MFN status for India 

  

Asif Ezdi
Monday, March 05, 2012 

 

The writer is a former member of the Pakistan Foreign Service.

The government’s decision last week to phase out restrictions on Indian exports to Pakistan by the end of the year has predictably been welcomed by the Indian government, as well as by business organisations. India sees it as a vindication of its long-held position that the normalisation of Pakistan-India relations can best be achieved by promoting closer economic and cultural ties between the two countries and through confidence-building measures-in effect by sidelining Kashmir. Indian Commerce Minister Anand Sharma restated this position in his remarks on the Pakistani decision. The strengthening of economic engagement between the two countries, he said, lies at the heart of building peace and stability in the region, and flourishing trade is the best confidence-building measure. Implicit in the Indian reaction is a sense of satisfaction, if not of triumph, at the fact that Pakistan has come closer to the Indian point of view. and has all but given up the traditional stand that real progress in normalisation of bilateral relations is not possible without a resolution of the core issue of Kashmir.

In their statements to the press, our foreign minister and information minister have attempted to set the Pakistani public at ease by asserting that the country’s position on Kashmir was not being compromised. Hina Rabbani Khar said last Thursday that the move towards normalisation of trade relations with India should in no way be construed as a “dilution of Pakistan’s principled stances on the core issues, including the issue of Kashmir” which had hampered Pakistan-India relations for the last 60 years, and that Pakistan would continue to seek peaceful resolution of all issues with India. 

Significantly, Khar spoke not of a single “core issue” but of “core issues,” in the plural. This in itself would be seen as “dilution” of Pakistan’s position on Kashmir. She also said that the Quaid-e-Azam had desired normal trade relations with India but successive Pakistani governments after 1965 had done otherwise. This is an amazing argument. Khar clearly needs an elementary lesson in the history of Pakistan-India relations and of the Kashmir dispute.

It is also significant that the decision to normalise trade relations with India has been accompanied by reports of moves to resume the backchannel dialogue on Kashmir started by Musharraf to pursue his “four-point plan” for a Kashmir settlement. The Times of India last month quoted a source close to the APHC as saying that the government’s invitation to Mirwaiz Umar Farooq and Syed Ali Shah Geelani, as well as Shabir Shah, was a move to shelve the Kashmir issue “for the time being.” The newspaper carried this story under the title “Pakistan may junk Kashmir issue temporarily.” The Pakistani foreign ministry duly denied the report as “misleading and farfetched.” But the Indian government’s reported willingness to issue a passport to Gilani to enable him to visit Pakistan indicates that the matter is being coordinated by Islamabad and Delhi.

The short official statement on the cabinet’s decision to liberalise trade with India also shows that the government is not being completely honest with the people of Pakistan. It says that the decision to give trade concessions to India was “in line with the WTO trading arrangement.” The suggestion is that Pakistan is somehow obliged as a member of the WTO to switch from a positive to a negative list of items for trade with India or to extend Most Favoured Nation (MFN) status to that country. This is of course not true.

The government statement concludes that after the negative list has been phased out at the end of the year, “the process of trade normalisation between the two countries will be completed.” What that means in plain language is that India will be given MFN status. But in order not to draw public attention to this fact, the government has been carefully avoiding the use of the term MFN. 

There is another reason why Delhi is rejoicing: Pakistan has unilaterally flung open the door to its $180-million market to Indian exporters practically without getting any reciprocal trade benefits from the Indian side. The Indians constantly remind us that they gave Pakistan MFN status 16 years ago, in 1996. But despite this act of generosity on their part, Pakistan’s exports to India have remained stuck at a level of about $200-$350 million during the last five years. On the other hand, India’s exports have risen during this period from $1.4 billion to $2.3 billion, although India does not enjoy MFN status. In other words, Pakistan’s exports account for about 15 percent of the total trade, with MFN status, as against Indian exports of about 85 percent, without MFN status. India’s share of exports in informal trade, which is routed through third countries like the UAE, Afghanistan and Sri Lanka and is estimated to be about three times the formal trade, is believed to be even higher. 

The main reason why Pakistan’s exports to India have remained low is that access to the Indian market is hampered by the existence of a host of non-tariff barriers (NTBs). Though not Pakistan-specific, they hit Pakistani exports especially hard because of the unhelpful attitude of Indian officials and agencies which implement them. 

During talks between the commerce secretaries held last year, the Indian side agreed to address Pakistan’s concerns on NTBs. But it is doubtful that the three agreements signed by the two countries during Sharma’s visit to Pakistan last month, ostensibly to deal with the issue of non-tariff barriers, will make any real difference. Since Pakistan has not linked the opening up of the Pakistani market to the lifting of NTBs, the Indian side will now have little incentive to bring down these barriers.

The only thing about which there is certainty is that the measures taken by Pakistan for liberalisation of trade with India will lead to a surge of imported Indian goods in the Pakistani market. The big question is whether our manufacturing sector will be able to cope with the challenge. The textiles, auto parts, electronics and pharmaceuticals industries, to name a few, could be hit severely. The ministries of industry and textiles have made known their concerns about the likely negative impact on our industry and the accompanying loss of jobs. But their recommendations to substantially expand the negative list prepared by the commerce ministry and to stretch the phase-out over a five-year period have not been accepted by the government. Also brushed aside was the suggestion that the phase-out should not be automatic but should be linked to the removal of non-tariff barriers by India. 

The negative list originally prepared by the commerce ministry consisted of 636 items. The revised list, which has not yet been officially notified, consists of over 1,200 items, well below the number proposed by the ministries of industry and textiles. It will allow India to export 90 percent of the items to Pakistan as opposed to 17 percent at present. 

In moving to grant MFN status to India in such a hurry, the government has evidently been guided more by political rather than economic considerations. It is doubtful that Khar herself believes the claim that the decision to normalise trade relations with India does not “dilute” our stand on Kashmir. But our government has other worries on its mind than helping the Kashmiris win their rights. For Zardari, the important thing is that Washington is pleased with Pakistan’s moves towards trade liberalisation with India. The spokesperson of the State Department has described them as “very much part and parcel” of the US vision for the region. They fit in nicely with the “New Silk Road” project of the Obama administration, which aims at promoting regional economic integration of South and Central Asia under Indian leadership. 
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