduce formal tariffs as well.

The gains of conferring MFN status to India, therefore, outweigh the fear of increased competition by local industry. MFN status can also help in promoting better relations between the two countries and may neutralise, to some extent, frictions on political issues, including Kashmir. India’s recent decision to withdraw its objections to the EU from granting concessionary trade privileges to Pakistan’s exports can be seen as an encouraging development, shortly after Pakistan’s decision to grant MFN status to India. Increased levels of trade will enhance both countries’ stake in each other’s stability and promote better understanding of each other’s viewpoint. MNF status will accelerate total trade potential (export plus import) between Pakistan and India from the present two billion dollars to an estimated target of six billion dollars within a period of the next three years only. As a result, Pakistan will get access to a big market, also diversifying its export markets. The potential exports to India are estimated at around $2.5 billion and include fresh and dry fruits, raw cotton, textiles, fish, leather, gems and marbles.

Granting MFN status to India will greatly discourage informal or undocumented trade, to the tune of US$5,000 million to $10 billion, between India and Pakistan through third countries, like Afghanistan, Iran and the UAE. Formalisation of this indirect trade with India will add enormously to customs revenue and the national exchequer. Hence, there is need to shift from a positive list approach to a negative list approach by granting MFN status to India. This must be accompanied with the expansion of existing trade routes and opening new ones. It must be understood, that granting MFN status is not only a primary legal obligation that Pakistan must fulfill in accordance with the dictates of the WTO, but also a great opportunity to stabilise itself economically. Countries of the world are realigning their relationships for their economic development and we must also not miss this golden opportunity.
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