No clear roadmap for Pakistan-India trade
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Under the Safta, Pakistan had committed to not only reduce customs duties on tradable items from South Asian countries but also to non-restricted trade. Article 17 of the agreement clearly restricts countries from adopting any measures that diminish or nullify already agreed concessions. - File photo

The quick switching over to liberalisation course for stepping up trade with India seems to have been prompted by changing the international business environment and surge in regional trade.
The move was not merely to comply with the WTO rules or reciprocate Indian support for Pakistan’s 75 items’ export to European countries under one time facility offered by Brussels.

Some experts believe that Pakistan might have realised by now that there is some merit in following the China-India model of de-linking border disputes to allow bilateral trade to flourish. Hence the government is mulling to reduce the level of protectionism at a more prudent level.

There is also domestic pressure for increasing trade with India to enable the private sector to import goods from the cheapest source, particularly those needed as inputs in the commodity producing sectors.

So the decision in principle to liberalise trade with India appears to be a strategic move. But the devil lies in the details. The key issue is how to go about it.

While the decision came as a surprise to many domestic industries, it also follows Pakistan’s commitment made years ago to scale down its customs duties to between zero and five per cent on 5,873 products from South Asian countries from Jan 1, 2013 under the South Asia Free Trade Agreement (Safta). Signed in 2004 to liberalise the trade regime in the region, Safta came into operation in 2006.

On October 31, 2011 Foreign Minister Hina Rabbani Khar announced on the floor of National Assembly that Pakistan had decided in principle to grant MFN status to India.

The commerce ministry gave a presentation to the cabinet in May 2011 on the roadmap for trade liberalisation which the cabinet approved. As per business rules, the cabinet could not give approval to a presentation but only on a proper summary.

Indeed, New Delhi is said to have been pressing Pakistan to expand its tradable list for imports from India to take advantage of a wider range of exports coupled with lower duties under Safta as compared to global competitors.

And the Feb 29 decision by the government to liberalise trade from the next year will have far deeper impact on the economy. Tax official say Saarc-related lowered duties will hit Pakistan’s customs revenue.

The Federal Board of Revenue estimates that normalisation of trade with the neighbour would lead to a revenue loss of more than Rs3 billion per annum.

Contrary to this, India has a list of 850 items on which it applies well laid out non-tariff barriers (NTBs). These includes harsh testing requirement, complex harmonised code classifications, inadequate infrastructure, special labeling requirements, import licensing requirements, special customs procedures, biased internal government procurements favouring local products and provisions of export subsidies for local products.

Even investment from Pakistan is not allowed in India. As per current Indian FDI policy, a non-resident entity, other than a citizen of Pakistan, or an entity incorporated in there, can invest in India.

On March 6, the United States also sought consultations with India under the WTO dispute settlement system on import restrictions on agricultural products from the United States. Even bigger economies are complaining against the Indian restrictive trade practices.

Pakistan has not only a liberalised trade regime but has also done away with all those procedures, which could cause delay in clearance of goods at its ports. The automated clearance system at Pakistani ports further facilitates trade.

In a nutshell, Pakistan has to move cautiously or otherwise, surge in imports from India could usher in further de-industrialisation which may lead to massive layoffs and social unrest.

Meanwhile, people continue to debate the factors behind the government’s change of heart toward India. Even at the cabinet meeting where the big decision was taken, the crucial ministries of textile and industries had expressed reservations about taking the big leap. Both wanted the domestic market to be opened gradually and not so wide, for protecting the domestic manufacturers and farming.

Evidently, the collective wisdom of the cabinet saw more positive than negative in the strategic move. Benefits will come to surface after the full implementation of the non-restricted trade regime, it was argued.

Under the Safta, Pakistan had committed to not only reduce customs duties on tradable items from South Asian countries but also to non-restricted trade. Article 17 of the agreement clearly restricts countries from adopting any measures that diminish or nullify already agreed concessions.

The total value of exports by member states under Safta was around $1.2 billion when the treaty was launched in 2006, which was only four per cent compared to the regional trade of the European Union at 67 per cent, the North American Free Trade Agreement (NAFTA) at 62 per cent and the Association of Southeast Asian Nations (ASEAN) at 26 per cent.

